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Abstract 

Despite recent significant economic downturns, Islamic banking (IB)—banking 

activity that complies with Shari’ah (or Islamic law)—remains among the fastest 

growing financial industries in the world. However, a recurrent criticism of IB is that 

notwithstanding its primary religious purpose and unique products and services, it 

tends to follow conventional banking in prioritising profits over its delivery of social 

outcomes. This is an apparent contradiction with core IB religious values of promoting 

social justice and serving community interests. Among other possible reforms, some 

critics recommend addressing this more fundamentally through institutional changes, 

either by internalising selected existing social banking (SB) practices or by establishing 

a new type of IB dedicated to social purposes, or so-called Islamic social banking (ISB). 

Unfortunately, no existing framework is available that would serve as a basis for these 

reforms and it is not clear even whether they are truly warranted. To address this, this 

thesis begins by examining the theoretical justification for ISB. The thesis then 

investigates whether IB is actually failing to deliver social outcomes as part of its core 

purpose. Finally, the thesis considers the prospects for ISB in Indonesia as a case 

study, and presents a possible banking framework for a yet-to-be-created ISB system. 

The first part of the thesis discusses the general development of IB and SB, including 

their conceptual sources, principles, products, and growth. Given that Indonesia 

serves as the context for assessing social outcomes in IB, the thesis first compares IB 

and conventional banking in Indonesia in term of structure, regulation, supervision, 

and performance. It then provides through a literature review the theoretical 

underpinnings of ISB. Employing comparative research, the thesis then compares IB 

and SB. The findings indicate that both types of banking institutions share similar 3P 

principles (Prosperity, People, and Planet) or the so-called triple bottom line (TBL) in 

their operations. The thesis then extends the 3P principles to incorporate an 

additional P (for Prophet) to reflect the ethical guidance of Islamic values. This yields 

quadruple bottom line (QBL) principles that the thesis proposes as a suitable 

framework for ISB, including a mathematical formulation to calculate QBL 

performance. This allows banking practitioners, regulators, and supervisors to assess 



iv 
 

the social outcomes of Islamic banks through calculating their reactive, defensive, 

accommodative, and proactive (RDAP) responses.  

The second part of the thesis comprises four related empirical analyses of ISB. The first 

analysis investigates whether social outcomes are a concern for IB in Indonesia. 

Initially, the thesis identifies key concepts for assessment indicators from four 

different sources, comprising the existing IB literature, the KLD Index of corporate 

social performance, the Sustainable Development Goals (SDGs), and the Environment 

Social Governance (ESG) Scorecard. The results suggest six relevant traits adequately 

describe IB’s broad social objectives, including religiosity, the environment, society, 

governance, employees, and customers. Then, using 12 Islamic commercial banks 

(ICB), 7 Islamic banking units (IBU), and 7 Islamic rural banks (IRB) operating in 

Indonesia during the period 2015–16 and employing a content analysis, the thesis 

reveals that social failure is evident in IRBs and half of the ICBs, but only one in the 

seven IBUs. The thesis concludes that social outcomes are not yet a sufficiently serious 

concern for IBs in Indonesia, but that social objectives and outcomes have both 

recently increased in importance.  

The second analysis investigates the prospect for the establishment of ISB in 

Indonesia. The thesis surveys 506 IB stakeholders across six Indonesian provinces and 

conducts in-depth interviews with 10 Islamic banking experts working in Indonesia. 

The findings reveal that 42.9% of respondents consider that IB in Indonesia is socially 

defensive (doing the least that is required in terms of social outcomes), while 6.9% 

believe that it is reactive (doing less than that required). Of the remaining 

respondents, 34.8% consider the social performance of IB as accommodative (doing all 

that is required), and 15.4% see it as proactive (doing more than is required). Most 

respondents (53%) suggest improvement by combining corporate social responsibility 

and the existing zakat–waqf system. Only a minority (7.1%) appear to be in favour of 

the establishment of ISB, whose main feature would be to design an alternative to 

collateral so that low- and middle-income customers could more readily access bank 

financing.  
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The third empirical analysis uses the earlier survey data and tests the applicability of 

the 4Ps (Prosperity, People, Planet, and Prophet) developed in the first conceptual and 

theoretical part of the thesis. Multiple regression results suggest that the models 

created are all highly significant and well reflect the broad stakeholder perspectives on 

bank performance. Of the four elements, the thesis finds that stakeholders rank 

Prosperity first, followed by Prophet and then Planet. Case studies of two Islamic 

banks currently operating in Indonesia and Malaysia, Bank Muamalat Indonesia (BMI) 

and Bank Muamalat Malaysia Berhard (BMMB), strengthen the application of the new 

Prophet dimension as a way for Islamic banks to improve their social performance, 

particularly during periods of financial distress and in response to episodes of 

unethical behaviour.  

In the final empirical analysis, the thesis employs the same survey, but with a different 

method to assess whether the additional 4P dimension, namely, Prophet, can be 

justified. The approach adopts 31 constructs from Chapra’s corollaries of Maqasid al-

Shari’ah, to be analysed using categorical principal component analysis (CATPCA). 

Based on the CATPCA result, the thesis confirms that the four dimensions of 

Prosperity, People, Planet, and Prophet adequately represent these constructs. The 

approach then validates 13 constructs useful for developing a QBL performance index 

for sustainable IB. An application to ten selected global Islamic banks reveals that only 

half of the sample banks are sufficiently sustainable. Overall, Islamic banks perform 

poorly in terms of Planet (38%) and People (41%) while doing relatively better on 

Prosperity (53%) and Prophet (63%).  

The thesis makes at least three important contributions to the existing IB literature. 

First, it is the first to theoretically provide and empirically test a possible framework 

for the future development of ISB, in either Indonesia or elsewhere. Second, the thesis 

also undertakes a pioneering assessment of the prospects for the establishment of ISB 

in Indonesia. Finally, the thesis developed a novel and practical QBL Index useful for 

assessing the sustainability of IB. In turn, these provide at least three main 

implications for industry policy and practice. First, despite the improving social 

outcomes of IB in Indonesia, as considered favourably by stakeholders of all kinds, it 
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remains unimpressive. Improvements are required particularly in the areas of the 

environment, customer benefits, supporting disadvantaged groups, and reaching rural 

areas. The thesis recommends regulators promote policies and incentives that 

encourage existing and new Islamic banks in Indonesia to deliver social outcomes. 

Second, given the Prophet dimension is a central parameter in the QBL framework, 

the thesis encourages IB practitioners to internalise religiosity in their corporate 

culture, and for regulators to consider adjusting the existing performance metrics by 

inserting the religiosity dimension as a point of assessment. Finally, the thesis 

encourages regulators to provide relevant policies that respond to the QBL assessment 

reported in this thesis.  
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Chapter 1: Introduction 

1.1. Thesis Background 

Islamic banking (IB) is banking activity (more broadly financing activity as part 

of Islamic finance) that complies with Shari’ah (or Islamic law). In turn, 

Shari’ah is a religious law forming part of the Islamic tradition, derived from the 

religious precepts of Islam. However, while the core principles of Shari’ah date 

from some 14 centuries ago with the initial spread of Islam throughout Saudi 

Arabia, the actual practice and application of Islamic banking dates only 

relatively recently from the establishment of the Mit Ghamr Savings Bank in 

Egypt in 1963. But despite this late start, Islamic finance, including IB, is now 

one of the fastest-growing businesses in global finance, with around 1,400 

Islamic finance institutions operating across 80 countries with assets of $2.44 

trillion and is expected to grow to $3.8 trillion by 2023 (Thomson Reuters, 2018).  

However, while the Islamic finance industry currently represents only one 

percent of world financial assets, it increasingly dominates four globally 

important regions, namely Southern and South-East Asia, the Gulf Cooperation 

Council (GCC) states, the Middle East and North Africa (excluding the GCC), 

and Sub-Saharan Africa. Further, while total asset growth in the industry has 

recently slowed (down from 10% in 2017 to 2% in 2018), there are areas of 

banking where the industry shows a particular promise. These include the gains 

to be made through ongoing product and service standardisation, the promise 

of Fintech for the industry, and the broader implementation of the 

environmental, social, and governance (ESG) principles inherent in the primary 

objectives of Islamic law (Maqasid al-Shari’ah).  

While Islamic banks offer many similar products and services to those offered 

by conventional banks, the characteristics of its products and services differ 

markedly in line with the stipulations of Shari’ah. These notably include the 

well-known core prohibitions on riba (the charging of interest or usury) and the 

promotion of profit-and-loss sharing (PLS) financing arrangements. Other 
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fundamental principles of IB are the avoidance of haram (or sinful) business, 

such as producing and selling drugs and intoxicants and pork-related products 

and prohibitions against gharar (uncertainty or excessive risk) and maisir 

(gambling or speculation). 

Drawing on these principles, IB offers a wide range of financial products and 

services that involve the sharing of risk and return between borrowers and 

lenders. These include musyarakah (joint ventures) and mudarabah (passive 

partnerships). However, in practice, these products are together relatively 

uncommon, especially when compared with other IB financing products, 

including murabahah (cost-plus financing), bay muajjal (deferred payment for 

sale), ijarah (leasing), and istishnaa (commissioned manufacturing). However, 

despite these differences, all IB products share universal principles, not only in 

avoiding usury, speculation, and risk but also in delivering positive social 

outcomes, including reducing poverty, aiding development, and promoting 

justice and fairness for all. This uniqueness is expected for all Islamic banking 

products and services, but perhaps best evidenced in charitable products like 

qardh al-hasan (benevolent loans), zakat (obligatory alms-giving), and cash 

waqf (an endowment in form of money).  

Like IB products and services, this concern with society is also evident in 

conventional banking, with a financial institution with a truly social mission 

being part of so-called social banking (SB). Typically, these banks address both 

financial and nonfinancial issues, including social, ethical, and environmental 

goals (Cornée & Szafarz, 2014). However, it can be confusing to identify these 

social banks, mainly as they use many subtly different terms interchangeably to 

refer to themselves, including co-operative, green, ethical, sustainable, and 

alternative banking. Nonetheless, all embrace the principle of the triple bottom 

line (TBL) in their operations, encompassing Profit (securing profit to keep the 

bank viable), People (serving communities as a social mission), and Planet 

(paying attention to the environment and its sustainability).  

As part of this commitment to the TBL, SB displays several features. First, SB 

typically entails considerably more transparency than other forms of banking, 
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allowing its stakeholders to observe where the funds collected are distributed 

and in what kinds of investment. Second, SB promotes ‘human development’ 

through engaging and emancipating communities (Benedikter, 2011). This 

promotion effectively limits the rights of banking shareholders as management 

is controlled and supervised by a broader set of stakeholders (Butzbach & von 

Mettenheim, 2015). Third, SB can be more resilient than conventional banks in 

times of crisis. For example, Korslund and Spengler (2012) found that after the 

2008 global financial crisis, social banks frequently outperformed traditional 

banks, including in their returns on assets and equity. Fourth, SB often 

commits itself to a flexible guarantee to ensure that the traditionally unbanked 

and under-banked have access to banking services. This naturally focuses the 

attention of SB on the poor and disadvantaged, but SB also has a promising role 

in helping business growth and development for the creative and those with 

good business ideas.  

Clearly IB and SB share many similar concerns, both declaring their aspirations 

to promote socioeconomic development, eradicate poverty, and other social 

welfare aims. However, the social role of IB is currently subject to intense 

interest from many Islamic researchers, with some claiming IB experiences 

widespread social failure (Asutay, 2007, 2012; Mohd Nor, 2016; Mohd Nor et al., 

2016; Sairally, 2007). One solution proposed is that Islamic social banking (ISB) 

be implemented to improve and enhance the ability and capability of IB to 

meet its claims in delivering social ends. IB also could do this adopting some 

practices standard in SB. However, neither approach is a simple task given the 

uniqueness and peculiarities of IB.   

This concern with the conduct of IB is evident throughout the Islamic world, 

not least in Indonesia, with the world’s largest Muslim population and the 

chosen context of this thesis. As in other countries in Asia with large Muslim 

communities, like Malaysia, IB has grown strongly, with a market share of six 

percent in September 2018 with total assets around IDR469 trillion (around 

USD34 billion) and some 2,670 branches and offices (Otoritas Jasa Keuangan, 

2018c). While the industry growth rate has also recently fallen, the annual 
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growth rate of Islamic commercial bank assets (14.5%) is still almost double 

that of its conventional counterparts (8.91%). Nonetheless, IB in Indonesia is 

also subject to the criticism that it has failed to deliver on its promised social 

outcomes. This is of particular concern given the highly publicised role IB in 

Indonesia must play in the country’s economic and social development, now 

and in the future.   

1.2. Thesis Motivations 

Several concerns motivate this thesis. First, despite the widespread presence of 

IB products and services such as qardh al-hasan, zakat, and waqf, some consider 

that it may not be feasible for IB as it stands to play a central role in delivering 

social outcomes. Part of this is the apparent focus of Islamic commercial banks 

around the world on the financing of business activity, with limited attention to 

qardh al-hasan and other social products and services. Prioritising the 

commercial motive (profit) over the than social motive can be understood as 

follows. From an Islamic perspective, doing business is associated with tijara 

and al-bai’. Khan and Watson (2003, p. 184) explained tijara as: 

 “Buying something with the intention of selling it for profit, whether the 

profit is realized or not. This is distinct from bai’, which involves exchange 

of a valuable (mal) with another valuable, not necessarily with the 

intention of making a profit. But both the terms are often used 

interchangeably to denote sale transactions.”  

However, the business of IB is considered beyond tijara and al-bai’. 

International Association of Islamic Banks as cited by Khan and Watson (2003, 

p. 93-94), suggested IB is: 

“Islamic banking involves a social implication, which is necessarily 

connected with the Islamic order itself, and represents a special 

characteristic that distinguishes Islamic banks from the banks based on 

other philosophies. In exercising all its banking and developmental 

activities, the Islamic bank takes into prime consideration the social 
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implications that may be brought about by any decision or action taken 

by the bank. Profitability – despite its importance and priority – is not, 

therefore, the sole criterion in evaluating the performance of Islamic 

banks, since they have to match both between the material and the social 

objectives…” 

Hence, this reason motivates us to investigate whether it is possible to reform 

IB to achieve its critical social goals. Possible approaches include integrating 

corporate social responsibility (CSR) into existing banking operations, 

establishing a waqf (or endowment) bank, combining CSR with zakat-waqf, and 

joining IB and SB together, thereby establishing a new banking model of 

Islamic social banking (ISB). The question is which of these several alternatives 

would be better? 

Second, the expectation is that IB will resolve some peculiar social and 

economic challenges in Indonesia. In terms of economic objectives, some 

studies have found that Islamic financial development in Indonesia has made a 

significant contribution to national economic growth in both the short and 

long run (Abduh & Azmi Omar, 2012; Yazdan et al., 2012). Hence, the vital role 

of IB is at least partly evident, and addressing some of its outstanding issues 

may bring further positive impacts for the Indonesian economy. However, IB 

may face a difficult task in this regard owing to some social challenges. 

According to the Indonesia Statistic Bureau (BPS), in 2016 the population of 

Indonesia was around 258 million, of which about 87% are Muslim (Badan 

Pusat Statistik, 2017b). Unfortunately, many Indonesians are poor, with about 

28.59 million or 11% living under the poverty line (Badan Pusat Statistik, 2017a). 

Accordingly, from the perspective of business, a different approach is needed 

for these potential customers, one not necessarily emphasising commercial 

initiatives, but also social and sustainable development.  

From the perspective of the Indonesian government, ensuring appropriate 

financial services for the poor, including banking, is an ongoing challenge. For 

instance, in 2019, 10 poverty eradication programs with a total budget of IDR 

382.4 trillion were implemented in Indonesia, mainly focusing on education, 
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health services, food subsidies, increasing income, financing for small and 

medium enterprises (SMEs), and social protection (Kemenkeu, 2020). However, 

despite many government policies implemented to address poverty, it is 

important that the business sector should also actively take part in these 

programs. IB also has a potential role in addressing this issue, by allocating 

more funding for, say, small and medium enterprises (SMEs) (being a major 

part of the Indonesian economy) as a way of supporting job opportunities for 

ordinary people. In this sense, Islamic funding through mudharabah and 

musyarakah contracts, which are expected to empower SMEs, is relatively small 

(27–36%) from 2009–2014 (Otoritas Jasa Keuangan, 2015a). If Islamic social 

banking (ISB) is possible, funding for SMEs may improve given that ISBs could 

potentially disburse at least some of its financing without a formal assurance or 

guarantee from borrowers in line with its broader social goals. Accordingly, 

new businesses would grow and continue to open job opportunities.  

Third, the idea of integrating social banking practices into Islamic banks or the 

establishment of ISB is currently gaining much attention from Islamic scholars 

more generally. For instance, the 14th International Shari’ah Scholars Forum 

2019 held on 31 October 2019 included a comprehensive discussion of the topic 

of ISB. This forum demonstrated a rigorous debate to promote better 

understanding of ISB regarding its Shari’ah rules and principles that are being 

developed. However, what it is not apparent are the primary tenets of ISB. 

Further, in respect of its establishment, what would be a proposed framework 

for its foundation? To our best knowledge, few studies have attempted to 

develop the basic framework needed. Accordingly, it is essential to develop a 

framework for ISB as a guide for the future. 

Fourth, ISB has the potential to maximise benefits and increase welfare for 

society. ISB is expected to enhance IB’s more extensive social commitments 

through the application of the triple bottom line. This is because an ISB would 

focus on stakeholders as a whole. ISB would also be more responsible in dealing 

with development by facilitating funding to under financed and disadvantaged 

groups. These Islamic social banks, whatever form they may ultimately take, 
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would also address the attention deficit of IBs to the environmental 

conservation, also a concern in Indonesia, along with ethical projects. Lastly, 

ISB may help take the current social features in IB (qardh al-hasan, zakat, and 

waqf) to the next level of development and implementation.   

1.3. Thesis Objectives and Questions  

The discussion in the preceding sections suggest many consider that Islamic 

banks are not currently able to optimise their operations to deliver appropriate 

social outcomes and are therefore failing in their innate social mission. Allowed 

to continue, there is the potential for the IB industry to suffer significant loss of 

goodwill and the support of its many stakeholders, not least banking regulators 

and current and potential customers. Reforming the current condition is vital. 

One of the possible approaches is to establish Islamic social banking (ISB). 

However, the contemporary literature is very limited in addressing this issue. 

Accordingly, research in this particular area would be a good starting point to 

identify the primary principles of ISB, its potential and its prospects.       

There are three primary research objectives (RO) of this thesis. First, to 

investigate the development of conventional and Islamic banking in an 

Indonesian context.  Second, to explore and analyse the extent of social failure 

in Indonesian Islamic banking. Third, to develop a framework for Islamic social 

banking (ISB).  To achieve these objectives, the thesis comprises five 

interrelated research questions. 

RQ 1: How is the development and prospect for banking industry in Indonesia? 

RQ1 relates to the first objective. Generally, the Indonesian banking sector has 

been stable over the past decade. However, there are still many issues to be 

addressed for establishing a sustainable banking industry. This study 

investigates the development of Indonesian banking industry in term of 

structure, performance, regulation, and supervision.  This study also assesses 

the prospect, particularly for Islamic banking.  

RQ 2: Are social outcomes a concern for Islamic banks in Indonesia?  
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RQ2 connects to the second objective. In principle, IB should meet both 

material and social objectives. In practice, the first often dominates the second. 

Previous studies have found that Islamic banking per se has little impact on 

social outcomes, at least beyond that of comparable conventional banks. This 

study examines whether IB experiences social failure. If this were the case, IB 

would not be achieving its normative claims, and therefore may be failing to 

deliver appropriately to its stakeholders. Consequently, some efforts may be 

required to align IB back to its original commitment by improving its social 

contribution. This question directs us to examine the extent to which 

Indonesian Islamic banks meet their stated social outcome intentions.     

The third objective is the core of this research. Hence, it deserves more 

attention and more rigorous assessment. There are three linked research 

questions: RQ3, RQ4, and RQ5.  

RQ3: What is the theoretical justification for Islamic social banking? 

Theoretically, the idea of ISB is still in its infancy. To our knowledge, only a few 

academic studies have examined the idea of modifying IB to this purpose or 

forming an ISB (Asutay, 2007, 2012; Mohd Nor, 2016; Mohd Nor et al., 2016; 

Sairally, 2007). A comprehensive theoretical concept that justifies ISB is not 

currently available. In this regard, it is essential to develop a set of relevant 

theories to provide the theoretical foundation for ISB.  

RQ4: What are the prospects for establishing ISB in Indonesia? 

From a theoretical perspective, the idea of establishing ISB might be promising. 

However, the practicality of starting an ISB is challenging. This study will 

investigate this issue from two points of view. First, a survey of IB’s stakeholders 

will identify stakeholder perceptions of IB social outcomes. Second, an in-depth 

interview with prominent scholars, regulators, as well as practitioners, will 

provide further insights. This mixed-method approach to analysing the 

problem will identify the strengths, weaknesses, opportunities, and threats to 

ISB.  

RQ5: What are the possible frameworks for ISB? 
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To address RQ5, we divide the analysis into two parts. The first part elaborates 

on the possible framework generated from RQ3. However, instead of using 

simulation data and compiling secondary resources, the thesis employs data 

based on a survey of stakeholders’ perceptions in six provinces in Indonesia. 

The stakeholders are requested to answer questions based on four dimensions 

(Prosperity, People, Planet, and Prophet). Each dimension consists of several 

constructs and there are 31 constructs in total. Multiple regression analysis is 

conducted to find out whether the proposed framework is sound and 

statistically significant.  

The second part further addresses the possible framework for ISB using the 

data collected earlier but utilising a different methodology. Categorical 

principal component analysis (CATPCA) is used to identify whether 4Ps 

(Prosperity, People, Planet, and Prophet) are the correct dimensions to include 

into a possible ISB framework. These are refined to form a quadruple bottom 

line (QBL) index as an analogue to the TBL common in conventional banking. 

A trial uses the index to measure the performance of ten global Islamic Banks 

from ten countries.  

1.4. Thesis Structure 

The thesis comprises nine chapters. The structure of the remainder of the thesis 

is as follows.  

Chapter 2. Principles, Products and Practices of Islamic and Social Banking. This 

chapter presents a snapshot of Islamic banking (IB) and social banking (SB). 

This includes the background of IB covering its religious principles, standing in 

Islamic law, products, and growth. The chapter also provides a brief summary 

of SB, its history, principles, products, and its performances. Lastly, the chapter 

reviews the similarities and differences between IB and SB and some unique 

features of SB that can be adopted by IB.     

Chapter 3. Islamic Banking in Indonesia: Emergence, Growth, and Prospects 

consists of a chapter from an edited volume. The chapter addresses RO1 and 
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RQ1. It provides a background for Islamic and conventional banking industry in 

Indonesia in term of structure, regulation, supervision, and performance.   

Chapter 4. Islamic Social Banking: The Way Forward comprises a published 

journal article. The chapter addresses RO3 and RQ3 by reviewing the literature 

IB and SB, highlighting some of the features of SB able to be included into IB to 

create a synthesis in the form of Islamic Social Banking (ISB). This is possible as 

IB and SB share similar 3P principles (Prosperity, People, Planet) and so we can 

readily extend this with an additional P (Prophet) to reflect the ethical 

guidance of Islamic values. A simulation suggests how the 4Ps would work in 

practice and an evaluation using a RDAP (Reactive, Defensive, Accommodative, 

and Proactive) scale presented to identify the level of social responsiveness. 

Chapter 5. How Social is Islamic Banking? This chapter comprises an article 

currently under review at a journal and addresses RO2 and RQ2. The objective 

of this chapter is to assess whether social failure currently exists in Indonesian 

IB by examining the social performance of 12 Islamic commercial banks, 7 

Islamic banking units, and 7 Islamic rural banks currently operating in 

Indonesia. Content analysis helps identify critical concepts relevant to ISB 

including those from the IB literature, the KLD Index of corporate social 

performance, Sustainable Development Goals (SDGs), and the Environment 

Social Governance (ESG) Scorecard. 

Chapter 6. The Prospects for Islamic Social Banking in Indonesia. This chapter 

comprises a published journal article that addresses RO3 and RQ4. The chapter 

includes a survey of IB stakeholders and in-depth interviews with experts 

(regulators, practitioners, Islamic scholars and academics) to explore the 

potential for the establishment of ISB in Indonesia, including some of its 

potential products and services.  

Chapter 7. Beyond the Triple Bottom Line: Prosperity, People, Planet, and 

Prophet in Islamic Banking. This chapter addresses RO3 and RQ5. Using a 

different analysis to Chapter 4, this chapter formulates a possible framework for 

an ISB. Regression analysis tests the applicability of the 4Ps (Prosperity, People, 
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Planet, and Prophet) and assessment is made of its application in two large 

Islamic banks in Indonesia and Malaysia as a case study. 

Chapter 8. Are Islamic Banks Sustainable? International Evidence from a Novel 

Quadruple Bottom Line Framework. This chapter also addresses RO3 and RQ5. 

We employ categorical principal component analysis (CATPCA) with two 

targeted tasks: (i) to verify whether the 4Ps discussed in Chapters 3 and 6 can 

form a possible framework for ISB and (ii) to reduce the constructs in each 

suggested dimension to create a manageable model. This serves to create a 

quadruple bottom line (QBL) index for application to IB. An empirical method 

applies the QBL index developed to selected Islamic banks from several 

countries.   

Chapter 9. Conclusion. This chapter summarises the thesis and positions its 

findings in relation to the existing IB, SB, and ISB literatures. The chapter also 

details some implications of the thesis for industry decision-makers and 

regulatory policymakers. Lastly, the chapter sets out some of the limitations of 

the thesis and provides some useful directions for future research. 
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Chapter 2: Principles, Products and 

Practice of Islamic and Social 

Banking  

2.1. Introduction 

During the last three decades, Islamic banking (IB) has experienced significant 

and widespread growth globally, with a large number of Shari’ah-compliant 

banks throughout the world providing a wide array of products and services. 

Nevertheless, IB is often accused of failing to meet its social obligations 

inherent in Shari’ah principles (Asutay, 2012; Asutay & Zaman, 2009) and in 

many respects, effectively operating in a form not too dissimilar to its 

conventional counterparts (Ahmed, 2011; Nienhaus, 2011). Elsewhere, another 

form of conventional banking, namely, social banking (SB) has also attracted 

increasing attention, with SB showing itself to be extremely resilient in the 

post-2008 global financial crisis world  (Tischer & Remer, 2016) with its 

avoidance of speculative behaviour and focus on the real economy (Benedikter, 

2011; Korslund & Spengler, 2012) and commitment to social capital.  

The purpose of this chapter is to provide an overview of IB and SB as 

preparation for subsequent analysis. The structure of the remainder of the 

chapter is as follows. Section 2.2 examines the legal standing, principles, 

products, and growth of IB. Section 2.3 reviews SB, including its philosophical 

stance, principles, products, and development milestones. Section 2.4 

highlights the similarity and differences between IB and SB. Section 2.5 

compares IB and SB, and Section 2.6 provides some concluding remarks.  
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2.2. Islamic Banking  

2.2.1. What is Islamic banking? 

Islamic banking provides religiously acceptable financial services for Muslims 

(Hassan & Lewis, 2009). Prior to its widespread development during the 

modern era, Muslims faced a conflict in accessing banking products and 

services that aligned with their religious aspirations with the dominance of 

conventional banking. Pious Muslims especially found this conflict between 

financial and religious necessity difficult. In a detailed account, Khan and 

Watson (2003, pp. 93-94) defined IB as: 

Banking in consonance with the ethos and value system of Islam as 
compared to conventional banking that conducts its business of borrowing 
and lending on the basis of interest. Islamic banking is expected not only to 
avoid transactions on the basis of interest, but also to participate actively in 
achieving the goals and objectives of an Islamic society. Islamic banking 
involves a social implication, which is necessarily connected with the 
Islamic order itself, and represents a special characteristic that 
distinguishes Islamic banks from the banks based on other philosophies. In 
exercising all its banking and developmental activities, the Islamic bank 
takes into prime consideration the social implications that may be brought 
about by any decision or action taken by the bank. Profitability – despite its 
importance and priority – is not, therefore, the sole criterion in evaluating 
the performance of Islamic banks, since they have to match both between 
the material and the social objectives that would serve the interests of the 
community as a whole and help achieve their role in the sphere of social 
mutual guarantee. Social goals are understood to form an inseparable 
element of the Islamic banking system that cannot be dispensed with or 
neglected.  

From the above definition, there are three notable aspects of IB. First, Islamic 

values or law (Shari’ah) provides the basis for IB. Second, consequent to these 

values, IB avoids interest in all of its products and services, along with activities 

and behaviours prohibited by Shari’ah, including speculation. Third, IB pursues 

banking profits as well as delivering social outcomes to serve the interests of 

society. However, as discussed below, Islamic scholars split on the importance 

of the latter. Some actively encourage IB to combine profitability and their 

social mission (Al-Sadr, 1968; Chapra, 1970; Kahf, 1973; Maududi, 1967), others 
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argue that IB should be overwhelmingly profit focused, and that any social 

programs should not undermine its competitiveness and profitability (Farook, 

2007). 

2.2.2. Legal standing  

Islam makes no clear separation between the personal act of religious worship 

and the conduct of business of all forms.  And all practices, both worldly and 

heavenly, are rewarded in Heaven only if they are for God’s sake and follow the 

guidance of Islamic law (Shari’ah) (Amin et al., 2004). Islamic banking (IB) is no 

exception. For this reason, whereas the basis for conventional banking is 

capitalism, IB is intended to comply with Islamic law, which is derived from 

two primary sources: Muslim’s Holy Scripture (al-Qur’an) and the sayings of 

the Prophet Muhammad, peace be upon him (al-Hadits), including things that 

he did or refrained from doing.  

In addition, Islamic scholars include an additional two sources: the consensus 

of opinions among the companions of the Prophet or learned scholars (ijma’) 

and the interpretation of analogy (qiyas) as the backbone of Islamic 

jurisprudence (Ramadan, 2006).  In general, Islamic law governs practicalities 

of how humans worship their Creator (ibadah) and how they interact among 

themselves, including political, economic, and social activities (muamalah). The 

first of these represents fixed rules and is therefore unchangeable across place 

and time. However, the second may undergo dynamic change to meet the 

needs of people in various situations and at different times, and typically 

includes most contractual business law and Islamic finance (Kunhibava & 

Rachagan, 2011).  

In terms of business contracts and transactions, the underlying point is 

permissibility (ibahah), unless there is an explicit prohibition arising from the 

al-Qur'an or al-Hadits (Kamali, 2000). Accordingly, very many financial 

products and services are theoretically possible as there are only a few 

unambiguous exclusions in the religious texts, and these are therefore subject 
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to interpretation. Further, Islam has no religious authority, in the sense that 

while there are religious experts that have this role (alamā, imams, sheikhs, 

mullahs, and muftis) they are numerous, poorly institutionalised, and above all, 

not organised hierarchically. For this reason, it can be difficult, if not 

impossible, for Islam to enforce a particular religious interpretation in all 

circumstances.  

Accordingly, in practice, individual Islamic banks will assign qualified experts 

as members of an advisory board of Shari'ah scholars to ensure that their 

services and products are in agreement with Islamic law (Sole, 2007). The 

Shari'ah board will provide screening of the bank’s products and services by 

investigating and considering whether a particular service or product is Shari'ah 

compliant. The Shari’ah board is also responsible for ensuring that all products 

and their delivery operate within acceptable Islamic ideals. However, in 

response to this need, some prominent Islamic economists (Ahmad, 2003; 

Asutay, 2012; Chapra, 2004; Naqvi, 1994; Siddiqi, 1981; Tag el Din, 2004) have 

developed a conceptual foundation of Islamic moral economy or ethics, in 

which it is possible to evaluate all social and economic activities, of which 

banking is just one part.  

The vertical dimension of the ethical system in Islam is Tawhid (God’s unity 

and sovereignty). Tawhid “…denotes the vertical dimension of Islam – linking 

the imperfect and finite social institutions with a Perfect and Infinite Being” 

(Naqvi, 1994, p. 26). From the perspective of Tawhid, human beings earn equal 

respect and have the freedom to act. However, only those acting under God's 

guidance (the righteous) will deserve His eternal blessing. “O mankind! We 

created you from a single (pair) of a male and a female, and made you into 

nations and tribes, that you may know each other (not that you may despise 

each other). Verily the most honoured of you in the sight of Allah is (he who is) 

the most righteous of you” (al-Qur’an, 49:13) (Ali, 1991, p. 1593). These righteous 

individuals mostly adhere to Islamic morality and internalise this in their daily 

life, including business (Wilson, 2001).  
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Beekun and Badawi (2005) argued that there are some additional attributes 

associated with the Islamic ethical system, namely ‘adl (justice, balance), 

amanah (trust), and ihsan (benevolence). Al-Qur’an encourages every 

individual to practice justice. “Be just! For justice is nearest to piety” (al-Qur’an, 

5:8). Al-Qur’an also demands every Muslim to be trusted and responsible for 

their actions. “Every soul will be (held) in pledge for its deeds” (al-Qur’an, 

74:38). At the same time, al-Qur’an calls every Muslim to be kind to others 

(ihsan). In addition, it articulates the mission of human beings is to deliver 

God's Will on earth by promoting good deeds and avoiding what is wrong. If all 

these attributes can be performed, then this will lead any individual or 

collective to attain a high degree of good life (Ahmad, 2004).    

Besides these attributes, all economic activities should align with the objectives 

of Islamic law (Maqasid al-Shari’ah). According to al-Ghazali, (died 505 AD), as 

cited by (Asutay, 2007), Maqasid al-Shari’ah covered five basics instruments 

that are aimed to preserve their faith (din), their human self (nafs), their 

intellect (‘aql), their progeny (nasl), and their wealth (mal). Siddiqi (2004) 

stated that Maqasid al-Shari’ah would protect people from harm and ensure 

their welfare. Al-Qur’an (30:41) also demands that Muslims behave ethically in 

their activities and that they conserve and care for the environment. On 

environmental issues, Ahmad (2003) argued that Islam requires people to take 

care of waste issues, forbids excessive exploitation of non-renewable natural 

resources, and requires awareness of other ecological aspects of economic 

activity. Ultimately, all of these attributes encourage wellbeing in society. 

Concerning IB, these traits promote the industry to maximise profit but also 

bring about social ends. For instance, it is suggested that the interest-free 

criterion in IB likely reduces economic exploitation and promotes distributive 

justice as social ends (Usmani, 2002). In addition, IB includes the option for 

products and services almost exclusively focused on social wellbeing, including 

benevolent loans (qardh al-hasan) and obligatory alms-giving (zakat).  
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The dynamic discourse on social outcomes and environment encourages 

scholars to reinterpret Maqasid al-Shari’ah. One of these, An-Najjar (2006), as 

cited by Bedoui and Mansour (2015), extended Ghazalian’s five dimensions into 

eight, under four objectives. Table 2.1 displays three additional dimensions, 

which are human rights, social entity, and the environment. With this scope, all 

business entities, including IB, have to address not only financial profits 

(wealth), but also secure positive societal and environmental outcomes. 

Table 2.1 An-Najjar’s extended Maqasid al-Shari’ah 

Objectives Dimensions 

a. Safeguarding the value of human life 
(1) Faith 

(2) Human rights 

b. Safeguarding the human self 
(3) Self 

(4) Intellect 

c. Safeguarding the society 
(5) Posterity 

(6) Social entity 

d. Safeguarding the physical environment 
(7) Wealth 

(8) Environment 

Source: Bedoui and Mansour (2015) 

2.2.3. Principles 

One of the most commonly known tenets of IB is the prohibition of charging 

interest on loans or usury (riba). Riba is defined as “anything (big or small) 

stipulated in the contract of loan to be paid in addition to the principal” (Iqbal 

& Molyneux, 2016, p.9). While the prohibition of usury also appears in 

Christian, Jewish and even Hindu theology, there it was the practice of lending 

money at unreasonably or exorbitantly high rates of interest (not any interest), 

such that it now is an accepted principle in conventional banking. Under this 

arrangement, and in the view of Islam, both parties to a loan (the borrower and 

the lender) could experience unfair treatment (Iqbal & Molyneux, 2016) with 

the bank acting as the intermediary.  

Borrowers subject to a riba loan contract could earn a profit or suffer a loss on 

the business but would have to repay the loan regardless and still be subject to 
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a loss. Likewise, banks gather together funds from many depositors, but pay a 

much smaller interest return to those depositors than they receive from the riba 

loan. In this sense, the lenders depositors are unfairly treated. For this reason, 

the al-Qur'an condemned the charging of riba and considered that the 

accumulation of wealth should only be from fair effort, not exploitation 

(Ahmad & Hassan, 2007). To remedy this, al-Qur’an gradually altered this 

practice through four verses (Chapter 30: 39; Chapter 4: 160-161; Chapter 3:130; 

and Chapter 2:275-281). Chapra (2006) asserted that in the Islamic world, there 

is no difference in viewpoint about the abolition of riba from both the 

perspective of the al-Qur’an and the al-Hadits.  

The second principle of IB is the promotion of profit-and-loss sharing (PLS). 

This is defined as “…a contractual arrangement between two or more 

transacting parties, which allows them to pool their resources to invest in a 

project to share in profit and loss” (Dar & Presley, 2000, p.4). The principle of 

PLS is derived from the maxim of al-ghunm bi-l-ghurm, that is, “…the earning of 

profit is legitimised only by engaging in an economic venture” (Zineb & 

Bellalah, 2013, p. 22). From this standpoint, IB theoretically favours only a real 

economic contribution and should arguably lead towards macroeconomic 

stability (Zarqa, 1983). This principle also does not permit borrowers to bear 

risk alone, as risk and loss are shared according to some predetermined 

agreement, with the expectation this should promote equity and justice in 

society (Khan, 2010). However, while the PLS system is a major theory in 

Islamic finance, its actual application is not. In Malaysia, for instance, PLS only 

makes up about 3 percent of total IB financing (Abdul-Rahman et al., 2014). 

This is because PLS involves costly monitoring of the performance of the bank’s 

business partner (Mirakhor & Zaidi, 2007). However, this is not always the case, 

with PLS in Indonesia slowly becoming nearly as important as non-PLS 

products, with PLS contract financing (mudharabah and musharakah) 

increasing from 35.65% of all IB financing in December 2018 to 48.2% in 

December 2019 (Otoritas Jasa Keuangan, 2020).  
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Islamic law also prohibits any uncertainty and high risk that may cause 

injustice to other parties (gharar), along with games of chance (maisir). In 

conventional business terms, gharar is comparable to asymmetric information, 

such that it refers to where the full implication of a contract is not clearly 

declared for the parties involved (Iqbal & Molyneux, 2016). Gharar is also 

associated with taking excessive risk in a business contract or conducting a 

contract without adequate knowledge (Algoud & Lewis, 2007).  

The main premise underpinning the abolition of gharar in IB is to encourage 

businesses to act on an ethical basis as well as again avoiding injustice among 

the parties involved (Zineb & Bellalah, 2013). An easily understood example is a 

lottery, in which a participant pays a charge for participation and the chance to 

win a money prize, in full or in part. Other forms of gambling include betting 

on races, poker (or slot) machines, and casino games. In all of these, a winner 

wins the contributions of others by chance (at least in part) and without any 

substantial effort. Importantly, Islam forbids not only gambling in its 

traditional form but also business activities consisting of an element of 

gambling, with the al-Qur’an explicitly prohibiting gambling of all forms 

(Chapter 5: 90-91). Consequently, the prohibitions of gharar and maisir guide IB 

to avoid certain derivatives and other sophisticated financial engineering 

products, including credit-default swaps and speculative trading in over-the-

counter derivatives that usually constitute both sources of uncertainty and 

speculation, and that to a certain degree, arguably played a role in the most 

recent global financial crisis (Siddiqi, 2009; Stout, 2011). 

IB also works within Islamic moral values. Consequently, IB cannot provide 

financing that triggers conflicts with Islamic values such as to sinful (haram) 

business. Thus, IB avoids the financing of firms that produce and sell alcohol, 

drugs and intoxicants, pork-related products, armaments, and indecent 

entertainment (pornography, etc.) (Zineb & Bellalah, 2013). As part of ethical 

investment, IB is also encouraged to avoid participation in the production and 

marketing of luxury activities, especially as many Muslim countries in the 
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developing world lack basic needs and essential goods (Algoud & Lewis, 2007).  

Another principle of IB is that IB links to the real sector. So theoretically, its 

financing should connect with only tangible assets. Accordingly, many of its 

financial contracts are asset-based contracts. 

Table 2.2 Principles of IB and their implications 

No. Principles Implications 

1 Prohibition of riba All kinds of interest taking strictly excluded. 

2 Profit-loss sharing 
Profit gained only by real venture or business. No favourable 
treatment for one party, instead all parties should be treated 
justly based on the agreed contract. 

3 
Prohibition of gharar 
and maisir 

All transactions comprising any speculation, uncertainty, and 
gambling prohibited. 

4 No illicit activities Only acceptable activities within Shari’ah law funded. 

5 Asset-based contract This will shape equity, economic stability, and growth. 

 

Hence, the relation between the financial sector and real economic activities is 

inseparable. Table 2.2 summarises the basic principles and their implications 

for banking products and services. 

2.2.4. Primary products 

We can classify Islamic banking products into three main groups: (1) financial 

products based on the PLS principle, (2) sales-based products, and (3) fee-based 

financial products. Within their compliance with Shari’ah principles, all of 

these involve profitability, and can through their conduct also help in satisfying 

the social goals of IB.  

PLS-based products 

As described earlier, PLS is one of the core principles of IB. There are two main 

PLS products recommended by Islamic scholars to replace conventional 

interest-based products, namely musharakah and mudharabah.  

A partnership (musharakah) is the truest form of a PLS contract. In this 

contract, the partners agree to pool their funds to finance a specific project and 
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share the risk and reward, with any profits distributed among them based on a 

pre-agreed ratio, while any loss is borne by each party in proportion to its 

capital contribution. All parties have the right to engage in management, but 

this is only a choice, not an obligation. In practice, IB uses musharakah to 

provide working capital for a business. Musharakah also finances domestic 

trade and the import of goods, as applied for example by the Al Baraka Islamic 

Bank Sudan (Kettell, 2011). Another application of musharakah is to provide 

letters of credit as by Bank Islam Malaysia (Kettell, 2011). However, the actual 

application is relatively uncommon as it does involve moral hazard and the 

costly evaluation of prospective partners by the Islamic bank (Hassan & Lewis, 

2009; Kettell, 2011). 

Figure 2.1 Musharakah between bank and client 

 

     Source: Gait and Worthington (2014) 

To meet the need of customers specifically for property ownership, IB may 

employ either a musharakah mutanaqisah (literally reduced) contract or 

declining musharakah. Here, the financier (bank) will gradually diminish 

ownership as the partner (customer) progressively purchases the remaining 

share until all shares are in the hands of the partner. Figure 2.2 shows that 

while the share of equity reduces, the bank receives periodic profits based on 

the reducing share of equity. 
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Figure 2.2 Declining Musharakah between bank and client 

 
      Source: Gait and Worthington (2015) 

An alternative to musharakah is mudharabah, where one party commits capital 

(rabb al-mal), while the other party provides the expertise and time to manage 

the project (mudharib). The rabb al-mal can be an investor or a bank, while the 

mudharib is an entrepreneur, and as a result, musharakah is closer to a 

conventional banking relationship than mudharabah. However, the sharing of 

any profits from the venture is again according to a pre-agreed ratio. In the case 

of a loss, it is borne by the rabb al-mal, while the mudharib is only responsible 

for the loss of effort and lack of profit (Iqbal & Molyneux, 2016; Kettell, 2011). In 

IB, this can take the form of both clients financing the bank and the bank 

financing its clients. Figure 2.3 displays on the liability (deposit) side of the 

bank, the depositors of the Islamic bank (or clients) are acting as rabb al-mal, 

while the IB is mudharib.  

Figure 2.3 Client finances Mudharabah for bank 

 

                        Source: Gait and Worthington (2014) 
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Figure 2.4 Bank finances Mudharabah for client 

 

                      Source: Gait and Worthington (2014) 

In contrast, Figure 2.4 shows on the asset (loan) side, the Islamic bank provides 

the capital (rabb al-mal), while entrepreneurs (or clients) who manage the fund 

and business are mudharib.  

Sales-based Products 

IB also offers non-PLS contracts, mainly based on sales contracts. While not 

highly recommend by many Islamic scholars, as they are much less risky, these 

products dominate IB throughout the world. Typical sales-based products 

include murabahah, ijarah, and istisnaa.  

Murabahah is a sales contract, being an agreement between two parties, say, a 

bank as a seller and a client as a buyer. The bank will purchase an asset from a 

third party on behalf of the client and then sell the item to the client at a pre-

agreed price. However, unlike a typical sale, the bank will disclose the actual 

cost with any additional profit. The client then purchases the goods through 

deferred payment. At the end of the instalment period, the bank will transfer 

the ownership of the asset to the client (Figure 2.5). 
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Figure 2.5 Murabahah contract between bank and client 

 

In the condition that the seller does not declare the amount of profit, the 

contract is not murabahah, rather a deferred payment sale (bay mu’ajjal) or a 

sale with deferred payment (bay bithaman ajil). Importantly, despite some 

similarity, there is a noticeable difference between murabahah and interest-

based lending. First, the mark-up is the reward for the seller’s (the bank’s) use 

of expertise to find a quality good at the best price, not for the provision of 

finance. Second, where the client (buyer) fails to pay a scheduled instalment, 

the instalment payment does not increase from the agreed price. In current IB 

practice, murabahah can be applied in a variety of forms such as for a mortgage, 

working capital, syndicated credits, letters of credit and car purchase (Hassan & 

Lewis, 2009; Iqbal & Molyneux, 2016; Kettell, 2011).  

Ijarah is like rent or leasing in conventional finance, being the sale of the use 

(manfa’ah) of an asset for a specific period. A lessor (mujir) transfers the use of 

a certain asset to a lessee (mustajir) for a specific period in exchange to get a 

rent payment (ujrah) from the lessee. Under ijarah, the Islamic bank may 

purchase the asset required by a prospective client from a vendor and rent the 

asset to the client for a specified period (from three months to five years). 

During the period of rent, the Islamic bank remains the owner of the asset, 

while the client has use of the asset. After expiry of the rental period, the asset 

returns to the bank (Figure 2.6). Alternatively, at the end of the agreed rental 

period, the lessee approves the purchase of the asset by the lessor at an agreed 

sale price known as ijarah wa iqtina (Iqbal & Molyneux, 2016; Kettell, 2011). 
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While both forms of ijarah are similar in some respects to leasing, they differ in 

at least two ways. First, in ijarah, the lessor must remain the owner of the asset. 

Second, the lessor must maintain the asset (Zineb & Bellalah, 2013). 

Figure 2.6 Ijarah scheme between lessor and lessee 

 
 

Lastly, istisna’a is from the Arabic word sina’a, meaning to manufacture or 

make. In a simple istisna’a contract, this refers to an agreement between two 

parties in which a customer or buyer (al-mustasni’) manufactures an item, 

product or project, and a contractor (al-musania’a) assembles the item, product 

or project (masnoo). The customer then pays the cost of assembly by 

instalment on the progress of the project or the goods being manufactured 

(Kettell, 2011). 

In IB, the customer requires funding and the IB will arrange a parallel istisna’a. 

In this case, the Islamic bank manages two contracts simultaneously. First, 

signing an agreement with the buyer. In this stage, the customer will provide 

the necessary specifications of the asset (such as desired quality, source of 

material, and completion time), including the proposed price. 
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Figure 2.7 Parallel Istisna’a 

 

The bank then obtains a quote from the contractor and adds its own profit. 

After getting approval from the customer on the detailed contract, the bank 

enters the second contract with the contractor. The bank orders the specified 

item and pays the cost directly. After completion of the item, the bank hands 

the item to the buyer and the buyer begins to pay the price through instalments 

(Figure 2.7).  

Fee-based Products 

Wakalah means an agency or a representation. This is where a person delegates 

a particular task to another to act on their behalf. The delegator is acting as a 

principal (muwakkil), while the person undertaking the task is an agent (wakil). 

The agent will receive a financial reward as long as they complete the job 

correctly or adequately, and a penalty applies if they violate the terms of the 

agreement or behave dishonestly (Iqbal & Molyneux, 2016; Khan & Watson, 

2003).  In practical terms, investors or capital providers transfer their funds to a 

bank, and they order the bank to perform some task on their behalf. The bank 

charges a predetermined commission for this service and return the outcomes 

of investment (either profit or loss) to their client’s account (Figure 2.8). Clients 

of the bank can also use this contract to obtain a letter of credit, which the 

bank provides in exchange for a fee or commission (Hussain et al., 2016; Khan & 

Watson, 2003).  
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Figure 2.8 Wakalah flow 

 

Kafalah literally means responsibility, guarantee, or suretyship, where a party 

may appoint a third party to become a guarantor for the payment of some debt. 

This surety is to ensure that a borrower will repay a debt to a lender. An 

example of kafalah is an individual guarantee. In this contract, the bank 

provides a pledge to a lender/creditor on behalf of the borrower/debtor to 

compensate for any fines or other personal liabilities, while the 

borrower/debtor provides collateral and pays some commission fee to the bank. 

In Islamic terms, the bank is acting as a kafil, while the creditor and debtor are 

makful anhu and makful lahu, respectively. After the kafalah contract has been 

established, the creditor is entitled to claim payment of the debt from the bank 

(Hussain et al., 2016; Kettell, 2011). For instance, a debtor purchases an asset 

from a creditor, and both agree to pay on an instalment basis. However, to 

ensure that the debtor is capable of handling this obligation, the creditor 

requests some assurance, which the debtor does by requesting the Islamic bank 

to act as a guarantor. As elsewhere, where the creditor defaults, the guarantor is 

responsible for the debtor’s obligations (Figure 2.9).   
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Figure 2.9 Kafalah flow 

 

2.2.5. Social products 

While many products and services offered by IB are clear analogues to 

conventional banking products and services, others, especially IB social 

products and services, are not. Islamic scholars have different views on the 

matter. Some suggest Islamic banks should only concern themselves with 

commercial products (Iqbal & Molyneux, 2016; Kettell, 2011). Others argue that 

in addition to their commercial function, Islamic banks hold a social charter or 

social responsibility to deliver qardh al-hasan, zakat, and waqf (Hassan & Lewis, 

2009; Iqbal & Mirakhor, 2011; Lewis, 2007; Schoon, 2016), which we now briefly 

explain. 

Qardh al-hasan 

As discussed, Islam prohibits loans in the traditional sense, as they contain a 

predetermined payment or payment in excess of the principal. Instead, IB can 

disburse loans using qardh al-hasan (benevolent loans). In this contract, the 

Islamic bank as the lender (muqridh) provides loans (maal) to borrowers 

(muqtaridh) whereby the borrowers repay the principal (the original amount 

borrowed) only at the end of the contract. In other words, the lender does not 

charge any interest or stipulate any additional amount over the principal at the 

beginning of the contract. To avoid dispute, the contract comprises an offer 

(ijab) from the bank and an acceptance (qabul) by the borrower (Figure 2.10).  
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Figure 2.10 Qardh al-hasan 

 

The main purpose of qardh al-hasan is to enable the poor and disadvantaged to 

fund their own businesses. However, few Islamic banks currently provide this 

service. In Malaysia, for instance, only three of 13 Islamic banks offered qardh 

al-hasan, representing only about 0.2% of total IB financing (Abidin et al., 2011). 

Likewise, in Indonesia, qardh al-hasan contract accounted for only 3% of IB 

financing in 2019, up from 2.51% in 2018 (Otoritas Jasa Keuangan, 2020). 

Nonetheless, qardh al-hasan has been particularly identified with microfinance 

as one way to economically empower the poor and needy (Widiyanto et al., 

2011).  

Zakat 

The Noble Qur’an encourages Muslims to assist charities, help the poor, 

orphans, and the needy through a number of channels. Among these are zakat 

(obligatory alms-giving) and shadaqah (voluntary charity). That al-Qur’an 

mentions zakat in more than 82 places is proof of the importance placed on 

this channel. Zakat thus serves as the third pillar of Islam—after the profession 

of faith (shahada) and prayer (salat), but before fasting (sawm) and pilgrimage 

(hajj)—and thus the means for Muslims to purify their wealth and to seek 

salvation (al-Qur’an, 9:103).  

Typically, zakat comprises a levy on individual wealth and assets exceeding 

some exemption limit (nishab). This is distributed to eight categories of 

Muslims, being the poor (fuqaraa), the needy (masaakin), the administrators of 

zakat (amil), those in bondage (slave and captives), wayfarers or travellers (ibnu 



30 
 

sabil), the heavily indebted (gharim), new converts to Islam (muallaf), and 

those representing the cause of Allah (fisabilillah). In principle, it therefore 

comprises a redistribution of wealth and income away from the few to the 

many, and therefore performs a social function (Ahmed, 2007). From the 

perspective of IB, a debtor can be entitled to zakat, and any debt written off as 

a form of charity (Haniffa & Hudaib, 2007). 

Waqf 

Waqf is “…an Islamic endowment in which a particular property is set aside, in 

perpetuity, for a particular charity” (Kettell, 2011, p. 156). However, unlike zakat, 

waqf is purely voluntary. Traditionally, waqf charity also includes educational 

institutions, orphanages, mosques, graveyards, and roads (Sadeq, 2002). All 

these assets or properties are immovable. However, in the 8th century, Imam 

Zufar approved cash waqf (waqf in the form of money) to be invested through 

mudharabah contract, with the profits generated to be distributed for charities 

(as cited in Chowdhury et al. (2011)). In this scheme, a doer (wakif) can be a 

person, an institution, or an organisation that submits funds (mauquf bih) to a 

trustee (nadzir) that will manage it for a particular investment and distribute 

the outcomes to certain beneficiaries (mauquf alaih), as shown in Figure 2.11. 

Figure 2.11 Cash waqf 

 

As an example of practice, in Indonesia, Badan Wakaf Indonesia (the 

Indonesian Waqf Board) stipulates under Regulation 1/2009 that cash waqf 

must be undertaken through Lembaga Keuangan Shari'ah Penerima Wakaf 
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Uang (LKSPWU) (the central recipient of cash waqf for Shari’ah financial 

institutions). In other words, in Indonesia, only Islamic banks are able to 

manage cash waqf. These must meet certain requirements and propose their 

intention to be a nadzir to the Indonesian Ministry of Religious Affairs, while 

those intending to submit funds must go to the appointed bank to declare and 

sign an Akta Ikrar Wakaf (waqf statement). The bank will then issue a waqf 

certificate on their behalf, and the funds transferred to the nadzir’s account 

(Nasution, 2013), with the bank managing the accumulated funds as a Shari'ah-

compliant investment. Of any returns, the nadzir (Islamic bank) receives ten 

percent and the remainder goes to the fund beneficiaries (Figure 2.12).   

Figure 2.12 Cash waqf scheme with IB as a Nadzir 

 

2.2.6. History and Growth  

During the medieval ages, traders in the Middle East engaged in business and 

conducted financial transactions through just exchange and through the 

prohibition of usury. These transactions were largely in agreement with 

Shari’ah, particularly in establishing a financial system that operated based on 

PLS. The practise continued for centuries and was used in trading until the late 



32 
 

6th to early 11th centuries (Schoon, 2016). The experience in Europe was very 

similar, given Christianity through the Catholic Church also prohibited usury. 

Because they shared many of the same principles, traders from Arab countries 

found no barriers to engaging with trading partners from Spain, as well as 

elsewhere in Europe.   

However, with the influence of the churches gradually declining, the charging 

of interest was legalised first in Valencia (1217) and later Florence (1403). The 

legalisation of interest was then an important milestone in the development of 

the modern banking industry. Many individuals, traders, and merchants then 

began to lend money for both commercial businesses and government budgets, 

with the foundation of the first proper banks in the 15th century in Italy 

(Schoon, 2016). This process accelerated with the colonisation by Western 

countries of many Arab and Asian countries, with European traders beginning 

to also deal with their international trading partners through establishing 

conventional banks. This subdued the practice of IB, such that well into the 20th 

century, it remained quite limited. Iqbal and Mirakhor (2011) categorised the 

subsequent development of IB in three phases as follows:  

Phase I: Pre-1960 

Many Muslim countries during this phase remained under colonial rule. This 

tended to subdue their tradition, culture, and values, including the conduct and 

servicing of business based on local religious beliefs. However, resurgent 

nationalism in the early 20th century began to arise, including some Muslims 

groups opposing the conduct of interest-based banking. For instance, in 1903, 

Shari’ah scholars in Cairo judged that the payment of interest into post office 

savings accounts was not Shari’ah-compliant and therefore, illegitimate. Later 

in Hyderabad (then part of British India) in 1923, other Muslims established an 

interest-free credit society as an alternative to conventional services. These 

movements found support among leading Islamic scholars starting in the 1950s 

who began to formulate the theoretical concepts needed to establish pure 

interest-free banks, including Mawlana Syed Abul Ala Al-Maududi and Anwar 
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Iqbal Qureshi in Pakistan, Muhammad Baqir al-Sadr in Iraq, Umer Chapra in 

Saudi Arabia, and Ahmad An-Najjar in Egypt (Abbas & Mirakhor, 2011). 

Phase II: 1960s–1980s 

The demand for interest-free banking finally gained momentum with the 

establishment of the Mit Ghamr local saving bank in Egypt in 1963, the world’s 

first Islamic bank. However, according to Ahmad al-Najjar, as cited by Abbas 

and Mirakhor (2011), Mit Ghamr was more representative of a social welfare 

institution than an Islamic bank given that it drew on a rural banking model 

adopted from German saving banks. In the same year, Malaysia established a 

new financial institution to support religious pilgrimage. As pilgrimage is 

dedicated to worship, under Islamic law the whole process, including any 

support from the financial sector, should be Shari’ah-compliant.  

Following these developments, the Nasir Social Bank, the first state-owned 

Islamic bank, began in Egypt in 1971, quickly followed by the establishment of 

many other Islamic banks, including the Dubai Islamic Bank (DIB) in the UAE 

and the Islamic Development Bank (IDB) in Jeddah, Saudi Arabia, both in 1975. 

An additional boost came from the establishment of a program in Islamic 

economics at Saudi Arabia’s King Abdul Aziz University in 1978, to support the 

intellectual development of IB. During this phase, several countries, notably, 

Iran and Sudan, converted their entire financial systems to a Shari’ah basis, and 

this attracted the attention of conventional banks, with several opening 

‘windows’ to provide their Muslim customers with Shari’ah-compliant products 

and services (Abbas & Mirakhor, 2011). 

Phase III: 1990–Present 

With the increasing growth in IB, regulators, practitioners, and academia began 

to consider the importance of establishing standards for the nascent industry, 

the first being the Accounting and Auditing Organisation for Islamic Financial 

Institutions (AAOIFI). Subsequently, this phase saw the creation of additional 

international bodies to address issues relating to financial stability, governance, 
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and regulation, including the Islamic Financial Services Board (IFSB), the 

International Islamic Financial Market (IIFM), the International Islamic Rating 

Agency (IIRA) and the General Council of Islamic Banks and Financial 

Institutions (CIBAFI). Several more banks announced Islamic windows, 

including Citibank, HSBC, American Express Bank, BNP–Paribas, Deutsche 

Bank UBS, and Kleinwort Benson, while in the capital markets more broadly, 

Islamic institutions began to issue asset-backed certificates (sukuk), and several 

equity funds began to manage portfolios of Shari’ah-compliant stocks. The Dow 

Jones and Financial Times also began to list stocks under Islamic indices (Abbas 

& Mirakhor, 2011). 

In 2015, the total assets of IB reached USD 1.49 trillion or around 80 per cent of 

the total assets of Islamic finance worldwide (Islamic Financial Services Board, 

2016). IB is currently in widespread practice in six key regions (assets in USD 

billions), namely Asia (209.3), the Arab states of the Persian Gulf represented by 

the Gulf Cooperation Council (comprising Bahrain, Kuwait, Oman, Qatar, 

Saudi Arabia, and the UAE) (598.8), the Middle East and North Africa (MENA) 

(excluding the GCC) (607.5), Sub-Saharan Africa (24), and other (56.9). Overall, 

these regions constitute 31 countries, and most have dual-banking systems 

where Islamic and conventional banking operate and compete side by side, 

excepting Iran and Sudan where there is only IB. Nonetheless, global asset 

growth rate in IB is estimated at 16 percent per year with more than 100 million 

individual customers (Ernst & Young, 2016). Current forecasts suggest that the 

potential market size is at least six times larger than current.  
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Figure 2.13 Global Islamic finance assets, current and projected ($ billions) 

 

Source: Thomson Reuters (2018)   

Figure 2.13 shows, despite the 2008 global economic downturn, the global 

Islamic finance industry increased year-on-year by 11% to $2.4 trillion in assets 

in 2017, with the forecast suggesting total assets of $3.8 trillion by 2023. As a 

result, Islamic finance, including IB, is one of the fastest-growing businesses in 

global finance, with around 1,400 Islamic finance institutions operating across 

80 countries (Thomson Reuters, 2018). Of all Islamic finance, IB is the major 

form with $1.7 trillion (71%) of assets, followed by sukuk (Islamic bonds) with 

$426 billion, takaful (Islamic insurance) with $46 billion (2%), and other $135 

billion (6%). 

2.3. Social Banking  

2.3.1. Definition and Principles 

In recent years, it has become commonplace for banks to not only consider 

their financial soundness, but also to keep pace with the aspirations of their 

customers and other stakeholders in being socially and environmentally 

acceptable. These have led many banks to align their operations with corporate 

social responsibility (CSR). However, some banks engage even more with their 
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social responsibilities, becoming banks with a social mission or so-called social 

banks (Burgess & Pande, 2005; Buttle, 2007; Cornée & Szafarz, 2014; Guene & 

Mayo, 2001; Platschorre & Bulte, 2011; Rajalaxmi, 2007). 

Guene and Mayo (2001, p. 1) defined social banking as “where the supplier of 

financial services takes a positive interest in the social outcomes and effects of 

their activities”. In its purest form, a social bank prioritises the social impact of 

its activities, which can be done through social audits. In its advanced form, the 

bank creates banking products and services designed to bring about a positive 

social impact. Elsewhere, Cornée and Szafarz (2014, p.361) simply contended 

that social banks are “financial intermediaries paying attention to non-

economic (i.e., social, ethical, and environmental) criteria.” 

Some studies offer a different terminology, aligning social banking with green 

banking (Biswas, 2016; Biswas, 2011; Kaur, 2016). For example, Kaur (2016) 

argued that the central concept of green banking is for banks to be more 

sustainable in terms of economic, environmental and social achievement, 

whereas Biswas (2016, p.43) defined green banking as “…banking business 

conducted in such areas and in such a manner that helps the overall reduction 

of external carbon emission and internal carbon footprint.”    

While banks themselves produce no pollution, their clients do. Thus, we could 

argue that the customers who create the pollution should take the 

responsibility. However, both banks and clients share a similar responsibility to 

take care of the environment as banks effectively, and at least in part, fund the 

operations of their clients (Jeucken & Bouma, 2001). Regardless, which of these 

standpoints is valid, the use of “green banking” here emphasises 

environmentally friendly banking. In other words, the definition is narrower 

than the typical use of social banking in that it refers only to the environment, 

not social and ethical grounds for banking. 

Other experts identify a social bank interchangeably as an ethical bank (Chew 

et al., 2016; Cowton, 2002; Paulet et al., 2015; San-Jose et al., 2011). Buttle (2007) 
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contended that ethical banking aims to collect funds from banks’ customers 

and disburse the money from unethical projects toward activities that have 

better social impact. Ekin (1992, p.155) defined ethical banking as “…the 

investment or loan of money for ethical (including moral, social, and 

environmental) as well as financial purposes.”   

San-Jose et al. (2011) criticised traditional banks that promote their social 

activities through CSR but fail to incorporate ethical judgment in their financial 

decision-making. An ethical bank, according to San-Jose et al. (2011), can be 

seen from two essential elements: social and economic profitability. The social 

criterion refers to the placement of customers’ funds in activities with higher 

social benefits, avoiding some speculative projects, or those incurring negative 

outcomes. While the latter, reflecting descent bank management, as the bank 

can maintain its financial sustainability through a limited amount of benefit for 

its shareholders.  

In other words, the choices for investment should be aligned with socially 

responsible investment (SRI). SRI includes the social dimension into all 

decision-making, rather than only focussing solely on economic criteria. SRI 

screening excludes an investment if it contains unwanted activities such as 

financing nuclear power, arms production or gambling. In contrast, funding 

policy aims at encouraging sustainable segments such as renewable energy and 

organic farming (Haigh & Hazelton, 2004; Tischer & Remer, 2016).   

Besides social bank, green bank or ethical bank terminology, other studies 

sometimes refer to a bank with a social mission as a sustainable bank. Korslund 

and Spengler (2012, p. 2) characterised a sustainable bank using the following 

six elements: 

Triple bottom line approach at the heart of the business model; Grounded 
in communities, serving the real economy and enabling new business 
models to meet the needs of both; Long-term relationships with clients 
and a direct understanding of their economic activities and the risks 
involved; Long-term, self-sustaining, and resilient to outside disruptions; 
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Transparent and inclusive governance; All of these principles embedded 
in the culture of the bank. 

Social banking can also be an alternative bank. Butzbach and von Mettenheim 

(2015) argued that three distinct criteria characterise alternative banks: 

organisational goals, governance structure, and business models. The bank can 

take any forms, including co-operative banks, credit unions, government 

savings banks, particular purpose (development) banks, building societies, 

thrift, or mutual savings banks. The important thing is that they exist not just 

to provide a benefit for shareholders, rather to produce socially and 

developmentally benefits for stakeholders. Hence, the governance structure of 

alternative banks is more stakeholder- than shareholder-oriented. The business 

model implemented within the daily activities of the bank thus focus on long 

term projects that generate social and developmental, not financial, returns 

(Butzbach & von Mettenheim, 2015). 

From a banking practitioner viewpoint, Frans De Clerck, cofounder of Triodos 

Bank Belgium, declared that the while various terms are used for social 

banking, these banks share some universal principles. “While how they are 

described differs, these financial institutions have much in common. They 

share a values-driven approach to their business, at odds with the conventional 

commercial banking and finance industry” (De Clerck, 2009, p. 209). At its 

core, SB embraces the principles of the triple bottom line (TBL) and the three 

Ps:  Profit (securing profit to keep the bank sustainable), People (serving 

communities as social mission), and Planet (paying attention to the 

environment and its sustainability for future usage) (Benedikter, 2011; De 

Clerck, 2009; Weber, 2014).  

As part of its TBL, social banking also typically involves other principles. First, 

it has maximum transparency, letting its stakeholders see details such as where 

the collected funds are distributed and in what kinds of investment. In this 

case, customers can know for themselves whether their money is invested 

thoroughly, either financially, socially, and environmentally (Benedikter, 2011; 
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San-Jose et al., 2011). Second, social banking promotes ‘human development’ 

through engaging and emancipating communities (Benedikter, 2011; San-Jose et 

al., 2011). This qualification softly reduces the traditional banking shareholders’ 

rights. 

Table 2.3 SB principles and implications 

No. Principles Implications 

1 
Triple 
bottom line 

All of its activities dedicated to meet economic, social, 
and environmental criteria 

2 
Maximum 
transparency 

Stakeholders and depositors can monitor where the 
funds are distributed and for what projects 

3 
Stakeholder-
oriented 

Reducing the dominant right of shareholders and 
encouraging communal emancipation and participation 

4 
Supporting 
real 
economy 

All kinds of speculative transactions are avoided to 
sustain long term sustainability 

5 
Limited 
benefits for 
shareholders 

The majority of benefits allocated for the betterment of 
society 

6 
Investment 
criteria 

In favour of positive screening (such as renewable 
energy, organic agriculture, and job creations) and 
avoiding negative screening (such as nuclear energy, 
tobacco, and defence industry) 

 

As these banks finance poor people and sustainable projects, it is evident that 

the banks back up the real economy (Cornée & Szafarz, 2014).  Social banks also 

avoid speculative transactions in their operations (San-Jose et al., 2011). To 

ensure social banks obtain their social goals, shareholders are ready to sacrifice 

returns as long as the bank funds motivated borrowers. San-Jose et al. (2011) 

reported that the distribution of profits to shareholders is by its nature limited 

as the profits of the bank are only a residual. Table 2.3 summarises the main 

principles of SB and their implications for banking practice. 

2.3.2. Philosophical Stance 

In the 18th century, a few philosophers attempted to discuss the role of financial 

institutions in providing a social impact. Foremost among these was Rudolf 

Steiner (1861–1925) and Silvio Gesell (1862–1930). Steiner, widely known as a 

social reformer and anthroposophist, laid down his thoughts in a thought-
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provoking book The Threefold Commonwealth. In essence, Steiner discussed the 

critical polarity between what he called “nature” and “spirit” (Barfield, 1933; 

Usher, 2019). The first reflects “the economic life”, which produces commodities 

and exchange, while the latter produces ideas.  

Steiner argued that in the modern world economic life seemed to take 

precedence over spiritual life. In this situation, significant economic growth 

flows from perpetual innovation, the division of labour, and corporate 

efficiency produced from ideas; but the development of economic life only 

happens if there is a nurturing of spirit. Thus, Steiner suggested a need for a 

balancing between economic life and spirit through a new financial system. In 

order to deal with this task, he divided money into three types (Barfield, 1933; 

Preparata, 2006):  

1. Buying money or purchase money: it is a primitive function of money as 

a means of exchange to gain commodities. 

2. Lending money or investment money: it is money invested in any 

productive projects, which entail compensation with return (principal 

and interest). 

3. Gift money: it is merely money given without receiving commodities in 

return. This money goes to the weakest (who cannot produce 

commodities such as children, older adults, sick people who cannot 

afford to work), and those who are not producing commodities but 

social value.   

Figure 2.14 depicts Steiner’s different functions of money in a simple economic 

cycle of production. The key point here is there is a significant step to deem a 

“social contribution” to economic life introduced by Steiner and this can have a 

considerable impact on the practice of banks and other financial institutions. 

Benedikter (2011) argued that most social banks in Europe have their roots in 

Steiner's ideas on precisely how to reconcile humanism (the right and 

responsibility of human beings to give meaning and shape to their own lives) 
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and social justice (the wealth, opportunities, and privileges available to all 

human beings within a society).    

Figure 2.14 Steiner’s economic cycle of production 

 

     Source: Preparata (2006) 

Whereas Steiner promotes “gift money” to substantiate a spiritual life, a few 

years later, Silvio Gesell encouraged societies not to hoard money. In his 

famous book The Natural Economic Order (1929), Gesell argued for what he 

calls “free money” (or later as accelerated money). Central to this idea was how 

to keep wealth (money) flowing and accessible to other economic agents 

through credit. The critical point being the rate of interest, such that the higher 

the interest rate, the more difficult for agents to borrow loans. Hence, Gesell 

proposed the freeing of money from interest (Blanc, 1998).  

In order to be practical, Gesell treated money as a commodity that has a 

depreciation value. In a period (be it a week or a month), money loses value, 

say, at a weekly rate of 0.1 percent of the nominal value. Hence, those who hold 

money will be automatically penalised as the value of money is becoming 

weaker. In order to maintain its value, those holding money need to purchase 
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stamps every week at a post office, with the money providing loans for those 

needing money. This creates a preventive method to solve money hoarding, 

stimulating loans, and finally accelerating the circulation of money for the 

public’s benefit (Blanc, 1998). 

Consequently, in Gesell’s view, people need to disburse money as soon as 

possible to realise the most value. Instead of stockpiling money, they might use 

it to hire somebody or use it productively. Hence, the whole economy will 

flourish.  

Figure 2.15 Steiner and Gesell’s pathways to a social mission 

 

As shown in Figure 2.15, we can see that both Steiner and Gesell proposed a 

distinctive way of promoting a social mission, but through different channels, 

and stimulating the real economy to grow. On the one hand, Steiner’s proposal 

was for a direct impact on spiritual life (through educators, health activists, 

religious agents, and philosophers) who would receive gift money. On the other 

hand, Gesell’s idea worked by giving creditors and borrowers, including the 

poor, more extensive opportunities to access funds to use for either productive 

or consumption reasons. In contrast to Steiner, Gesell’s thoughts opened the 

possibility for both the rich and the poor to participate in economic activities 

(Benedikter, 2011).   

Benedikter (2011) contended that the main source of a philosophical stance for 

social banking is a “financial humanism”. In essence, financial humanism is 
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about provoking and prioritising values in the socioeconomic system. However, 

the values are not limited to specific religious beliefs, rather based on a basic 

humanistic approach, such as sharing a common good. To this, Benedikter 

(2011) adds two addition dimensions of the philosophy of social banking. First, 

incorporating culture in finance in order to substantiate its sustainability. 

Culture here refers to the passing on of good habits and the removal of bad 

habits from generation to generation. This integration of culture into finance 

would build long-lasting sustainability.  

Second, questioning ethics in its strict sense. Money is not considered as a 

value, rather as an “…expression of a social relationship of mutual trust and 

help” (Benedikter, 2011, p. 64). Sharing a “common good” such as mutual trust 

and help may build responsibility among those involved. Without sharing 

values, banking and finance may only provide financial products and services in 

a neutral sense, meaning banks may exclude ethical, social, and environmental 

judgments. In reality, De Clerck (2009) stated that disbursing money from 

banks and financial institutions demands responsibility. In this sense, he 

claimed that it necessarily involves not only a purely financial value but also 

social and environmental values. 

Importantly, social and environmental justice are not born in a vacuum. 

Indeed, these occur with the existence of ethics from stakeholders. Cowton 

(2002) suggested that there is no “ethics-free” zone in banking or finance. He 

further stated that ethics in banking constitutes three aspects: integrity, 

responsibility, and affinity. Bank management should treat the funds trusted to 

them with responsibility in the ground that they shall carefully manage the 

incurred risk and return. A similar responsibility is also required on the 

borrowers’ part, as they have to invest the money with full responsibility. 

Otherwise, the project may fail, and nothing is earned, and the investment lost. 

As the banks produce ethical financial services, these, in turn, may attract 

clients with similar values offered by the banks.    
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2.3.3. Milestones 

Social banking, as we currently recognise it, likely had its genesis after the 

medieval period (De Clerck, 2009). In the medieval period, both Christianity 

and Islam had explicit rules for dealing with transactions and money. Both of 

these major religions also promoted economic activities that were characterised 

by virtues among individuals and groups within society based on religious 

values. Later, the growth of individualism gradually changed the landscape of 

how people treated each other, particularly concerning financial matters. On 

the one hand, individualism is admitted as the source of individual incentives 

to foster investment, innovation, and accumulating growth (Kyriacou, 2016). 

On the other hand, some may believe it is the result of a self-centric attitude, 

and that it leads to the negligence of others’ welfare (Baird, 2014). Regardless, 

individualism is the soul of a capitalistic society. Reifner (1992, p. 25) argued 

“…capitalist economy tends to produce poverty, to ignore social ends and 

accumulate wealth as a goal in itself”. In this regard, he stated that the system 

does not remove inequality, instead it leaves inequality unaddressed.   

Because of this undressed inequality, some argued that those struggling to 

maintain their lives and their businesses faced exclusion from mainstream 

financial services. This resulted in the co-operative movement being widely 

accepted from the beginning of the 20th century (De Clerck, 2009). The growth 

of co-operative deposit-taking financial institutions in Germany illustrates the 

point. In 1920, there were about 40,000 co-operatives in Germany, three-

quarters of which were rural co-operatives, delivering about 60 percent of total 

credits (Prinz, 2002).  

This wave of change also altered investment choices from profit-only 

investment to socially responsible investment. As early as the 18th century in the 

United Kingdom, the Quakers avoided investing in unethical businesses 

including tobacco, alcohol, gambling, and the slave trade. This was the first 

effort at Socially Responsible Investment (SRI), which has since become a 
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dominant trend in the alternative financial world. SRI enhances a regular bank 

with a social dimension besides its economic parameters. This searching for 

ethics in finance further inspired some other constructive actions. The Church 

of North America, for instance, screened out harmful activities from their 

investment list while the Pax World Fund, the world’s first ethical investment 

fund, was created in 1973 as a response to the actions of the United States 

during the Vietnam War. The genesis of this was that many were reluctant to 

deposit their funds in conventional banks, given that these banks were assumed 

to finance companies producing weapons that supported and prolonged the 

war (Valls Martínez et al., 2020). Nowadays, ethical investment funds are 

continually growing, constituting more than 600 ethical investment funds 

worldwide (De Clerck, 2009).   

Starting with co-operative banking, financial institutions began to take on other 

forms, including organisations combining economic activities with social values 

such as fair trade and microfinance (De Clerck, 2009). Their goal is to facilitate 

access to finance by the unbanked or people lacking good financial access. 

Among the champions of microfinance institutions are Grameen in Bangladesh 

(established in 1983), BancoSol in Bolivia (1992), and K-Rep in Kenya (1999) 

(Copestake et al., 2016). However, some of these microfinance institutions not 

only contribute to the financial wellbeing of their clients, but also more broadly 

to education, health, and community development. This promoted the 

evolution of microfinance businesses into fully-fledged banking entities such as 

Oikocredit (launched in 1975 by the World Council of Churches), the Triodos 

Microfinance Funds (1994 and 2002), ShoreBank and Shorecap International 

(1988 and 2003) and many other institutions (De Clerck, 2009). 

Currently, the development of SB and other social investments has been 

actively disseminated by several umbrella associations including the Global 

Alliance for Banking on Values (GABV), the International Association of 

Investors in the Social Economy (INAISE), and the European Federation of 

Ethical and Alternative Banks (FEBEA). 
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Table 2.4 Global SB performance (2018)   

Bank Country 
Assets 
($M) 

Loans 
($M) 

Client 
funding 

($M) 

Co-
workers 

(N) 

ROA 
(%) 

ROE 
(%) 

Alternative Bank 
Switzerland 

Switzerland 1,830 1,396 1,629 111 0.38 3.64 

Amalgamated Bank USA 4,685 3,211 4,105 399 0.94 10.59 

Bank Etica Italy 2,179 1,028 1,773 309 0.18 3.49 

Banco Ademi 
Dominican 
Republic 

384 245 250 1,507 2.68 15.50 

Banco Mundo Mujer Colombia 538 459 321 4,633 4.35 22.71 

Banco Popular Honduras 110 88 80 589 2.83 11.87 

Banco Solidario Ecuador 782 575 427 1,398 1.92 12.76 

Bancompartir Colombia 298 223 223 1,835 1.12 6.91 

Bansocol Bolivia 1,993 1,611 1,316 3,087 2.09 19.10 

Banfondesa 
Dominican 
Republic 

101 84 56 931 2.73 20.58 

Bank of Palestine Palestine 4,657 2,687 3,735 1,728 1.16 13.00 

Bank Australia Australia 3,988 3,308 3,274 366 0.48 5.25 

Beneficial State Bank USA 1,013 739 799 239 0.05 0.44 

Bracbank Bangladesh 3,724 2,788 2,766 7,085 1.87 19.25 

Caisse d’économie 
solidaire Desjardins 

Canada 780 564 704 91 0.82 10.91 

Caja Arequipa Peru 1,634 1,286 1,324 3,861 2.41 19.54 

CARD Bank, Inc. Philippines 288 193 195 5,193 9.5 38.80 

Centenary Bank Uganda 858 398 Na 3,109 3.7 17.90 

Charity Bank UK 247 180 217 64 (0.34) (3.03) 

City First Bank USA 366 129 Na 40 0.3 3.30 

Crédit Coopératif France 23,674 20,025 14,180 1,931 0.18 2.31 

Cultura Bank Norway 123 73 110 16 0.55 6.20 

DAI-ICHI KANGYO 
Credit 

Japan 3,668 2,311 2,905 388 0.16 na 

Triodos Bank Europe 12,443 8,327 10,942 1,427 0.36 3.60 

XacBank Mongolia 1,174 717 602 1,323 0.48 6.30 

Vision Banco Paraguay 1,156 827 845 1,764 1.18 15.97 

Opportunity Bank 
Serbia 

Serbia 146 113 72 338 2.57 13.80 

NMB Bank Limited Nepal 945 666 761 1,080 1.96 13.54 

GLS Bank Germany 6,504 5,451 5,343 582 0.16 8.10 

Ekobanken Sweden 108 91 98 19 0.13 1.72 

   Source: The Global Alliance for Banking on Values (n.d.) 

Established in 2009, members of the GABV include banks, banking co-

operatives, credit unions, microfinance institutions, and community 

development banks. In 2019, the 58 bank members and four associate banks of 

the GABV operated (number in brackets) in the Asia Pacific (14), Africa (4), 
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Latin America (13), North America (14), and Europe (18). Together they served 

about 60 million customers with total assets approaching $170 billion. Table 2.4 

highlights the performance of some the GABV's members. 

2.3.4. Form, Actors, and Targets  

As shown in Figure 2.16, Reifner (1992) classified social banking into two forms, 

ethical investment funds and social banks and finance companies, of which the 

second is further divided into four; bank user networks, social banks (fully 

licenced), co-operatives, and alternative banking. Importantly, he considered 

financial institutions/banks related to religious movements, including IB, as 

part of social banking.  

Figure 2.16 SB forms 

Source: Reifner (1992, p. 41) 

Currently, there are a large number of credit unions operating around the 

world. For instance, in Ireland, some 460 credit unions serving more than 

800,000 customers or about 20 percent of the Irish population. A similar 

picture emerges in New Zealand with around 180,000 customers. In England, 83 

CUs are currently servicing 25,000 members, with £5.8 million in asset (Ekin, 

1992).   
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For the most part, three distinct parties support the conduct of SB. These are 

mainstream private sector banks, the state, and specialist lenders to the third 

system (Guene & Mayo, 2001). The private sector banks usually provide only a 

small minority of their lending to social projects, while specialist lenders are 

associated with financial institutions that have dedicated themselves to an 

entire social mission. They can be a for-profit or a non-profit institution. They 

also have a common niche market, mainly providing loans for low-income 

consumers as well as small and micro enterprises, as depicted in Table 2.5. 

Table 2.5 SB target markets 

Market Examples of need 

Low-income consumers, consumer 
credit 

Saving mechanism, payment service 

Small business finance Development finance 

Microenterprise for individuals and 
families 

Star-up / working capital, business 
skills 

Third system social enterprise 
Project finance, working capital, 
facility finance 

Ecological enterprise Development finance 

  Source: Guene and Mayo (2001, p. 4) 

Figure 2.17 Social cohesion and credit needs 

 

                         Source: Guene and Mayo (2001, p. 8) 
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Social banking typically caters to those deemed as having no or little access to 

financial services or credits. In reference to Figure 2.17, this corresponds to 

Circles 2, 3, and 4. Circle 3 is only possible with third-party support, for 

example, to guarantee the credit, a borrower requires an agent to give necessary 

assistance. Unless there is government support or grants, credit in Circle 4 is 

unlikely. Mainstream and commercial banks likely dominate Circles 1 and 2. 

Circle 1 covers current loan activities to the prime customers, while Circle 2 

represents a group of potential customers, but at some additional cost. 

2.3.5. Products  

Social banking provides various banking products and services. The products 

are usually in basic financial forms such as credit, investments, payment 

services, and insurance (Reifner, 2001).  As the clients of SB are mostly of 

middle or lower incomes, social banking is likely to provide assisted loans or 

credits rather than savings. Savings product are still included given they 

constitute a source of large low-price funds from society. Ordinary people may 

also contribute to the development process in this way. Typically, SB pays close 

attention to the fulfilment of the necessities of life, such as essential 

consumption, housing, transportation, and communication (Reifner, 2001).  

Some of the must-have products provided by SB are: (1) consumer credit to 

assist low-income customers in purchasing household furniture and 

transportation such as motorcycles or cars as a tool to enhance their micro and 

small business; (2) mortgage loans to assist first-home buyers and low and 

middle-income purchases. These mortgages also help to educate participants 

about how to manage their limited funds correctly, and to protect them from 

homelessness; (3) credit for start-ups (micro and small enterprises) including 

selected loans offered to facilitate new enterprises or to fund working capital or 

investment in existing businesses. These loans will enable microbusiness 

owners to apply their skills and ideas in business and; (4) provide bank 
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accounts to facilitate potential customers accessing bank services (Reifner, 

2001). The following section addresses these SB products in practice.  

Consumer loan/credit – Although Reifner (2001) suggested that consumer 

credit is on “must have list product” for SB, in fact many social banks allocate 

loans for sustainable and ethical sectors (Schmidheiny & Zorraquin, 1998), not 

consumer loans. Alternative Bank Switzerland, for instance, excludes consumer 

loan from their services (Weber & Remer, 2011). Table 2.6 displays sectors are 

eligible for loans in three social banks: Banca Etica, GLS Bank, and Triodos 

Bank. 

Table 2.6 Sectors funded by SB 

Banca Etica GLS Bank Triodos Bank 

Social cooperation Alternative, ‘free’ schools 
Charities and social 
enterprises 

International cooperation 
Organic sector and organic 
agriculture 

Organics 

Environment Facilities for the handicapped Renewable energy 

Culture and civil society The elderly Environment 

 Housing project Fair trade 

 Renewable energy  

 Cultural projects and facilities  

 Health sector  

Source: Weber and Remer (2011, pp. 100-101) 

Current accounts  

Current accounts are generally aimed at facilitating individual daily banking 

matters. In the Triodos Bank UK, a frontrunner for social banking, customers 

have to pay £3 monthly fee for the current account service, which is less 

competitive compared to M&M Bank with no monthly fee (Jones, 2017). This 

account comes with a biodegradable card and it can be managed online and 

through mobile application. The bank also facilitates specific current accounts 

for charity institutions, namely Charity Current Accounts. Registered charity 

organisations are entitled to use this service and get the benefit of lower 

banking charges (Triodos Bank, n.d.-a). 
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Microcredit and Start-Up financing  

Many social banks support Small and Medium Enterprises (SMEs) and Start-

ups. Banca Etica, for instance, a social bank in Italy established in 1999, 

facilitates SMEs with a microcredit assistance. A common problem in 

microcredit is providing a guarantee for the borrowed funds. This issue has 

been tackled through the Fondo di Grazia PMI or Guarantee Fund for Small and 

Medium Enterprise/SME and crowdfunding. In June 2017, for instance, Banca 

Etica and The European Investment Fund signed the guarantee scheme 

agreement. This agreement allowed the bank to use €50 million to back up 330 

SMEs for the next five years (EIF, 2017). The recipients benefit from a reduced 

interest rate and reduced collateral requirements. Figure 2.18 shows loans can 

be disbursed with the support of SME guaranteed funds. 

Figure 2.18 SME guaranteed funds 

 

Mortgage Loans 

Owning a home for low to middle-class members of society is often just a 

dream.  To alleviate this problem, Alternative Bank Switzerland (ABS), a social 

bank with total asset $1.8 billion, operating in Olten, Zurich and Lausanne, 
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promotes affordable mortgage. It does not finance luxury houses, but 

specifically modest energy-efficient houses. The bank encourages the 

homeowner to commit to a long-term investment in the bank shares. Each 

customer who subscribes at least four per cent of their total mortgage amount 

to ABS shares is eligible for a reduction in interest rate (0.1% for fixed-rate 

mortgages and 0.2% for variable mortgages) and to enjoy the additional 

benefits of being an ABS shareholder (Alternative Bank Switzerland, n.d.).  

Another social bank, Amalgamated Bank, founded in 1923 in the US, claims to 

be the first bank to provide free savings and checking accounts to some 

customers. They provide a unique mortgage scheme for those who serve their 

country in any branch of the armed forces. It offers VA (Veterans 

Administration) home loan, with zero down payment. As well as this, the 

recipients need not to pay private mortgage insurance (PMI) as is required for 

most conventional mortgages (Amalgamated Bank, 2020, n.d.).  

2.4. SB Performance 

With a superior social mission, a transparent niche market, and less risky 

banking services than conventional banking, it is possible that SB will 

outperform conventional banking. However, at present, only a limited number 

of scholars and researchers have attempted to address this question. The major 

factor that has prevented SB from getting much attention is its size. Even in 

Europe where it originated, most social banks' assets are between $100 million 

and $10 billion and their customers comprise less than one per cent of all 

banking industry (Tischer & Remer, 2016). The following paragraphs address 

experts and scholars who investigate the performance of SB. 

San-Jose et al. (2011) used three leading indicators to assess SB’s promises: 

transparency, guarantees, and participation. Employing a sample of 114 credit 

institution from 10 countries (Denmark, France, Italy, Netherlands, Norway, 

Spain, Sweden, Switzerland, Germany and the United Kingdom), San-Jose et al. 

(2011) found that traditional banks do not have high transparency in their credit 
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allocation. They found that none out of 40 commercial banks studied provided 

comprehensive information on asset placement. In contrast, most of the social 

banks studied disclosed where their funds came from and where they were 

allocated. Social banks provided detail of financing to individuals and 

companies and were much more transparent about their activities. 

Two major elements of transparency can be assessed. First, customers or 

investors can view where their money goes. GLS bank, the first ethical bank in 

Germany, for instance, publishes a list of companies funded with depositors' 

money (GLS Bank, 2020). All of the bank’s stakeholders can monitor whether 

the projects are in line with the principles of sustainability. Triodos Bank also 

publishes details of every organisation that they lend funds. Stakeholders can 

quickly check geographical locations of projects financed by the bank (Triodos 

Bank, n.d.-b). Second, most social banks publish and update some 

achievements of their triples bottom line pillars. Unlike many traditional 

companies, in its annual reports, Triodos Bank shows not only financial 

highlight but also social and environmental outcomes. This bank publishes 

financial ratios that are unique, for example, real economy assets/balance sheet 

total (76.1%) and triple bottom line assets/balance sheet total (73.8%) in 2019 

(Triodos Bank, 2019). The social dimension is measured with four proxies: the 

number of co-workers at year-end (1,493), co-worker turnover (10%), women as 

a percentage of the management team (44%), and the ratio of highest to 

median salary (5.6) (Triodos Bank, 2019). On the environmental dimension, 

they provide three indicators: Triodos bank's emissions, net emissions in 

outstanding loans and investment, and avoided emissions in renewable energy 

loans and investment. In total, Triodos Bank cuts 962 kilotons of CO2 (eq.) 

emissions as a result of allocating its funds for sustainable energy projects 

(Triodos Bank, 2019). 

San-Jose et al. (2011) evaluated the application of guarantee requirements 

whenever banks’ customers apply for loans. They created a four-level score 

ranging from 0 to 3 to evaluate whether SB demands guarantees or not. The 
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finding is quite surprising, traditional banks scored the minimum (0), in the 

sense that they demanded the traditional guarantee system as a prerequisite of 

funding. In contrast, SB scored the maximum (3), meaning that SB still 

disbursed funding to groups that would be excluded by conventional banks 

without requiring guarantees. Concerning participation, San-Jose et al. (2011) 

said it represents of opposition against exclusive shareholders’ right.  In some 

cases, stakeholders/shareholders of SB can be involved in decisions relating to 

the placement of assets. In the case of Alternative Bank Switzerland (ABS), a 

social bank with 33,000 clients and 6,500 shareholders, customers can easily 

participate in ABS activities. As discussed previously, once they have had their 

home financed by ABS and become bank shareholders, they can take part in the 

General Meeting of ABS and also have the benefit of interest rate reductions.   

Another of SB's promises are supporting poor and disadvantaged group.  

Burgess and Pande (2005) examined SB in India about its impact on reducing 

poverty. Surprisingly, they found the number of poor people remain the same, 

but the number reduced once an opening new traditional bank in locations 

where people have no access to bank's services. Disadvantaged groups, 

particularly women, were more likely to access banking loans where 

conventional banks open branches near their locations. Although there is little 

evidence that SB specifically alleviates poverty, in some cases SB supports social 

projects. For instance, Cornée and Szafarz (2014) reported that a French 

alternative bank charges below interest rates for any loans linked to social 

projects. 

Other researchers have addressed the financial performance of SB (Karl, 2015; 

Kotsantonis & Bufalari, 2019; Valls Martínez et al., 2020; Weber, 2011). Using 13 

social banks member of GABV, from 2007 to 2009, Weber (2011) showed that 

social banks improved their customers base, profits and revenues. Karl (2015) 

studied data from 65 social banks spanning from 1997 to 2012. He found that 

social banks were significantly more stable than traditional banks. Valls 

Martínez et al. (2020) compared 13 social banks with ten conventional banks 
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from 2015 to 2017. They found that the conventional banks in the sample 

decreased their income over the period by more than four per cent, while the 

social banks' income increased by 9.6%. They also showed that the social banks 

studied have lower loan to asset ratios and are more supported by depositors 

than the conventional banks.  

Korslund et al. (2018) assessed 51 values-based banks and banking co-operatives 

(VBBs) and compared them to 31 established banks in the world, the Global 

Systematically Important Banks (GSIBs) from 2008 to 2018. All these VBBs 

applied six principles in their activities (holding the triple bottom line, serving 

communities and the real economy, commitment to long term relationships 

with clients, resilient to outside disruption, transparent, and applied all these 

five within the culture of the bank). Some of the findings can be explained, 

below:   

Table 2.7 Loans, Deposits, and Tier 1 Ratio Value-Based Banks (VBBs) and 

Global Systematically Important Banks (GSIBs) 

Indicators  2018 2013 2008 

Loans/Total 
Asset 

VBBs 74.6% 66.7% 70.5% 

 GSIBs 43.7% 40.9% 38.5% 

Deposits/Assets VBBs 76.2% 76.3% 72.9% 
 GSIBs 57.7% 51.3% 45.7% 

Tier 1 Ratio VBBs 13.5% 11.8% 11.3% 
 GSIBs 14.3% 13.0% 10.1% 

    Source: Korslund et al. (2018) 

Table 2.7 shows, in 2018, VBBs were more likely to be real economy centric than 

GSIBs given that almost 75% VBBs' balance sheets were allocated for financing, 

while only around 44% GSIBs' were allocated for the same activities. 

Furthermore, VBBs rely more on customers' deposits (76%) compared to GSIBs 

(58%), indicating that their funding strategies are more likely to be able to 

reduce the liquidity risk. Considering Tier 1 ratios, except in 2008, VBBs had 

ratios a little lower than the GSIBs. However, we can say with tier 1 ratios above 

11% within the observed years, the VBBs have maintained ratios almost double 
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the minimum of six per cent as required by the Basel III rules. This indicates 

that VBBs were relatively resilient to the financial crisis. 

Table 2.8 further suggests that in term of return, VBBs have performed better 

than GSIBs on each measure other than ROE over 10 years. In term of growth, 

VBBs are impressive. Table 2.9 shows VBBs have exceeded GSIBs regarding 

growth of loans, deposits, assets, as well as revenue. 

Table 2.8 ROA and ROE of VBBs and GSIBs 

Indicator Bank 
Average 5y 

(2014-2018) 

Average 10y 

(2009-2018) 

ROA VBBs 0.65% 0.61% 

 GSIBs 0.57% 0.55% 

ROE VBBs 8.3% 8.1% 

 GSIBs 8.0% 8.6% 

Source: Korslund et al. (2018) 

Table 2.9 Growth of loans, deposits, assets, and total revenue for VBBs vs GSIBs 

  Bank 
Average 5y 
(2013-2017) 

Average 10y 
(2008-2017) 

Loans VBBs 9.6% 13.7% 
 GSIBs 3.5% 4.3% 

Deposits VBBs 7.5% 13.2% 
 GSIBs 3.6% 4.8% 

Assets VBBs 10% 15.4% 

 GSIBs 1.7% 1.8% 

Total 
Revenue 

VBBs 7.9% 9.5% 

 GSIBs 0.4% 8.1% 

 Source: Korslund et al. (2018) 

From the above study, some points can be summarised. Although SB has as one 

of its goals being provision of better service for poor or unbanked people than 

conventional banks, in reality, SB might not always perform better than 

conventional banks in term of serving communities and reducing poverty. 

However, SB has proven to be more resilient than conventional banks in the 

global financial crisis (2008) and much more transparent in its loans and 

funding. Furthermore, the flexibility in relation to requirements for guarantees 
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demonstrated by SB illustrates another strong point that can be adopted in ISB. 

Overall, the performance of SB in term of supporting the real economy, growth, 

and financial return is more impressive than conventional banks.  

2.5. Comparison of IB and SB 

As suggested by Reifner (1992), social banks include various forms of alternative 

banking (including banks with religious motives).  In other words, IB by default 

is another kind of SB. Both institutions share common goals. Some of their 

similarities are as follows: First, in terms of the business model, both encourage 

financial and socially acceptable financing. However, IB tends to focus on 

profit-making rather than pursuing social objectives with a few exceptions such 

as zakat, qardh al-hasan, and waqf.  

Second, in term of products and services, both may focus on standard banking 

services although in theory IB puts special attention on profit-loss sharing 

projects. However, in practice, PLS products (mudharabah and musharakah) 

are very small compared with non-PLS (murabahah, for instance), but IB’s 

products and services are more numerous than SB given that IB’s outlets are 

extending into international markets, while SB focuses on local markets. 

Third, concerning credit policy, both seek to adopt the triple bottom line 

(financial, social, and environmental) approach. Maqasid al-Shari’ah encourages 

IB to promote eight essential goals, including attaining wealth (mal), 

safeguarding society, and preservation of ecological systems by using natural 

resources in moderation and avoiding excessive exploitation. However, in 

reality, IB tends to focus on the first dimension (financial or profit) over the 

other two aspects (social and environmental), suggesting that IB is currently 

failing to deliver the triple bottom line (Asutay, 2007; Sairally, 2007; Modh Nor 

et al. 2016). 

Fourth, both banks are relatively stable in the face of external shocks given that 

SB emphasises sustainable segments such as renewable energy and organic 
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farming, while IB avoids speculative transactions. As well as this, they both 

encourage investment in the real economy sector over derivative investment. 

Fifth, both banks use positive screening on asset placement. IB avoids financing 

sinful (haram) business such as producing and selling alcohol, drugs and 

intoxicants, pork-related product, armaments, and indecent entertainment as 

well as any production and marketing of luxury activities. SB uses a similar 

approach although they may differ in motivation. Triodos Bank, for instance, 

excludes financing to any companies abusing human dignity (alcohol, 

gambling, pornography, tobacco, weapons, labour rights, conflict minerals, and 

human rights), neglecting planet awareness (such as hazardous substances, 

deforestation, genetic engineering, and animal testing), and showing poor 

governance (such as corruption, tax evasion, violation of legislation).   

Table 2.10 Adoptable practices of SB to IB 

Practice Implications 

Guaranteed Funding 
for SME 

This would cut interest rates and reduce collateral 
requirements for SMEs. This might enable IB to finance more 
social entrepreneurs  

Unique indicators for 
social and 
environmental 
dimensions 

Putting these indicators side by side with financial parameters 
might encourage IB to more carefully address these matters. 
This would lead to IB putting extra effort into improving its 
triple bottom line achievement. 

Stakeholders 
Participation  

Participation by subscribing a certain percentage from the 
total mortgage amount will enable IB to enhance its capital 
and improve democratic decision-making on asset placement.  

Transparency IB should publish projects funded by depositors’ money. This 
policy would allow customers and stakeholders to monitor 
whether their funds are being disbursed for sustainable 
projects with high potential for a betterment of society.  

Besides, these similarities, IB differs from SB in their philosophical stances. IB is 

based on Shari’ah law that has particular rules on acceptable business, while SB 

is based on financial humanism. Another notable difference is their outreach. 

While SB focuses on local banking, IB plays both local (such as Islamic 

microfinance) and international banking (such as Islamic commercial banking). 

Lastly, social banks as described in the previous section, tends to outperform 

conventional banks not only in their financial matters but also in social 

outcomes. IB might benefit by the adoption of some SB’s positive 
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characteristics. Table 2.10 highlights some adoptable SB characteristics. If these 

actions were to be consistently applied, this should lead to an improvement in 

IB’s social outcomes.  

2.6. Concluding Remarks 

As financial intermediaries, banks of all forms can play a significant role in 

supporting development and economic growth. However, currently, 

conventional banking appears to prioritise financial benefits for shareholders 

rather than empowering societies and preserving the environment. As well as 

this, conventional banks have promoted certain products that trigger 

speculation and excessive risk-taking and that have contributed to a global 

financial crisis. Consideration of these issues promote searching for alternative 

banking systems, which emphasise more sustainable finance. Among the 

alternative banks are Islamic banking (IB) and social banking. Both financial 

institutions philosophically combine profit achievements with social outcomes. 

Unlike conventional banking governed by manmade principles, IB is based on 

Islamic law (Shari’ah) with distinct religious principles. Among IB’s principles 

are (1) prohibition of charging interest, (2) application of profit-loss sharing 

(PLS), (3) avoiding uncertainty and speculation (gharar) and gambling (maisir), 

(4) not financing sinful businesses, and (5) asset-based contracts. Under 

Shari’ah rules, a central objective of IB should be to actively participate in 

activities leading to improvements in socio-economic goals in society. Hence, 

financial criteria should not be the only criteria on which IB performance is 

judged. In essence, the objectives of Islamic law (Maqasid al-Shari’ah) are 

classified in five dimensions: safeguarding faith (din), human self (nafs), 

intellect (‘aql), progeny (nasl), and wealth (mal). An-Najjar (2006) added three 

other dimensions, which are human rights, social entity, and the environment. 

If IB management addresses all these tenets in their policy development, this 

should lead to better outcomes in triple bottom line achievements.    

IB offers many products such as PLS based products (musharakah and 
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mudharabah), sales-based products (murabahah, ijarah, and istisna), and fee-

based product (wakalah and kafalah). Besides these, IB may deliver or 

participate in unique products such as qardh al-hasan, zakat, and waqf, which 

are mainly aimed at serving its social contribution. IB is one of the financial 

industries that has experienced significant growth worldwide. In the last three 

decades, its asset growth rate is above 10 per cent per year and is estimated to 

reach $3.8 trillion in 2023. Currently, more than 1,400 Islamic financial 

institutions operate in 80 countries. Some of the major western banks have 

participated in this growth by offering Islamic windows. 

Similar to IB, social banking addresses not only financial profitability but also 

social achievements. Social banking is associated with many other names such 

as green banking, ethical banking, sustainable banking, and alternative 

banking. However, all these variants support similar principles of the triple 

bottom line (TBL): securing profits, serving people, and paying attention to the 

environment. SB's principles are based on "financial humanism”, which 

emphasises prioritising values in the socio-economic system. Its evolution 

began from rural co-operatives leading to the micro finance bank and its 

central goal is to help people lacking financial access.  

IB and SB share several similar characteristics given that both institutions are 

addressing the triple bottom line framework. We suggest that IB adopt some of 

the positive actions applied in SB such as guaranteed funding for SME, 

transparency, stakeholder participation, and applying specific indicators to 

improve sustainability. We believe that there is real potential for Islamic 

Banking to improve its social outcomes through these measures. 
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Chapter 3:  Islamic Banking in 

Indonesia: Emergence, Growth, and 

Prospect 

What follows is the author preprint version of the following paper reproduced 
in accordance with the copyright policy of the publisher. The published version 
is available at DOI: 10.4018/978-1-7998-1611-9.ch003  
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Prospects of International Islamic Banking (pp. 38-60). Hershey, PA: IGI Global. 
doi:10.4018/978-1-7998-1611-9.ch003 

Abstract 

The Indonesian banking sector has been stable and generally sound over the 
past decade, partly through efforts by the Bank of Indonesia as Indonesia’s 
central bank and Otoritas Jasa Keuangan as its financial services regulator. This 
chapter identifies important issues that remain for both conventional and 
Islamic banking in Indonesia. Authors suggest the government continue its 
efforts to reform what remains a geographically concentrated industry, to 
increase the role of bank credit in the economy, and to widen the provision of 
banking services through technology. Authors highlight the vulnerability of 
smaller banks in Indonesia to ongoing competitive market pressures and the 
necessity of creating larger banks through merger or capital raising and 
improving credit allocation to small and medium-sized businesses. Islamic 
banking has an important role to play in these developments, and those 
relating to Islamic social banking. 

 

3.1. Introduction 

During the past three decades, the banking sector in Indonesia has experienced 

two major financial crises. In 1997, the Asian financial crisis severely affected 

the sector and a number of banks collapsed. By early 1999, Bank Indonesia (BI), 
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the Indonesian central bank, had closed 61 banks and nationalized another 54 

(Caprio & Klingebiel, 2002). With a second crisis emanating from the global 

financial crisis in 2007–08, Indonesian banking was again adversely affected, 

although not as majorly as countries with stronger direct links to the US 

subprime mortgage market. However, as some of the outcomes, the Lembaga 

Penjamin Simpanan (Deposit Insurance Corporation) bailed out Bank Century, 

a public bank that went insolvent in 2008, while the Indonesian rupiah 

exchange rate weakened to USD/IDR12,650, its lowest level since the 1997/98 

crisis (as of 11 March 2019 USD/IDR14,298, AUD/IDR10,064 and GBP/IDR18,552) 

(Bank Indonesia, 2009).  

It was after this second crisis that the BI intensified its efforts at transforming 

what had hitherto been a very risky banking system, including its constituent 

Islamic banks, into a stronger and more resilient industry able to provide the 

foundation for sustainable financial development and economic growth. The 

purpose of this chapter is threefold. First, to review the status of Indonesian 

banking. Second, to highlight some relevant ongoing challenges by contrasting 

conventional banking and Islamic banking. Lastly, to describe how Islamic 

banking may be able to address some of the banking challenges present in 

Indonesia. 

The remainder of the paper is structured as follows. Section 3.2 examines the 

profile and structure of the banking sector in Indonesia, Section 3.3 discusses its 

regulation, and Section 3.4 observes its supervision. Section 3.5 considers the 

performance of the sector and Section 3.6 entails a critical discussion of current 

and future challenges and possible remedies. The paper ends with a brief 

conclusion in Section 3.7. 

3.2. Profile and Industry Structure 

3.2.1. Conventional Banks 

Banking entities in Indonesia—per Act No. 10 of 1998 concerning Banking, 

Chapter III Article 5—are either commercial or rural banks. Commercial banks 



63 
 

are those “…banks that conduct business activities in a conventional manner 

and/or based on Islamic principles, which within its business activities offer 

services related to payment flows” (Indonesia Financial Services Authority, 2017, 

p. 14). In contrast rural banks provide no payment transaction services.  As 

shown in Table 3.1, from 2013 to Sept 2018, Indonesia’s commercial and rural 

banks showed a significant improvement in almost growth indicators, except 

for the number of banks and bank offices.  

Table 3.1 Indonesian banking industry, 2013–18 

 Indicators 2013 2014 2015 2016 2017 Sep 2018 

Total 
Assets 

Commercial 
Banks 

4,954,467  5,615,150  6,095,908  6,729,799  7,150,388  7,768,873 

Rural Banks  77,376   89,878   101,713   113,501   121,583   131,508  

 
No. of 
Banks 

Commercial 
Banks 

 120   119   118   116   115   115  

Rural Banks  1,635   1,643   1,636   1,633   1,622   1,598  

No. of 
Bank 
Offices 

Commercial 
Banks 

 31,847   32,739   32,949   32,730   32,535   31,738  

Rural Banks  4,678   4,895   5,982   6,075   6,157   6,242  

   Source: Otoritas Jasa Keuangan (2018a) 

Since 2013, the total assets of Indonesia’s commercial banks have steadily 

increased from IDR 4,954 trillion to IDR 7,768 trillion, an increase of about 

56.8%. Similarly, the total assets of rural banks in the same period increased 

from IDR 77.4 trillion to IDR 131.5 trillion or by about 67%. The largest bank in 

Indonesia is Bank Rakyat Indonesia (BRI) with assets of IDR 993 trillion in 2017, 

and one the four state-owned banks among the ten-largest banks in Indonesia, 

the others (asset value in brackets) being Bank Mandiri (IDR 940 trillion), Bank 

Negara Indonesia (BNI) (IDR 622.9 trillion), and Bank Tabungan Negara (BTN) 

(IDR 231.9 trillion), together accounting for 38% of the market. Compared with 

other developing countries, this is a relatively low level of concentration, with 

the suggestion that the Indonesian banking sector may be less profitable, not as 

diversified, and less able to be effectively monitored. The remaining top-ten 

banks are Bank Central Asia (BCA) (IDR 725.5 trillion), Bank CIMB-Niaga (IDR 

249.3 trillion), Panin Bank (IDR 156.6 trillion), Maybank (IDR 156.6 trillion), 

Permata Bank (IDR150.38 trillion), and Danamon Bank (IDR 148.59 trillion).  
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However, since 2013, the number of banks in Indonesia, both commercial and 

rural, has fallen slightly. In 2013, there were 120 commercial banks, and this fell 

by 4.16% to 115 banks in September 2018. At the same time, the number of rural 

banks decreased 2.26% from 1,635 to 1,598. Ultimately, both the BI and Otoritas 

Jasa Keuangan (OJK), the Indonesian financial services authority, forecast that 

over the next 10–15 years, the number of banks in Indonesia will decline to only 

about 60–70 banks (Ernst & Young, 2015). 

In recent years, the BI as Indonesia’s central bank has paid close attention to 

creating a robust structure for the banking sector to meet public demand and 

to support strong and sustainable economic growth. In 2004, BI launched a 

policy entitled Arsitektur Perbankan Indonesia (Indonesian Banking 

Architecture), which included several programs and initiatives aimed at 

enabling the banking sector to run more prudently, sound, and efficiently 

(Bank Indonesia, 2004a). Part of this included direct encouragement by the BI 

for banks to increase their capital either from the injection of new capital from 

existing shareholders or new investors, merger with other banks, or new share 

issuance (Bank Indonesia, 2004b). However, this is clearly a challenge when it 

comes to four of Indonesia’s largest banks being publicly owned. 

3.2.2. Islamic Banks 

Bank Indonesia issued the blueprint of Indonesian Shari’ah bank development 

in which from 2002-2011 the market share of Islamic bank was expected to 

achieve five percent (Bank Indonesia, 2002). However, until the end of 2011 the 

achievement of market share was only 3.2 % indicating weakness of consumer 

knowledge on Islamic bank’s services and low commitment of government (Sari 

et al., 2013). Survey found that Islamic financial literacy index in Indonesia is at 

8.1%. That is, of every 100 residents in Indonesia, only eight people are familiar 

with their services. In contrast, the financial literacy index for conventional 

banks is at 29.5% (Otoritas Jasa Keuangan, 2017b) suggesting consumer will 

likely use the conventional bank rather than Islamic. Another factor that limit 

the expansion of Islamic bank is less qualified human resources as the result, 
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many of Islamic banks fails to offer various banking products that further might 

discourage investors to enter the industry (Ismal, 2011). Despite of these 

unfavourable issues, Indonesia has massive potential growth in terms of halal 

industry development that may support Islamic banking sector. Muslim 

population of Indonesia comprised 12.7% of the global Muslim population and 

contributed for around 11% of the global halal industry, particularly foods, 

fashion, medicaments and cosmetics (Bank Indonesia, 2018).  

After remaining at about 4% of market share from 2013 to 2015, the penetration 

of Islamic banks finally reached 6% in September 2018 (Table 3.2). Based on the 

Undang-Undang Republik Indonesia Nomor 21 Tahun 2008 tentang Bank 

Shari’ah (Islamic Banking Act), Islamic banks in Indonesia take one of three 

possible forms: an Islamic commercial bank (ICB) (a fully flagged Islamic bank), 

an Islamic banking unit (IBU) (where a conventional bank opens an Islamic 

banking window), and an Islamic rural bank (IRB). The number of Islamic 

banking entities of all forms has changed slightly over the past five years, with 

ICBs increasing by two and IRBs by five, but IBUs decreasing by three. It is 

interesting to note, regional development bank (RDB), a type of commercial 

bank which is aimed to provide financing for regional development might bring 

significant change of Islamic banks’ constellation. There are 27 RDBs with total 

asset around IDR618 trillion (8.40%) of total asset of commercial bank (Otoritas 

Jasa Keuangan, 2018b). Two of these, Bank Aceh (IDR 18.7 trillion in 2015 owned 

by local governance in Aceh) and Bank Nusa Tenggara Barat (IDR 8.9 trillion in 

2017) were converted into Shari’ah bank. This conversion brought total asset of 

Islamic bank to nearly six percent after years under below five percent.   

The conversion of Bank Aceh initially approved by local province government 

of Aceh given that they enacted Qonun (the local regulation) Number 9, Year 

2014 concerning the establishment of Bank Aceh Syariah. This momentum 

marked a new top down policy whereby local government took different 

approach in encouraging the development of Islamic bank. The conversion of 

Bank Aceh has triggered other RDBs to likely follow suit such as Bank NTB 

(Nusa Tenggara Barat), Bank Nagari (West Sumatera) and Bank Riau (Riau 
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Kepri) (Kontan, 2017).  In 24 September 2018, Bank NTB gained full approval to 

operate as Bank NTB Syariah. The reasons behind conversion of conventional 

bank to Islamic bank may differ across banks from faith motive, profitability, 

and attract customers (Al Attiat, 2007; Mustafa, 2006; Shafii et al., 2016).  In the 

case of Bank Aceh Syariah, as suggested by the Qonun Number 5 Year 2016 is 

pure religious or faith motive. The similar reason also took place in the case of 

Bank NTB Syariah as the majority of NTB’s population is Muslim (Rahmatullah 

et al., 2018).     

The steady expansion of FinTech has had a major impact on the ways people do 

banking with it being responsible in decreasing the ICB and IBU branch 

networks from 2,588 offices in 2013 to 2,202 offices in 2018. In contrast, IRB 

increased slightly, from 446 offices in 2015 to 468 offices in 2018, possibly 

indicating that Islamic bank customers in rural areas of Indonesia have not 

responded as quickly to technological change as their urban counterparts. 

Table 3.2 Indonesian Islamic banking industry, 2013-18 

 Indicators 2013 2014 2015 2016 2017 Sep 2018 

Total 
Assets 

SCB+SBU  242,276 273,343 292,262 356,504 401,452 456,922 

 SRB 5,833 6,573 7,739 9,157 10,840 11,894 

No. of 
Banks 

SCB 11 12 12 13 13 14 
SBU 23 22 22 21 21 20 
SRB 163 163 163 166 167 168 

No. of 
Bank 
Offices 

SCB+SBU 2,588 2,843 2,301 2,201 2,169 2,202 

SRB 402 439 446 453 441 468 

Market share 
Shari’ah banking 
industry (%)  

4.93 4.89 4.84 5.34 5.67 5.93 

 Source: Otoritas Jasa Keuangan (2018a) 

The total assets of ICBs and IBUs increased 88.5% from IDR 242.3 trillion in 

2013 to 456.9 trillion in 2018, while those of IRBs doubled from IDR 5.8 trillion 

to 11.9 trillion. However, the Islamic banking sector in Indonesia remains highly 

concentrated, with the five-largest banks controlling more than 54% of total 

assets and a corresponding share of the growth in these assets. Three of these 

are government-owned (assets in brackets), being the Bank Syariah Mandiri 
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(IDR 87.94 trillion), Bank Negara Indonesia Syariah (IDR 61.69 trillion), and 

Bank Rakyat Indonesia Syariah (IDR 31.54 trillion). The remaining largest 

Islamic banks are Bank Muamalat Indonesia (IDR 61.69 trillion) and BTPN 

Syariah (IDR 9.15 trillion).  

According to the Roadmap of Indonesian Islamic Banking (RISB) 2015–2019, the 

purpose of the Islamic banking sector in Indonesia is to support national 

economic growth and ensure a sustainable and stable financial system, with 

sound performance and competitiveness. These goals are expected to achieve 

by targeting seven strategies: (1) creating synergy between regulators and other 

stakeholders; (2) improving the capital and scale of its banks; (3) enhancing the 

diversity of funding sources; (4) establishing quality products and services; (5) 

developing competent human resources and IT infrastructure; (6) developing 

Islamic literacy and a preference for its services; and (7) harmonising 

regulations and supervision (Indonesia Financial Services Authority, 2018). 

3.3. Regulation 

Banking regulation is an important practical consideration in macro-prudential 

policy, which along with monetary and fiscal policy, establish the basis for 

macroeconomic stabilization (Jeanne & Korinek, 2014). Previously, the 

regulation and supervision of the banking industry in Indonesia was exclusively 

the domain of BI. However, commencing in 31 December 2013, BI progressively 

transferred the micro-prudential regulation and supervision of the banks to 

OJK, with all macro-prudential tasks remaining with itself (Bank Indonesia, 

2013a). As a consequence, the BI focuses on the monetary system, with its main 

policy objective being the stability of the rupiah. For its part, OJK’s scope of 

responsibility includes licensing the establishment of banks and their business 

activities, providing relevant regulations, conducting bank supervision as well 

as imposing any sanctions on rule violations (Indonesia Financial Services 

Authority, 2017). To maximise and support these functions, BI and OJK form 

part of a collaborative platform known as the Joint Decree that covers five 

aspects of banking regulation, including (1) being collaborative in banking 
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regulation, (2) the enhancement of banking efficiency and effectiveness, (3) the 

avoidance of duplication, (4) complementing regulation of the broader 

financial sector, and (5) ensuring the smooth implementation of the task of OJK 

and BI (Indonesia Financial Services Authority, 2017). 

The banking industry in Indonesia is very highly regulated, with its operations 

principally governed by the Undang-Undang Nomor 10 Tahun 1998 tentang 

Perubahan Atas Undang-Undang Nomor 7 Tahun 1992 tentang Perbankan (Law 

No. 10 of 1998 on Amendment of Law No. 7 of 1992 on Banking). This firmly 

states that the Indonesian banking industry is a dual-banking system, 

comprising both Islamic (Islamic-compliant) and conventional banks. In 

practice, banking law is implemented through operational regulation. These 

regulations are products of the BI and/or OJK. From 2012 to 2017, both BI and 

OJK stipulated some regulations. In 2012, for instance, BI issued PBI Number 

14/18PBI/2012 concerning the capital adequacy requirements for commercial 

banks that stated the minimum capital requirement for commercial banks. This 

regulation was later renewed by OJK with POJK No. 11/POJK.03/2016. In this, 

the minimum bank capital is: (a) 8% of risk-weighted assets for a risk profile 

rating of 1; (b) 9% up to less than 10% for a risk profile rating of 2; (c) 10% up to 

less than 11% for a risk profile rating of 3; and (d) 11% up to less than 14% for a 

risk profile rating of 4 or 5. However, where the OJK considers a bank may face 

a significant shock and potential losses and thus requires more capital as a 

buffer, then the capital adequacy of the bank can be set greater than this 

minimum (Otoritas Jasa Keuangan, 2016b).  

This minimum bank capital also applies to Islamic banks, with the OJK issuing 

POJK No. 21/POJK.03/2014 on the capital adequacy requirements for 

commercial Islamic banking. Both the Islamic commercial banks and 

conventional banks are obliged to provide identical levels of capital as loss 

buffers. These are (1) a capital conservation buffer amounting to 2.5% of risk-

weighted assets; (2) a counter-cyclical buffer in the range of 0–2.5% of risk-

weighted assets; and (3) a capital surcharge particularly for Domestic 
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Systemically Important Bank (D-SIB) in the range of 1 to 2.5% of risk-weighted 

assets (Indonesia Financial Services Authority, 2018). 

In terms of other important components of Indonesian bank regulation, in 2012 

BI enacted regulation PBI No. 14/8/PBI/2012 concerning the share ownership of 

commercial banks, the main purpose being to provide the industry with 

purportedly greater resilience in dealing with the dynamics of regional and 

global economic development. The BI stated this would be through good 

corporate governance by limiting shareholdings in Indonesia’s banks: (1) other 

banks to hold a maximum 40% stake; (2) nonbank financial institutions (such 

as insurance companies and pension funds) to hold a maximum of 40%; (3) 

nonbank financial institutions such as special purpose vehicles, fund 

management companies, and hedge funds to have a maximum 30% of 

ownership; (4) nonfinancial institutions to have a maximum 30% of ownership; 

and (5) individual shareholders to hold a maximum of 25% for Islamic banks 

and 20% for conventional banks (Bank Indonesia, 2012b). These are much 

higher levels of maximum ownership than permitted in many comparable 

banking systems. 

However, under certain conditions, OJK may give banks permission to exceed 

even this 40% ownership limit. For instance, in 2015 South Korean Shinhan 

Bank acquired a 98% share of Bank Metro Express and a 75% share of Bank 

CNB and subsequently merged these into Shinhan Bank Indonesia. In this case, 

Shinhan was considered to have meet a composite risk rating of 1 or 2 and met 

the capital adequacy ratio as required (Ernst & Young, 2015). Where investors 

wish to establish a new commercial bank, they have to provide paid-up capital 

of no less than IDR 3 trillion for a conventional bank and IDR 1 trillion for an 

Islamic bank. However, banks can only be established by Indonesian citizens 

and/or Indonesian legal entities either alone or in partnership with foreign 

individuals and/or legal entities. The funds used for ownership are not 

permitted to be from the loans or financing facilities of a bank and other parties 

in Indonesia or from any kind of money laundering (Indonesia Financial 

Services Authority, 2017). 
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Under BI Regulation No. 14/24/PBI/2012 each party can hold full ownership or 

be a controlling shareholder in only one commercial bank at a time. A 

controlling shareholder is defined as owning 25% or more of total shares or less 

than 25% but having effectively direct or indirect control of the bank. There is 

an exemption to this regulation for those (1) having control of two banks where 

one is a conventional bank and the other is a Islamic bank, and (2) controlling 

two banks where one is a conventional bank and the other is a joint venture 

bank (Bank Indonesia, 2012a). Besides ownership, OJK has issued POJK No. 

6/POJK.03/2016 on permitted banking activities and network areas based on 

core capital. OJK classifies banks based on their BUKU (Bank Umum 

berdasarkan Kegiatan Usaha) or commercial bank category based on business 

activities: (1) BUKU 1 with core capital between IDR 100 billion and IDR 1 

trillion; BUKU 2 from IDR 1 trillion to IDR 5 trillion; BUKU 3 from IDR 5 trillion 

to IDR 30 trillion; and BUKU 4 with core capital more than IDR30 trillion 

(Otoritas Jasa Keuangan, 2016a). Depending on the BUKU, banks in Indonesia 

will have different allowed activities, as in Table 3.3, and it is clear that none 

but the very largest banks in Indonesia are permitted to engage in the full range 

of banking activities. 

Table 3.3 Permitted banking activities by BUKU 

Activity Type Activity 1 2 3 4 

Funding 
Time deposits, saving accounts, certificate 
deposits, borrowings and/or debt issuance 

    

Asset securitization     

Lending 

Loans, factoring, purchase of government 
bonds, placement in NU and/or placement 
in Other banks 

    

Purchase of corporate shares and bonds, and 
acting as lead arranger for syndicate loans 

    

Trade finance 
Domestic letter of credit     
Letter of credit and other trade financing 
activities 

    

Treasury activities 
Simple and/or complex derivative 
transactions (i.e. structured products and 
credit derivatives) 

    

Foreign currency Foreign currency dealer     

Selling agent and 
working agreement 
with other parties  

Foreign currency      

Sales agent for mutual funds, government 
bonds and government Shari’ah bonds, 
custodian, trustee, trust and/or banc 
assurance with distribution business model 
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Payment system and 
electronic banking  

Fund transfer, clearing, settlement, ATM, 
debit card and e-money 

    

Credit card issuance and internet banking     

Maximum equity 
participation in 
financial institutions 

As % of core and supplementary capital – 15 25 35 

Location for equity 
participation in 
financial institutions 

Located within Indonesia     

Located within Asia     
Located worldwide     

Permitted location 
for office network 
expansion 

Within Indonesia     

Within Asia     
Worldwide     

Minimum loan to 
productive sector 
requirement 

Minimum loan amount (as % of total loans) 55 60 65 70 

Source: Ernst & Young (2015) 

As part of its efforts to strengthen the banking industry, the BI/OJK actively 

encourages the banking industry to merge or consolidate according to their 

BUKU. In particular, banks grouped as BUKU 1 or BUKU 2 are encouraged to 

either merge or substantially increase their capital. According to OJK Chief 

Commissioner, Wimboh Santoso, some 62 banks with core capital less than 

IDR 5 trillion were encouraged to pursue these capital restructurings in light of 

fierce competition (Yudistira, 2017). In the case of Islamic banks, as of 

September 2018, none was under BUKU 4 and only one classified as BUKU 3. Of 

the remaining Islamic banks, 4 were under BUKU 1 and 8 banks under BUKU 2 

(Otoritas Jasa Keuangan, 2018c). This suggests the significant prospect of 

consolidation within the Indonesian Islamic banking sector in the near future, 

particularly as continuing operations as usual may hamper the further 

expansion of Islamic banking in opening branches, enhancing IT and 

developing customer services. In this regard, the OJK has consistently 

encouraged the Islamic banks to raise their capital so as to be at least grouped 

in BUKU 2 (Otoritas Jasa Keuangan, 2015a). 

In term of networking, OJK stipulates Circular Letter No. 6/SEOJK.03/2015 in 

relation to OJK Regulation No. 19/POJK.03/2014 on branchless financial 

services. With this policy, banks may conduct financial transactions without 

any office branches, but can cooperate with other parties through the use of 

information technology. In Indonesia, branchless bank products typically 



72 
 

include basic saving accounts, microcredit, micro insurance, and other services 

officially approved by OJK (Ernst & Young, 2015). 

Other than conventional banks, the Islamic banking industry in Indonesia has 

attracted significant investor interest, both domestic and international. While 

the Bank Muamalat Indonesia, Indonesia’s first Islamic bank, was established in 

1991, it was not until Law No. 21 of 2008 on Islamic Banking that specific 

legislation for these banks was enacted. This evidences that Indonesia lags 

similar developments in neighbouring Malaysia in this respect by about 25 

years. In 2016, OJK issued POJK No. 64/POJK.03/2016 concerning the possibility 

of the change of a conventional bank into an Islamic bank. However, this also 

stipulated that while a conventional bank in Indonesia could convert into an 

Islamic bank, the reverse was not permitted (Otoritas Jasa Keuangan, 2016c). 

This suggests the strict separation of the conventional and Islamic banking 

systems in Indonesia, and a strong policy intent to expand Islamic banking.  

Furthermore, the OJK may also assist the merger, consolidation, and 

acquisition of a conventional and Islamic bank where the resulting entity 

becomes a fully flagged Islamic bank or a conventional bank with branch offices 

based on Islamic principles (Indonesia Financial Services Authority, 2018). This 

policy also applies when conventional rural banks wish to merge with a rural 

Islamic bank resulting a new and larger rural Islamic bank. In relation to the 

accounting standard for Islamic banks, BI issued Pedoman Akuntansi 

Perbankan Syariah Indonesia (PAPSI) 2013 (or Islamic banking accounting 

guidelines) (Bank Indonesia, 2013b). One of the more important points in 

PAPSI 2013 is a report on social activities concerning the collection and 

distribution of zakat (alms-giving) and funds for qardh al-hasan (benevolence 

loans).  This stipulates that zakat can be collected either from internal or 

external sources (including existing bank customers or depositors at their 

request or non-customers willing to pay zakat via the bank).  For their part, the 

sources of qardh al-hasan include penalties and non-halal revenue streams.       
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3.4. Supervision 

For a sound and sustainable banking industry, existing regulations are 

combined with ongoing supervision. In terms of supervising banks, OJK has the 

right to control both on-site and off-site supervision. The first of these relates 

to the authority of the OJK to conduct both the general examination and 

specific examination of banks. The focus of this supervision is to obtain an 

overall financial picture of the bank and assess the compliance level of the bank 

pertaining to certain regulations as well as to monitoring the possibility of 

fraud and other unsound activities that may jeopardise the sustainability of the 

bank. In contrast, the latter entails supervision based on secondary data such as 

reports submitted by the banks (Otoritas Jasa Keuangan, 2017a). 

In conducting its supervision of Indonesia’s banks, the OJK follows two main 

approaches. First, the OJK employs compliance-based supervision aimed at 

compliance with certain regulations. Second, the OJK uses risk-based 

supervision concerned with identifying early symptoms of banking trouble and 

actions to tackle and manage any risk. Key risks identified by the OJK include: 

(1) credit risk; (2) market risk; (3) liquidity risk; (4) operational risk; (5) legal 

risk; (6) reputational risk; (7) strategic risk; (8) compliance risk; (9) rate of 

return risk; (10) equity investment risk; and (11) intra-group transaction risk 

(Indonesia Financial Services Authority, 2017). 

In the second quarter of 2017, the OJK conducted general inspection of 1,007 

banks (56 commercial banks and 948 rural banks). The OJK also conducted 

special inspections on specific aspects including paid-up capital, fraud, IT, and 

corporate governance (Otoritas Jasa Keuangan, 2017a). During the quarter, OJK 

identified 11 Penyimpangan Ketentuan Perbankan (deviations from banking 

terms), of which three were slated for further investigation. 

To specify manage the soundness of Islamic banks, in 2014 the OJK issued POJK 

No. 8/POJK.03/2014 Risk-Based Rating for Islamic Commercial Banks and 

Islamic Business Units. Under this, the ICBs and IBUs are individually obliged 

to conduct self-assessment, including aspects relating to their risk profiles, 
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good corporate governance, earnings, and capital. Meanwhile, the OJK also 

assesses individual half-yearly bank ratings (June and December) based on 

regular audits, reports submitted by the banks and other relevant information. 

Where there is a significant difference between each bank’s own self-

assessment and the OJK’s assessment, the OJK will conduct a valuational 

meeting with the bank.  

The OJK also intensively conducts supervision to prevent both conventional 

and Islamic banks entering and worsening any financial crisis. Based on POJK 

No. 15/POJK.03/2017 concerning the determination of the status and follow-up 

of the supervision of a commercial bank, a bank (both conventional and 

Islamic) will operate under either: (1) normal supervision, (2) intensive 

supervision, and (3) special supervision. For instance, a bank under intensive as 

against normal supervision will have a minimum capital adequacy requirement 

of more or equal to 8%, but a ratio of core (Tier 1) capital less than that 

proposed by the OJK. If the minimum capital adequacy ratio then also falls 

below the required level (8%), the OJK would place it under special supervision.    

3.5. Performance  

As shown in Table 3.4, the total assets of Indonesia’s commercial banks grew 

8.91% in 2018, slightly slower than the previous year (9.89%). For the most part, 

this slowing was the result of slowing third party funds (TPF) and capital 

growth (Otoritas Jasa Keuangan, 2018b). Once again, by the results of just a few 

banks dominate these statistics, with the top-4 banks accounting for 48.47% of 

assets and the next largest 15 banks only a further 31% of assets. As with the 

conventional banks, Islamic commercial bank assets also grew, but much more 

strongly, by a faster 14.54% in 2018 but slower than the 23.5% growth of the 

previous year.  
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Table 3.4 Performance of Indonesian commercial banks, 2017–18 

  Commercial Banks   Shari’ah Banks (SCB+SBU) 

Indicators Jun-17 Jun-18 Δ (%) Jun-17 Jun-18 Δ (%) 

Total assets 6,754,376 7,356,221 8.91 378,198 433,203 14.54 

Credit 4,305,803 4,784,436 11.12 265,317 295,021 11.20 

TPF 4,821,228 5,157,744 6.98 302,013 341,216 12.98 

CAR (%) 22.74 21.91 -0.83 14.72 20.59 5.87 

ROA (%) 2.47 2.55 0.08 0.73 1.37 0.64 

NIM/NOM (%) 5.35 5.11 -0.24 0.78 1.57 0.79 

BOPO (%) 79.00 79.46 0.46 95.61 88.75 -6.86 

NPL/NPF Gross (%) 2.90 2.63 -0.27 5.68 3.83 -1.85 

NPL/NPF NET (%) 1.35 1.19 -0.16 1.61 1.43 -1.85 

LDR/LFR (%) 89 93 3.45 89.32 78.68 -10.64 

    Source: Otoritas Jasa Keuangan (2018b) 

Total credit in conventional banks gradually expanded 11.12 % from IDR 4,305 

trillion in June 2017 to IDR 4,784 trillion in June 2018. In contrast, in Islamic 

Banks, credit growth increased 11.20% from IDR 265.3 trillion in 2017 to IDR 

341.2 trillion in 2018. Financing by Islamic banks was mostly for consumption 

(42.34%), followed by working capital (34.60%) and investment (23.06%). 

Traditionally, the three largest customers for bank credit in Indonesia are 

households (23%), wholesale and retail trade (18.82%), and the processing 

industry (17.47%). However, more recently, the demand for bank credit has 

been growing strongly in the construction (21.54%), financial (18.10%), and 

electricity, gas, and water (14.34%) industries. Part of the explanation for the 

growth in the construction sector is the Indonesian government directing more 

than IDR 404 trillion to infrastructure projects in 2018 alone (The Jakarta Post, 

2017). Meanwhile, small/medium/microenterprises in Indonesia account for 

about 18.5% of total credit and this exceeds the 15% minimum target stipulated 
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by regulation (No. 14/22/PBI/2012) to be disbursed to small business (Otoritas 

Jasa Keuangan, 2017a).  

Dana Pihak Ketiga or third-party funds (TPF) also play a significant role in bank 

financing, with TPF contributing some 87.11% of bank funding (Otoritas Jasa 

Keuangan, 2018b). Total TPF in conventional banks increased 6.98% from IDR 

4,821 trillion in 2017 to IDR 5,157 trillion in 2018, while Islamic banks more than 

doubled this rate, increasing by 14.54% from IDR 378.19 trillion to IDR 433.2 

trillion over the same period. Based on the place of its collection, just five 

provinces account for 77.16% of TPF, being DKI Jakarta (49.54%), East Java 

(9.65%), West Java (8.47%), central Java (5.22%), and North Sumatera (4.27%).    

As shown in Table 3.4, a sign of improving bank performance in Indonesia is 

the decline in nonperforming loans/financing (NPL/NPF) in both conventional 

and Islamic banks. Net NPL/NPF for conventional banks in June 2018 was 1.19%, 

improving by four basis points from 1.35% in June 2017, while in Islamic banks it 

was 1.43%, an improvement of 18 basis points from the 1.61% in June 2017, all 

below the 5% maximum permitted threshold. The profitability of the 

Indonesian banking industry has also continued to improve according to the 

return on assets (ROA), which was up by 8 and 27 basis point in June 2018 for 

conventional and Islamic banks, respectively. In the case of Islamic banks, this 

significant improvement led to a substantial (40.35%) increase in net income 

from IDR 2.848 trillion in June 2017 to IDR 3.997 trillion in June 2018, as shown 

in Figure 3.1. 
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in Figure 3.3, albeit on the most populous island of Java, with concern that this 

may hamper the growth of business growth in other parts of the country, 

particularly in the east. Accordingly, the Indonesian government has been 

undertaking some measures to encourage banks to engage more with business 

in the regions of Sulawesi, Maluku, Papua, Nusa Tenggara Barat, and Nusa 

Tenggara Timur in line with a broader economic objective of stimulating new 

growth in these hitherto less-developed centres. The policy to allow banks to 

access new customers beyond their branch networks (branchless banking) as 

stipulated through OJK Regulation No. 19/POJK.03/2014 is a significant policy 

in this regard.  

Figure 3.3 Regional distribution of Indonesian bank loans, 2016 

 

                    Source: Otoritas Jasa Keuangan (2017b) 

One particular challenge to the spread of branchless banking is Indonesia’s 

fragmented system of telecommunications (Stapleton, 2013). It is thought that 

currently about 23% of banking business in Indonesia is through Fintech 

(PricewaterhouseCoopers, 2017). However, branchless banking entails some risk 

in this development context, but the success of mobile money in Kenya, for 
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instance, provides a good guideline for the incremental but proportional and 

not overly heavy regulation (World Bank, 2010). 

3.6.2. On Performance 

In general, the overall performance of the Indonesian banking sector has 

continued to improve in recent years. As shown in Table 3.5, the ROA on assets 

in commercial banks has tended to improve, with fewer banks with lower levels 

of ROA. The number of banks with high levels of NPL has also decreased 

substantially. Alongside this the amount of capital held by Indonesia’s 

commercial banks has increased markedly, suggesting an overall much safer 

and more stable sector, and one less exposed to severe shocks.  

Table 3.5 Commercial banks performance 

 Source: Bank Indonesia (2011) 

For the most part, Indonesian banks have continued to perform an important 

role in financing small business and now exceed the 15% mandatory allocation 

for banking credit. While this is nearly double the credit allocation to small 

business in the nearby Philippines (Asian Development Bank, 2009), whether it 

is adequate in the context of some 56 million small business in Indonesia and 

their 90% share of business entities (Bhasin & Venkataramany, 2010; 

Tambunan, 2011). It is worth considering whether the Indonesian banking 

sector along can meet the financing requirements of its expansive small 

business sector without the risk of increased nonperforming loans or whether 

its mandated level of financing is sufficient. In terms of a comparison, India 

 Band 2003 2004 2005 2006 2007 2008 2009 2010 

CAR <12% 20 18 12 13 14 11 12 7 

 ≥12% 118 116 119 117 116 113 109 104 

NPL <5% 101 104 100 100 108 105 107 96 

 ≥5% 37 30 31 30 22 19 14 15 

ROA <1.5% 51 27 41 47 46 41 42 34 

 ≥1.5% 87 107 90 83 84 83 79 77 

LDR <50% 46 24 25 29 20 9 11 5 

 ≥50% 92 110 106 101 110 115 110 106 
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provides a 40% financing allocation of the total net credit to priority sectors 

including the financing of small-and-medium-sized business (Asian 

Development Bank, 2009). As an alternative, the Indonesian government could 

attempt to replicate Singapore’s policy of providing microloans of up to 50,000 

SGD to companies with fewer than 10 employees to finance daily business 

operations and enacting an enterprise investment incentive scheme that 

provides tax breaks of up to 3 SGD million for those businesses with losses 

(Asian Development Bank, 2009). 

In relation to akad (contracts), the most popular product of Indonesian Islamic 

banking is murabahah (debt-like contracts) rather than mudharabah 

(partnership contracts) or musyarakah (joint ventures). This is important, as 

the last two contracts are possibly a better representation of a true profit–loss 

sharing (PLS) contract. In some countries with Islamic banking systems, 

murabahah financing provides up to 90% of total financing (Aggarwal & Yousef, 

2000; Hamid Hasan et al., 2018; Vogel & Hayes, 1998). In the case of Indonesia, 

the share of murabahah contracts while the largest (53.23%), followed by 

musyarakah (34.87%) and mudharabah (5.87%), is relatively less. In other 

words, rather than consumption financing, Islamic banks are increasingly 

moving towards real economic formation by providing working capital and 

investment (Figure 3.4).     

Figure 3.4 Contracts and distribution of financing of ICBs, 2017–18 

 

              Source: Otoritas Jasa Keuangan (2018d) 
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In terms of the performance of Indonesia’s Islamic banks, these are much faster 

growing, but less efficient and profitable than are their conventional 

counterparts. However, in other respects, including the general types of 

product, business orientation, and stability, there is almost no difference 

between conventional and Islamic banks. Elsewhere the evidence suggests that 

conventional banks are more efficient but less stable (Beck et al., 2013) while 

Islamic banks are better at liquidity management (Ika & Abdullah, 2011) and 

more readily access equity finance (Siraj & Pillai, 2012) than conventional banks.  

Although Islamic commercial banks and Islamic banking units in Indonesia are 

currently less efficient than comparable conventional banks, most of their 

performance indicators have consistently improved. For example, their CARs 

increased by 35% from 15.74 in 2014 to 21.25% in 2018; their ROAs increased 

244% from 0.41 in 2014 to 1.41% in Sept 2018; and net NPF was 2.35% in 2018, 

well under the maximum permitted threshold of 5%. Their operating efficiency 

has also improved, with BOPO (operating expenses to operating revenues) 

falling from 96.97% in 2014 to 88.08% in 2018. Within Islamic banking, the IRBs 

outperformed both the ICBs and the IBUs, except for NPLs (Table 3.6).  

Table 3.6 Performance of Indonesian Islamic Banks, 2017–18 

Ratio 
(%) ICB and IBU Islamic Rural Banks 

 2014 2015 2016 2017 Sep'18 2014 2015 2016 2017 Sep'18 

CAR 15.74 15.02 16.63 17.91 21.25 22.77 21.47 21.73 20.81 19.78 

ROA 0.41 0.49 0.63 0.63 1.41 2.26 2.2 2.27 2.55 2.3 

NPF Net 3.38 3.19 2.17 3.05 2.35 7.89 8.2 8.63 9.68 11.6 

FDR 86.66 88.03 85.99 79.61 78.95 124.24 120.06 114.4 111.12 112.15 

BOPO 96.97 97.01 96.22 94.91 88.08 87.79 88.09 87.09 85.34 86.18 

 Source: Otoritas Jasa Keuangan (2018c) 

The improvement of financial performance of Islamic bank is clearly shown 

when conventional and Islamic banks under similar classification are 

contrasted. For instance, bank from the group of BUKU 2. There are seven out 

of 13 Islamic banks under this category. Both of conventional and Islamic banks’ 

CAR look impressive, above minimum 8%. However, while conventional banks’ 
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CAR steady improved at 11.54%, Islamic banks’ CAR significantly increased at 

54.28% (Table 3.7). ROA of conventional banks again is far better than Islamic 

bank, but tended to decrease at 4.32%, while Islamic banks’ ROA is far behind, 

but getting better over time and even in the September 2018 exceeded 

conventional bank with improvement 237.5%. Islamic banks gradually reduced 

the cost and hence they were more efficient as BOPO is sliced down to 11% from 

96% in 2015 to 85.4% in 2018, while conventional banks looked stable at around 

85%.   

Table 3.7 Comparison conventional Vs Shari’ah bank’s performance (BUKU 2) 

  
Indicators 

Commercial conventional 
banks 

  
 Δ 
(%) 

Islamic commercial bank 
  
 Δ (%) 2015 2016 2017 2018 2015 2016 2017 2018 

CAR (%) 23.05 23.72 26.47 25.71 11.54 14.96 17.78 18.68 23.08 54.28 

ROA (%) 1.62 1.66 1.57 1.55 -4.32 0.48 1.08 0.94 1.62 237.50 

BOPO 
(%) 

85.48 85.38 86.33 85.92 0.51 96.03 91.58 92.21 85.41 
-11.06 

LDR (%) 97.81 98.04 91.22 90.91 -7.05 90.55 89.21 80.18 77.88 -13.99 

Sources: Otoritas Jasa Keuangan (2018c) 

Clearly, Islamic banking accounts for a small share of the Indonesian market. 

As an infant industry slated for further development by the Indonesian 

government, there is the possibility of tax incentives to encourage. For instance, 

Malaysia offered an attractive 10-year tax holiday for investors establishing new 

Islamic banks (Bank Negara Malaysia, 2006; Deloitte, 2016). However, as the 

efficiency of Indonesia’s Islamic banks is relatively poor, efforts also need to 

improve its efficiency, especially in terms of scale. Potential options include a 

program of aggregation aimed at Islamic (and also rural) banks and the possible 

conversion at least one of the largest state-owned banks into an Islamic bank. 

In relation to this, the Indonesian government could also pursue a program of 

privatisation aimed at increasing the share of publicly listed banks among 

Indonesia’s largest banks.  
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3.6.3. On Regulation and Supervision  

Bank regulation and supervision became a globally important topic, especially 

in light of the aftermath of the global financial crisis, given the apparent 

weakness of existing banking regulation and supervision (Dam, 2009; Lau, 2010; 

Levine, 2010). Indonesia was not immune to these developments. Following the 

crisis, both the BI and OJK undertook several improvements through 

implementing Basel II and III. Since December 2012, Basel II has been fully 

implemented in Indonesia through three pillars: (1) a new minimum capital 

requirement (PBI No. 10/15/PBI/2008 and PBI No. 15/12/PBI/2013); (2) a refined 

supervisory review process (PBI No. 14/18/PBI/2012, SE No. 14/37/DPNP, and 

PBI No. 15/12/PBI/2013); and (3) enhanced market discipline (PBI No. 

14/14/PBI/2012 and SE No. 14/35/DPNP). Subsequently, Basel III proceed 

through three new instruments: (1) an enhanced capital framework (PBI No. 

15/12/PBI/2013), one of the more important points being that banks must have 

core capital no less than 6% of risk-weighted asset including main core capital 

of no less than 4.5%; (2) a more sophisticated liquidity framework (POJK No. 

42/POJK.03/2015); and (3) a refined leverage framework to cope with excessive 

leverage (Indonesia Financial Services Authority, 2017). 

Figure 3.5 illustrates that financial system stability and bank systemic risk have 

both benefited from these measures. Financial system stability has remained 

low since the global financial crisis, and is now lower than before 2007–08, and 

it continues to slowly trend downwards. Bank systemic stability is also within 

an acceptable level. However, problems remain with Indonesian banking, 

particularly the limitations on ownership (PBI Number 14/8/PBI/2012) and sole 

ownership (PBI bank Number 14/24/PBI/2012). Unlike other developing 

countries, including China, Indonesia continues to maintain close domestic 

ownership of its bank and makes it very difficult for foreign banks to enter the 

market and for foreign investors to take ownership shares. 
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Figure 3.5 Indonesian banking (a) Financial System Stability Index (FSSI) and 

(b) Banking Systemic Risk Index 

 

Source: Bank Indonesia (2017) 

The dominance of the state-owned banks is also a problem as these are much 

less efficient than even the other domestic commercial banks. Conventionally, 

reform in this area would follow the line of easing access to the domestic 

market for foreign banks, which also potentially improve the efficiency and 

competitiveness of all banks, and privatisation of at least some of the very large 

state-owned banks (and possible conversion to the fast-growing Islamic 

banking system).  

To date, the existing regulation and supervision seems to be putting Indonesian 

banking on track. However, one concern that has been raised is the 

effectiveness of the monitoring role of the current authorities, and their close 

links with the Indonesian government. This suggests reform of the regulation 

governing these agencies and the possible role of private monitoring and the 

conduct of supervisory activities, including the supply of comprehensive, 
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accurate, and consolidated documents to obtain certified audits and/or ratings 

from reputable rating agencies. 

3.7. The Next Stage of Islamic Banking 

To date, the financial performance of Islamic banks in Indonesia appears to less 

impressive than that of the country’s conventional banks. There is also a 

question about whether the Indonesian Islamic banking industry is meeting its 

declared social goals, especially in terms of the financially isolated, poor and 

needy (Asutay & Harningtyas, 2015; Hamidi et al., 2018; Mohd Nor et al., 2016). 

This leads to a critical question of whether Islamic banks could better 

conventional banks both financially and socially. In fact, this kind of Islamic 

bank already exists in Indonesia, with the Bank Tabungan Pembangunan 

Nasional (BTPN) Syariah being the best-known example.  

Compared to other Islamic banks, BTPN Syariah is a relative newcomer, only 

commencing in 2010 and thereby becoming the twelfth Islamic commercial 

bank registered in Indonesia. The most peculiar aspect of this bank is that of its 

5 million financing customers, all are women, with a total disbursement fund 

approaching more than IDR 40.2 trillion. They contributed 20% to the banks’ 

third-party fund (TPF), while the remaining of TPF is collected from high 

income families. Most of these are from underprivileged families usually 

considered ‘unbankable’, and currently supported by 25 branches, 41 

operational offices, and 12,000 staff that actively take part in serving its 3.2 

million active member customers (BTPN Syariah, 2018). Financially, this bank, 

seemingly despite its strong social commitment, appears to be flourishing. 

While smaller than most other Islamic banks in Indonesia, its net profit is 

almost double that of the largest (Table 3.8). Most of its financial ratios are also 

remarkable, with its CAR (28.9%), ROA (9%), and ROE (31.7%) also being the 

highest, even when compared to the three largest conventional banks. 
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Table 3.8 BTPN Syariah among other Islamic banks and conventional banks, 

2017–18 

Bank Asset TPF CAR FDR ROA ROE NPL Net 

Net 

Income 

BSM 87,940 77,903 15.89 77.66 0.59 5.72 2.71 365 

BMI 61,697 48,687 13.62 84.8 0.11 0.87 2.75 26 

BNIS 34,822 29,379 20.14 80.21 1.31 11.42 1.50 307 

BRIS 31,543 26,373 20 72 0.51 4.10 4.72 101 

BTPN 

Syariah 9,156 6,545 28.9 92.5 9.00 31.70 0.10 670.18 

BCA 750,320 581,115 23.1 90 3.9 19.2 0.4 23,310 

BRI 1,126,248 841,656 22.96 88.13 3.69 20.03 0.88 29,044 

Bank 

Mandiri 1,124,700 729,77,529 21.64 89.25 2.72 14.53 1.06 21,443 

Sources: Multiple Annual Bank Reports 2018 

Socially, the BTPN Syariah has also succeeded in not only improve the welfare 

of its customers. Among several positive impacts has been a decrease in the 

percentage of customers’ children dropping out of school, down from 17.4% in 

the first financing cycle (PPI) to 12.5% in the third financing cycle. Elsewhere, 

and over the same period, customers without proper toilet facilities decreased 

from 17.4% to 11.1%, while those using firewood for home cooking fell from 

10.9% to 6%. This well suggests a suitable model for Islamic social banking, 

within both Indonesia and elsewhere with banking systems including Islamic 

banks.  

In the case of Islamic banking unit (Unit Usaha Syariah/UUS), there is potential 

issue regarding of readiness to spin-off from its holding. In accelerating the 

growth of Islamic banking, regulator has enacted the Act Number 21 Year 2008 

about Islamic bank. This Act has been subjected to considerable criticism 

particularly on UUS separation from its holding if they have reached the 50% of 

the parent’s asset or 15 years after this Act has been ratified. Al Arif (2015) 

investigated 11 banks (5 UUS, 4 spin-off banks, 2 Islamic full flag banks 

subsidiary of conventional banks) and found none of them can exceed the 50% 
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threshold of its parent’s asset in 2023 (after 15 years the Act issued). Another 

concern is regarding the asset of UUS owned by regional development bank 

(RDB). Most of them are relatively holding small asset, the largest goes to UUS 

DKI (IDR3.4 trillion) and the smallest is UUS BPD Jambi (IDR191 billion). In 

other words, if the Act will be applied, there will be many of UUS owned by 

RDB fail to meet requirement (Haribowo, 2017). Furthermore, the spin-off 

policy in 2008 seems to result inverse outcome given the unstable performance 

of Islamic banking industry as indicating by dropping profitability and raising 

non-performing loan.   

While facing fierce competition with conventional bank, Islamic bank at the 

same time is challenged by the fintech industry. The latter offers a new 

landscape of financial services including cross border peer-to-peer (P2P) 

payment, micro-landing, and robo-investment platform in which the majority 

of the process involves algorithm and less human resource intervention 

(Drummer et al., 2016). In this regard, Fintech might step ahead than Islamic 

and conventional bank as they focus on innovation and customer satisfaction, 

while reduce their overhead at minimum level that further cutting considerable 

fee charged to customers. In this regard, Islamic bank can apply fintech-based 

solution with consistently adhering Sharia-compliant, but with cheaper and 

more competitive fee (Todorof, 2018).   

3.8. Conclusion 

Since 1997 and 2007–08 financial crises, the Indonesian banking sector has 

gradually improved. Prudential microfinance is now firmly in the domain of the 

OJK, and the BI focuses on macro-prudential and monetary task. Many reforms 

have implemented through the Basel II and III accords. However, some issues 

need to be addressed. First, Indonesia has relatively many banks, particularly 

rural banks, and many of these are relatively small, and under Indonesian 

legislation not permitted to engage in the fullest range of bank activities. This 

reinforces efforts by the regulators to reduce the number of banks through 

merger and to grow existing banks through capital raisings. However, the 
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banking sector is dominated by publicly owned banks and there are significant 

restrictions on the ownership and cross-ownership of banks by both foreign 

and domestic investors. This requires reform.  

Second, the performance of Indonesian banking is promising. However, while 

banks for are slated for an important role in development and growth, 

including through mandated lending levels to small business, Indonesia has a 

much lower share of bank credit to GDP than most comparable economies in 

south-east Asia. Policies may be needed to encourage the growth of banking, to 

free up lending to the small business sector, and to encourage banks to expand 

their markets in Indonesia at least through FinTech and regional 

diversification. 

Third, concerning Islamic banking, while the market share remains very small, 

it is the expectation of the Indonesian government that this sector will continue 

to grow and better compete with conventional banks. However, the 

performance of Indonesia’s Islamic banks generally continues to lag that of its 

commercial banks. Apart from reforms aimed at Islamic banking, one 

possibility is the conversion of at least one of the existing publicly owned 

commercial banks into an Islamic bank, as permitted under existing 

regulations.  

Fourth, the banking regulator in the future may consider a model of socially 

responsible Islamic banking as demonstrated by BTPN Shari’ah. By achieving 

both financial and social performance and sustainability, this bank could be a 

model for the future development of Islamic banking, both domestically and 

internationally. Finally, the Indonesian government needs to review the 

efficiency of its regulatory and supervisory regime, particularly in light of the 

quantum of changes made since the global financial crisis and the 

implementation of Basel II and III, and its capacity to supervise such a large and 

diverse banking sector, including a significant and growing Islamic banking 

sector. 

Fifth, spin-off policy might not be applied as almost none of the banks are able 

to exceed the 50% of the holding assets in 2023. Besides, most of UUS’s assets of 
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RDB are relatively small hence they fail meet the requirements. Islamic banking 

is also encouraged to develop fintech-based solution with consistently adhering 

Shari’ah-compliant to be better compete with fintech industry.  
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Abstract 

This paper discusses Islamic social banking (ISB). We first critically examine 
current practice in Islamic banking (IB) and any deviations from core Islamic 
principles. These can lead to the apparent social failure of IB given that it will 
then fail to improve on the economic development of ordinary people. We draw 
comparison with the generally positive contribution of social banking (SB) to 
be inserted in IB as a means to create a synthesis in the form of ISB. 
Theoretically, we find IB and SB share similar 3P principles (Profit, Planet, 
People) in their operations. We extend these principles to another P (for 
Prophet) to cover the thoughts and guidance of Islam as ethical guidance for 
ISB to develop framework based on 4P. We suggest an approach to evaluate the 
social outcomes of ISB and some good SB practices to be considered. 

 

 

4.1. Introduction 

Islamic banking (IB) has developed globally and rapidly over the last three 

decades, despite significant economic and political uncertainty worldwide, 
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especially in regions where it has been historically concentrated, like the 

Middle East and North Africa. While affected adversely by the global financial 

crisis, IB has been arguably more resilient than are its conventional 

counterparts to financial shocks (Hasan & Dridi, 2011; Kasim & Majid, 2010). 

Furthermore, IB has been apparently better able to control costs, and is thus 

considered more efficient than conventional banking (Rahman & Rosman, 

2013), while there are suggestions IB offers more effective intermediation and 

displays better asset quality (Beck et al., 2013). 

However, despite its strong growth and several attractive features in product 

and service delivery, some argue that Islamic banks have failed in delivering 

tangible social outcomes (Asutay, 2007, 2012; Mohd Nor, 2016; Mohd Nor et al., 

2016; Sairally, 2007), suggesting its reinvention through adopting social banking 

(SB) practices as a means to enhance its oft-desired but seldom delivered social 

ends. Otherwise, IB is likely to mimic the practices of conventional banks, with 

profit as its primary priority, and neglecting the social dimension.   

This paper discusses the principals and practice of both IB and SB as a means of 

examining the possibility of incorporating selected elements into a new form of 

banking known as Islamic social banking (ISB). For this reason, the paper 

proposes quadruple bottom-line principles as a solid basis for ISB and develops 

approaches to its measurement and evaluation in any future establishment. 

Because of space limitations, there is no detailed discussion of the potential 

products and services within this ISB framework.  

The structure of the remainder of the paper is as follows. The literature review 

in the following section will be divided into two parts: examining the basic 

concepts and principles of IB and a critique regarding its apparent social failure; 

followed by assessing SB, including its definition and principles, historical 

background, and performance. Section 4.3 formulates the methodology. Section 

4.4 discuses an ISB initiative, introducing its quadruple bottom-line principles 

and possible means of simulation. Section 4.5 provides some concluding 

remarks. 
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4.2. Literature Review 

4.2.1. Islamic Banking 

IB is a way of banking that conforms or complies with Shari’ah (Islamic law), as 

principally derived from the al-Qur’an (Muslim’s Holy Scripture), al-Hadits (the 

sayings of the Prophet Muhammad, peace be upon him), Ijma’ (the consensus 

of scholar) and Qiyas (the legal reasoning of Islamic scholars). The main 

features of IB are the prohibition of riba (charging interest or usury) and the 

promotion of profit-and-loss sharing (PLS). Chapra (2006) asserted that in the 

Islamic world there is no difference in viewpoint about the abolition of riba 

from both the perspective of al-Qur’an and al-Hadits. However, the principle of 

PLS is derived from the maxim al-ghunm bi-l-ghurm: that is, “the earning of 

profit is legitimized only by engaging in an economic venture” (Zineb & 

Bellalah, 2013, p. 22). In this regard, IB favours a real economic contribution, 

and this should yield greater macroeconomic stability (Zarqa, 1983). In 

addition, this principle does not permit borrowers to bear risk alone as the 

provider and receiver of funds should share risk and loss according to some 

predetermined agreement, with the expectation this should promote equity and 

justice in society (Khan, 2010). 

Another principal of IB is the avoidance of haram (or sinful) business. Hence, 

IB cannot finance firms that produce and sell alcohol, drugs and intoxicants, 

pork-related product, armaments, and indecent entertainment (Zineb & 

Bellalah, 2013). The law also prohibits any gharar (uncertainty and high risk 

that may cause injustice to other parties) and maisir (gambling and 

speculation). The premise behind the abolition of gharar is to encourage 

businesses to act on an ethical basis as well as avoiding injustice among the 

parties involved in permitting no allowance for asymmetric information (Zineb 

& Bellalah, 2013). In principal, IB is designed to avoid derivative and other 

sophisticated financial engineering products such as credit-default swaps and 

speculative trading in over-the-counter derivatives that usually constitute both 

sources of uncertainty and speculation, and to certain degree, have a proven 



94 
 

role in financial crisis (Siddiqi, 2009; Stout, 2011), thereby violating any implied 

contract with society as a whole. 

We trace the first interest-free financial institutions to Egypt and Malaysia. In 

1963, the Mit Ghamr local savings bank was the first Islamic bank established in 

Egypt, coinciding with the creation of the Tabung Haji (Pilgrim’s Savings 

Corporation) in Malaysia (Zineb & Bellalah, 2013). Since then, IB has expanded 

significantly in both these countries, their regions, and worldwide. In 2015, the 

total assets of IB reached USD 1.49 trillion or around 80 percent of total Islamic 

finance assets of worldwide (Islamic Financial Services Board, 2016). As shown 

in Table 4.1, there are six regions where IB dominates, namely Asia, the Arab 

states of the Persian Gulf represented by the Gulf Cooperation Council 

(comprising Bahrain, Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab 

Emirates), the Middle East and North Africa (MENA) (excluding the GCC), and 

Sub-Saharan Africa.   

Table 4.1 Islamic finance segments by region (USD billions, 2015) 

Region Banking % Sukuk % Funds % Takaful % 

Asia 209.3 14.0 174.7 60.1 23.2 32.5 5.2 22.4 
GCC 598.8 40.0 103.7 35.7 31.2 43.8 10.4 44.8 
MENA 607.5 40.6 9.4 3.2 0.3 0.4 7.1 30.6 
Sub-Sahara 24.0 1.6 0.7 0.2 1.4 2.0 0.5 2.2 
Others 56.9 3.8 2.1 0.7 15.2 21.3 - - 

Total 1496.5 100.0 290.6 100.0 71.3 100.0 23.2 100.0 

       Source: Islamic Financial Services Board (2016)  

Overall, these regions constitute 31 countries in which there is an IB system or 

IB representation. Most have dual-banking systems where Islamic and 

conventional banking operate and compete side by side, except for Iran where 

there is only IB. In recent years, the market share of IB has increased in 17 of 

these countries; another 8 countries (including Iran and Sudan) have 

experienced a stagnant market share, while elsewhere (Saudi Arabia, Turkey, 

and the United Kingdom) there has been a slight relative decline in IB. In only 

11 countries does IB enjoy a market share of 15 percent or more of total domestic 

banking assets, comprising Iran and Sudan (100.0% market share), Brunei and 

Saudi Arabia (49.0%), Kuwait (38.9%), Yemen (33%), Qatar (26.1%), Malaysia 



95 
 

(23.0%), Bangladesh (19.4%), UEA (18.4%), and Djibouti (15.0%) (Islamic 

Financial Services Board, 2016). 

Nonetheless, global asset growth rate in IB is estimated at 16 percent per year 

with currently more than 100 million individual customers (Ernst & Young, 

2016), but it is thought the actual potential market size is at least six times 

larger than that currently tapped. However, this market demands a distinct 

banking channel, and one suggested method to wider the customer base for IB 

is through digital channels, blending user-friendly technology to induce clients 

with simple end-to-end experiences (Ernst & Young, 2016). 

In general, IB offers some distinct underlying principles, which subsequently 

manifest themselves in unique financial products and services not offered by 

conventional banking. However, even when there is an apparently close 

observance of the principles of IB, there is often a significant divergence 

between theory and practice. For instance, the oft-quoted principle of PLS is 

not well implemented. Typically, it is common that  IB products are mostly 

dominated by murabaha (debt-like contracts) rather than mudharabah 

(partnership contract, wherein one side provides capital to other side or 

partner) or musyarakah (joint ventures), the latter being more consistent with 

the aspiration of a genuine PLS arrangement (Chong & Liu, 2009; Khan, 2010; 

Yousef, 2004). For instance, 90% of IB financing in Malaysia (2006) uses 

murabahah contracts, in such a way that the mark-up rate in murabahah simply 

substitutes for the interest rate in conventional credit. As a result, the 

differences between IB and conventional banking can be subtle.  

Furthermore, despite the presence of Islamic financial services like zakat (alms-

giving) and qardh al-hasan (benevolent loans), IB still faces accusations that it 

has failed to deliver on its promises of social responsibility. This apparent 

failure in demonstrating social ends seems to suggest IB prioritises serving well-

off customers rather than the community as a whole (Asutay, 2007). 

Consequently, the services of Islamic banks have no significant impact on the 

life of marginal people in society (Asutay & Zaman, 2009). Moreover, given the 

need to accumulate profit, IBs are moving towards fulfilling a legal form in 
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order to adhere fiqh (jurisprudence) limitation, but ignoring their primary 

Shari’ah objectives. In other words, Islamic ethics as the (de facto) bedrock of 

IB, is in practice diluted in a mere “formal” make up, while neglecting the 

“substance” of Shari’ah aspirations to secure business financially and socially 

acceptable (Asutay & Harningtyas, 2015; Nienhaus, 2011). As a result, the ethical 

dimension of Islamic bank might not be fully integrated (Mansour et al., 2015; 

Musa, 2015). This further leads to a weakening of Maqasid al-Shari’ah (the 

objectives of Islamic law). According to Al-Ghazali (1937) as cited by Mansour 

et al. (2015) the main mission of Maqasid al-Shari’ah is to deliver “benefits and 

preventing harm”, so if maqasid is undelivered then the maximum benefits for 

social and developmental outcomes are not possible.  

4.2.2. Social Banking 

Most banks nowadays aspire to be more socially and environmentally 

responsible. These strategies lead many banks to align their operations with a 

corporate social responsibility (CSR) framework. Yet other banks focus on 

social achievement. The latter is widely recognised as a bank with a social 

mission or so-called social banking (SB) (Burgess & Pande, 2007; Buttle, 2007; 

Cornée & Szafarz, 2014; Guene & Mayo, 2001; Kamath, 2007; Platschorre & 

Bulte, 2011). Guene and Mayo (2001, p. 1) defined “social banking as where the 

supplier of financial services takes a positive interest in the social outcomes and 

effects of their activities”. Alternatively, Cornée and Szafarz (2014, p. 361) simply 

contended that SB is “…financial intermediaries paying attention to 

noneconomic (i.e., social, ethical, and environmental) criteria”. Some 

researchers use the term “green banking” instead of SB (Biswas, 2016; Biswas, 

2011; Kaur, 2016). Others use the term “SB” interchangeably with ethical bank 

(Chew et al., 2016; Paulet et al., 2015; San-Jose et al., 2011). Yet others refer to a 

bank with a social mission as a “sustainable bank” (Korslund & Spengler, 2012) 

or an “alternative bank” (Butzbach & von Mettenheim, 2015). 

Although SB has range of definitions, in essence it embraces the principle of a 

triple-bottom line in its daily activities, i.e., three criterions, being profit 
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(securing profit to keep the bank sustainable), people (serving communities as 

social mission), and planet (paying attention to environment and its 

sustainability for future usage) (Benedikter, 2011; De Clerck, 2009; Weber, 2014). 

However, as part of the triple-bottom line, SB displays a number of additional 

principles. First, it has considerably more transparency than other forms of 

banking, allowing its stakeholders to observe details such as where the 

collected funds are distributed and in what kind of investment. In this case, its 

customers have knowledge about whether their money is invested in the most 

appropriate manner, either financially, socially, or environmentally 

(Benedikter, 2011; San-Jose et al., 2011). Second, it promotes ‘human 

development’ through engaging and emancipating communities (Benedikter, 

2011; San-Jose et al., 2011). This qualification negates the traditional banking 

shareholder’s right, as a broader set of stakeholders control or influence and 

supervise or monitor management (Butzbach & von Mettenheim, 2015). 

SB as is currently recognised, likely first appeared in medieval times (De Clerck, 

2009). During this time, both Christianity and Islam had defined rules in 

dealing with financial transactions and money, with Christianity setting in 

place laws dealing with usury, while Islam strongly prohibited the charging of 

interest (riba). Both these religions promoted economic activities characterised 

by virtuous behaviour between individuals and groups within society based on 

religious values. Later, the growth of individualism gradually changed how 

people treated each other, particularly in relation to financial matters. On the 

positive side, individualism can be a source of an individual incentive to foster 

investment, innovation, and accumulating growth (Kyriacou, 2016). On the 

negative side, (Reifner, 1992, p. 25) argued that the “…capitalist economy tends 

to produce poverty, to ignore social ends and accumulate wealth as a goal in 

itself”. In this regard, he stated that the system does not remove inequality, 

instead leaving inequality unsolved (Reifner, 1992).   

Because of this unaddressed inequality, mainstream financial services can 

exclude those who are struggling to maintain their lives and livelihoods. This is 

in turn provides fertile ground for SB. Accordingly, from an early stage, 
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alternative financial institutions, which promote collaboration and mutual 

help, began to flourish. For instance, the co-operative movement largely dates 

from the beginning of the 20th century (De Clerck, 2009), with the growth of 

co-operatives in Germany illustrating the point. In 1920, for example, there 

were around 40,000 co-operatives in German, with about three-quarters being 

rural co-operatives providing about 60 percent of all credit (Prinz, 2002). Later 

financial institutions began to take on other forms, including as credit unions 

and microfinance movements. Among the champions of microfinance 

institutions are the Grameen Bank in Bangladesh (established in 1983), 

BancoSol in Bolivia (1992), and K-Rep in Kenya (1999) (Copestake et al., 2016). 

Some of these microfinance institutions not only provide and contribute to 

financial wellbeing, but also education, health, and community building. This 

in turn can transform microfinance into a fully flagged banking entity such as 

Oikocredit (launched in 1975 by the World Council of Churches), the Triodos 

Microfinance Funds (1994 and 2002), ShoreBank and Shorecap International 

(1988 and 2003) and many other institutions (De Clerck, 2009).  

Several indicators are available to assess whether SB really delivers its core 

social promises. Bank objectives, the response to financial crisis, transparency, 

and guarantees can be starting point to evaluate whether SB works (Table 4.2). 

First, does SB help for the poor and disadvantage groups? The answer to this 

question might be different depend on cases.  
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Table 4.2 Comparison between CB, IB, and SB Promises 

# Promises CB IB SB 

1 Objective Profit for 
shareholders is 
utmost priority 

IB is not solely place 
emphasis on financial 
profit, but also distributive 
justice and socially 
responsible (Al-Zuhayli, 
2003; Haniffa & Hudaib, 
2007; Usmani, 2002) 

Gaining financial as 
well as social and 
environmental results 
(Benedikter, 2011; De 
Clerck, 2009; Weber, 
2014) 

2 Response to 
financial crisis 

More prone to 
financial and 
banking shock 

Affected by financial crisis, 
but it has been arguably 
more resilient to financial 
shock (Hasan & Dridi, 
2011; Kasim & Majid, 2010) 

More resilient to 
financial meltdown 
(Korslund & 
Spengler, 2012) 

3 Transparency No detailed 
information 
about clients. 
Taking care of 
the privacy of 
the debtors 

It seems similar to CB. 
 

More transparent as 
they provide detailed 
information as to 
where the collected 
fund is distributed to 
clients (Benedikter, 
2011; San-Jose et al., 
2011). 

4 Guarantee  Certain 
collateral 
guarantee  

IB requires collateral 
(Aggarwal & Yousef, 2000) 

Developing 
alternative guarantee 
system (San-Jose et 
al., 2011).  

  Note: CB (Conventional banking), IB (Islamic banking), and SB (Social banking) 

In India, for instance, SB is associated with delivering bank services to the 

unbanked poor. However, according to Burgess and Pande (2007) the SB 

policies promoted by the Indian government have not actually reduced the 

number of poor people but opening new traditional bank branches in 

“unbanked locations” have. In 1977, India’s central bank carried out so-called 1:4 

regulation. This policy obliged banks to open four new branches in unbanked 

(typically rural) locations for every new branch opened in a banked (usually 

urban) location. As a result, up until 1990 about 30,000 new branches opened in 

unbanked locations. In terms of further impact, while traditional banks only 

disbursed 3% of rural household credit in 1971, this drastically increased to 29% 

in 1991. Other results suggested that opening a traditional rural branch in an 

unbanked location decreased rural poverty by 4.18 percentage points (Burgess & 

Pande, 2007). The promise that SB also services targeted disadvantaged group is 

likely irrelevant too. Burgess and Pande (2007) further indicated that financially 

disadvantaged women were more likely to receive bank loans when traditional 
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bank branches were serving the community.  

Examining from similar case, Platschorre and Bulte (2011) found a contradicted 

conclusion. They used another measurement to address impact in the form of 

the poverty gap. Their result is slightly different. The opening new bank 

branches in unbanked locations might drive some people out of poverty, but it 

may add the depth of poverty of others. The earlier research in the result of SB 

in India, suggest that SB delivered credit for disadvantage groups mainly for 

agricultural sector and poverty eradication. Although its role is deemed to 

improve rural poor people to access credit, but “the impact was not as great as 

envisaged” (Joshi, 2006, p. 126).  

A different account comes from SB in the UK. Chew et al. (2016) used 

qualitative survey data collected from UK Co-operative Banks to suggest that 

the bank has adhered to the sustainable principles of SB practice, with 

significant implications for socio environmental development in the UK. As one 

result, the bank won the World’s Most Sustainable Bank three years in row 

from 2010 to 2012. The bank is also considered community friendly as it won the 

Community and Environmental Responsibility Award in Management Today’s 

Most Admired Companies Survey 2012 (The Co-operative Bank Financial 

Statement, 2012 as cited by Chew et al. (2016)). 

Second, is SB more resilience in the case of crisis? Korslund and Spengler (2012) 

compared the financial ratios of 13 SBs to Global Systemically Important 

Financial Institutions (GSIFIs) after the financial crisis meltdown, 2008. The 

average Return on asset (ROA) these SBs in 2009 and 2010 were 0.21% and 

0.61% respectively, while GSIFIs hold ROA 0.14% and 0.46% respectively. While 

return on equity (ROE) indicator holds the same pattern. The ROE of SBs in 

2009 was 5.31%, while GSIFIs’ ROE was 2.17%. The suggestion is that social 

banks can in fact be more resilient.  

Third, is SB more transparent than conventional banking? Developing a Radical 

Affinity Index, San-Jose et al. (2011) demonstrated that SB confirms most of its 

principles. Employing a sample of 114 credit institution from 10 countries 

(Denmark, France, Italy, Netherlands, Norway, Spain, Sweden, Switzerland, 
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Germany and the UK), they proved that traditional banks do not have high 

transparency in their credit allocation, evidenced by the fact that no 

commercial banks (of the 40 banks included) provide sufficient information on 

asset placement for gauging socialness. In contrast, most social banks provide 

details about the companies and individuals financed by the bank, thus SBs are 

more transparent.  

Finally, does SB demand no guarantees in its funding? San-Jose et al. (2011) 

created a value for banks from 0 to 3 (4 levels) to observe whether social banks 

demand fewer guarantees and thereby satisfy an additional measure of 

socialness. The finding is quite surprising, traditional banks score a minimum 

(0), in the sense that they use the traditional guarantee system as a prerequisite 

for funding. In contrast, SB scores a maximum (3), meaning that SB disburses 

funding to the excluded, without the requirement of a guarantee.  

4.3. Improving IB’s Social Outcomes 

Reifner (1992) argued alternative banking (including those with any religious 

motive) is part of the SB family. In other words, IB by default is just another 

kind of SB. The plausible reason behind this claim is that both banking models 

share a common goal: securing financially, socially, and environmentally 

sustainable businesses (see Table 4.3). By mimicking almost all kinds of 

conventional banks, IB indeed performs well in term of development and 

growth. Its asset has reached nearly USD1.5 trillion in 2015 worldwide (Islamic 

Financial Services Board, 2016), with a growth rate of 16 percent annually (Ernst 

& Young, 2016), indicating that IB is commercially acceptable. Despite the 

positive financial performance, however, some researchers claim that IB has not 

yet fulfilled its objective of socioeconomic justice characterised by a balance 

between successful financial and social outcomes, save through minor aspects 

like charity and zakat (Asutay, 2012; Mohd Nor, 2016; Sairally, 2007).  
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Table 4.3 Comparison of SB and IB 

SB IB (de jure) IB (de facto) 

Business model 

Profit-making, but parallel 
optimization of social added 
value 

Mixed, financially and socially 
acceptable 

Tend to focus on profit-
making rather than social 
motive, with exception on 
zakat and qardh al-hasan 
channels 

Products and services 

Focus on banking basics: 
Saving collection and credit 
distribution 

Focus on common banking 
service, with special attention 
on profit-loss sharing projects 

Mostly replicating 
conventional bank financial 
engineering tools. Profit-
loss sharing in many cases 
are trivial 

Credit policy 

Based on triple bottom line 
analysis (environmental, 
social and financial) 

Islamic ethics system 
encourages IB to adopt triple 
bottom line analysis 

Financial outcome (single 
bottom line) mostly 
adopted as measurement.  

 Source: Paulet et al. (2015) extended 

In this regard, there is a need for a new resolution to out IB back on the correct 

track. Incorporating CSR within IB practices is one option. Originally, CSR 

sought to overcome problems faced by corporations pertaining to social issues 

such as poverty, unemployment, gender bias, and discrimination. From the 

Islamic perspective, Dusuki (2008b, p. 22) asserted that “Islam…envisages 

business firms as stewards or caretakers, not jot of shareholder’s financial 

resources, but also for benefit of society as a whole and ultimately attaining the 

blessing of God”. Dusuki (2008b) further emphasised that implementation of 

CSR will have a significant impact on Islamic banks in dealing with projects 

that require attention to environment impact, creating social benefits, and 

encouraging positive initiatives.  
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Figure 4.1 Options to improve IB social outcomes 

 

As an alternative, Raimi et al. (2014) suggested combining CSR with the waqf 

(endowment in Islam) and zakat systems. Others radically proposed to 

establish Islamic Social Banking (ISB) as a response to the apparent failure of IB 

in delivering social outcomes (Asutay, 2012; Mohd Nor, 2016). Figure 4.1 

provides a simple decision-making model. The attempt to establish ISB is 

significant at least for two reasons. First, even, after incorporating CSR some IB 

institutions still do not or cannot attain significant social ends. Asutay and 

Harningtyas (2015) evaluated the implementation of Maqasid al-Shari’ah in 13 

Islamic banks from six countries and found that the best banks only scored 

59.41% of all possible points and the worst scored just 7.01%. Asutay and 

Harningtyas (2015, p. 56) concluded that the performance of Islamic banks in 

general is “unimpressive, with lack of achievements in social and environmental 

responsibilities”. Second, although the idea to combine CSR with the zakat and 

waqf systems deserves consideration, there is no empirical evidence that would 

even demonstrate its feasibility. 
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4.4. Methodology 

This study employs a comparative research. In comparative research “a 

researcher examines specific contexts, note similarities and differences, then 

generalizes” (Neuman, 2014). The basic idea is to gather information from 

institutions or countries and then make a comparison between or among the 

observed objects (Kalof et al., 2008). The process is as follows. First, construct 

the framework for ISB. In this stage, the well-known 3Ps adopted by SB will be 

extended to the principles derived from Maqasid al-Shari’ah. Second, in a 

practical sense, draw a comparison between IB and SB in their practices by 

assessing IB’s apparent social failure and inserting some good practices of SB 

into ISB. Third, using the framework developed to measure the social 

performance of ISB. We propose a mathematical formulation to assess and rank 

the social performance of ISB and its social responsiveness, followed by a 

simulation. 

We argue that ISB should include the original 3P principles of SB with an 

additional P for “Prophet” (will be discussed further in discussion section). 

Figure 4.2 (b) depicts the resulting Quadruple Bottom Line Principles (QBLP).  

Figure 4.2 QBL Principles 

 

People 

Prosperity People 

Planet 

Planet 

Prosperity 

Prophet 

(a) (b) 
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One requirement is then how to assess these QBLP. Following Bedouin and 

Mansur’s (2015) proposed performance measurement metric for SB in panel (a), 

we propose measuring the areas of the additional dimension as follows: 
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where GP is Global Performance; p1 is the performance of environment (Planet), 

p2 is the performance of social (People), and p3 is the performance of economic 

(Profit or Prosperity). If p=p1=p2=p3, then the equation is changing to Balanced 

Global Performance (BGP): 
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Similar to above formulation, with additional p4 is the performance of Shari’ah 

compliance (Prophet), if p=p1=p2=p3=p4 then to assess tetragon shaped with four 

pillars can be formulated as:  
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where BQBL is the Balanced Quadruple Bottom Line. When p1≠p2≠p3≠p4, then 

the actual area QBL is, 
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where AQBL is the Actual Quadruple Bottom Line. In most cases, equation (5) 

is likely to be used, because it is almost impossible to achieve a similar value of 
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p. After knowing the area AQBL, the question whether a business is lacking 

social outcomes or not arises. To valuate a corporate social responsiveness, 

some researches introduced terms like reactive, defensive, accommodative, and 

proactive (Carroll, 1979; Wartick & Cochran, 1985). Clarkson (1995) adopted this 

approach and transformed into the RDAP scale (Table 4.4). 

Table 4.4 The Reactive-Defensive-Accommodative-Proactive (RDAP) scale 

Rating Posture or Strategy Performance 

1. Reactive Deny responsibility Doing less than required 

2. Defensive Admit responsibility but fight it Doing the least that is required 

3. Accommodative Accept responsibility Doing all that is required 

4. Proactive Anticipate responsibility Doing more than is required 

       Source: Clarkson (1995)   

While Clarkson’s RDAP scale is very useful, it is somewhat difficult to calculate 

unless there is an exact number that explicitly refers to the QBL area. We do 

this using the following ratio:       

  

𝑅𝑄𝐵𝐿 =
𝐴𝑄𝐵𝐿

𝐵𝑄𝐵𝐿
× 100% 

(6) 

where RQBLP is the Ratio QBLP, AQBLP is the actual area of QBLP, and 

BQBLP is the balanced area of QBLP. The ratio of RQBLP is depicted in Table 

4.5. 

Table 4.5 Ratio of Quadruple Bottom Line (RQBL) area 

 % Rating Posture or Strategy Performance 

0-40 Reactive Deny responsibility Doing less than required 

41-50 Defensive Admit responsibility but fight it Doing the least that is required 

51-60 Accommodative Accept responsibility Doing all that is required 

61-100 Proactive Anticipate responsibility Doing more than is required 
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4.5. Results and Discussion 

As discussed, SB is mainly characterised by the triple bottom line of 

“Prosperity” (sustainable profit), “Planet” (environmentally sound), and 

“People” (socially oriented). The 3Ps are coherently relevant with SDGs. In fact, 

all these principles to a certain degree are actually in IB, but with some 

different emphasis. For instance, SB aims to secure financial profit as well social 

outcomes. In IB, both financial and social benefits are of interest, although it is 

almost undeniable from the empirical evidence that financial matters matter 

most (Hassan & Bashir, 2003; Hassoune, 2002). However, while IB includes 

some social features and objectives, the funds allocated for these purposes are 

trivial, with the possible exception of Islamic microfinance (Widiyanto et al., 

2011). Nonetheless, in theory IB aligns with “People”. In regards to the 

environment, al-Qur’an (30:41) declares that “Mischief has appeared on land 

and sea because of (the meed) that the hands of men have earned, That (Allah) 

may give them a taste of some of their deeds: in order that they may turn back 

(from evil)” (Ali, 1991, pp. 1190-1191).  

Referring this verse, Islam clearly advocates the protection and preservation of 

nature (Islam, 2004) especially as environmental crisis originates in the hunger 

of spiritual crisis (Murad, 2012). As a result, Murad (2012, p. 117) further stated 

that Islam suggests “modern humanity may make peace with the environment, 

itself, and most importantly, God”. In this context, IB can be environmentally 

friendly, although in practice this approach seems ignored in favour of 

profitability.  

To provide a practical framework for ISB, we recommend combining the 3Ps in 

SB with an additional of P for “Prophet.” The latter reflects all things relating to 

Shari’ah law thought by the Prophet Muhammad (PBUH) that should be 

adhered to by all Islamic financial institutions. All the values and philosophical 

stances of IB are derived from al-Qur’an and al-Hadits, both delivered by the 

Prophet. It is said in the Qur’an (59:7),” So take what the Messenger gives you, 

and refrain from what he prohibits you” (Ali, 1991, p. 1718). This implies that the 
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Prophet has a significant role from God’s perspective in that all his thoughts 

can be referred to as guidance, not only for worldly matters, but also the 

hereafter. Later, these 4Ps are referred to Quadruple Bottom Line Principles 

(Figure 4.3) in which all the principles are basically consistent with Maqasid al-

Shari’ah.  

Figure 4.3 Quadruple Bottom Line Principles (QBLP) of ISB  

 

In regard of general practices, there are some noticeable issues that have been 

done in SB as described by Relaño (2011) but somewhat unaddressed in IB such 

as financing for social and environmental projects, transparency, collateral, 

participation, and equality (Table 4.6). These practiced can be considered to be 

inserted within ISB. 
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Table 4.6 Adapting some of SB’s good practices to ISB 

No SB practices IB ISB 

1 Avoiding speculative transaction Yes Yes 

2 Concentration on the real economy Yes Yes 

3 Financing social, ethical, and environmental projects Minor Needs 
improvement 

4 Transparency (customers may know where fund collected 
are distributed) 

No Yes 

5 Collateral (designing an alternative system to provide 
productive access to credit) 

No Yes 

6 Encouraging participation and democratic decisions No Yes 

7 Promoting equality Minor Needs 
improvement 

Note: ‘Yes’ indicates that the practice is in place, ‘Minor’ that the practice has only limited 
implementation. 

To assess the QBLP in term of social responsiveness, we apply simulation using 

Equation 6. Consider two banks (A and B) with the QBLP total performance 

shown in Figure 4.4.  

Figure 4.4 The Performance of QBL (Bank A vs. Bank B) 

 

 

 

Bank A 

Bank B 



110 
 

Their respective RQBLP and rating is then in Table 4.7. We can say that the 

social performance of bank B is “Reactive” in that it denies its social 

responsibilities because it is performing social outcomes less than that 

required, while bank A is “Proactive” in that the bank delivers social outcomes 

more than is required. 

Table 4.7 Social responsiveness bank A vs. bank B 

Bank AQBL BQBL RQBL Rating 

A 13,500 20,000 67.5% Proactive 

B 4,400 20,000 22% Reactive 

 

4.6. Supporting Framework 

As a starter, the proposed framework will be better operationalised within other 

supporting frameworks. Table 4.8 highlights some potential issues required to 

support establishment of an ISB.  

Table 4.8 A Potential Supporting Framework 

No Issues Existing IB System ISB Potential System 

1 Banking capital    

 • The shareholders Individual and 
institutional 

Individual and institutional 

 • Shareholder forms Regular stock Besides regular stock, ISB can consider 
adopting SB practices by issuing cooperative 
shares and dormant equity holdings 

2 Funding   

 • The sources Deposits (current 
account, saving 
account, investment 
account etc.) 

Deposits, pooling funds, crowd funding 

 • Financing All lawful (halal) 
projects 

Targeted projects that is lawful (halal). The 
targeted projects include all projects that are 
enable to create social and environmental 
values. 

3 Liquidity requirement   

 • Tier 1 Basel III (10.5%) Basel III (10.5%) 
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4 Regulation  Adopting current prevailing IB regulation 
with additional emphasizes on: 

• Addressing environmental issues with 
concrete sustainable actions 

• Competitiveness and serving the broad 
need of society 

• Shari’ah committee should prioritise 
sustainable development  

5 Governance   

 • Who are drawing 
policies, 
controlling and 
running business? 

Board of directors 
(BOD), committees, 
the executive 
management, the 
Shari’ah Supervisory 
Board, the internal 
and external auditor 

Adopting IB’s practice with potential 
additional organs from SB such as: 

• Functioning SAAT,  

• The Area Forum,  

• The Board of Arbitrator 

• The Related Parties Committee 

 

4.6.1. Banking capital 

Banking capital can have three different meanings (Money and Banking, 2018). 

First, from an accounting perspective, it is the funds remaining after 

subtracting a bank’s liabilities from its assets. Second, from the perspective of 

shareholders, it is the amount of funds belonging to its owners (shareholders) 

after all assets have been liquidated. Third, it is the buffer that keeps the bank 

from insolvency (Money and Banking, 2018). In a social bank, the shareholders’ 

capital can take different forms such as interest-free cooperative shares, regular 

stocks, and dormant equity holdings (Benedikter, 2011). In social banks, these 

shares generates interest rate lower than a mainstream bank (Benedikter, 2011, 

San-Jose et al., 2014). In a practical sense, Triodos Bank issues depository 

receipts for shares to the public and institutions. However, the shares are not 

traded in securities exchange. Instead, the bank sets up its own platform to 

facilitate transaction among depository receipts’ holders (Triodos Bank, 2019). 

This strategy is taken to protect vision and mission of the bank not to be 

diluted by new investors’ perspective. ISB’s shareholders may adopt the practice 

of SB. ISB can issue stocks for both individuals (public) and institutions.  
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4.6.2. Sources and distribution of funding 

The banking industry relies on deposits as its source of funding, usually in the 

form of checking or saving accounts. This also applies to SB. According to Peter 

Blom, CEO Triodos Bank as cited by Benedikter (2011), stable funding from 

saver deposits are an inseparable part of SB business.  Korslund et al. (2018) 

investigated 51 social banks and 31 traditional banks in the world and found that 

SB relies more on deposits (76%) than traditional banks (58%). SB also uses 

alternative based-funding. Banca Etica, for instance, manages a pooling fund 

from ethical partners and uses this fund to finance SMEs. It also generates fund 

from crowd funding approach. Crowd funding is a fintech-based market place 

that provides to any investors to fund the real economy (Sultan, 2019). This 

approach has become more popular globally such as Global Sadaqah (Malaysia), 

Launchgood (US), and Kitabisa (Indonesia). In Indonesia, as of January 2019, it 

has collected fund around USD 1.9 billion (Sultan, 2019).  

With the funds raised, SB finances targeted projects. Banca Etica, for instance, 

only funds companies that are capable to produce social and environmental 

value such as education and health, providing employment for disadvantaged, 

responsible tourism, promotion of renewable energy and organic farming 

(Banca Etica, 2020). Nonetheless, ISB could adopt both classical and alternative 

funding. The alternative funding could help differentiate the practice of ISB 

with the existing Islamic banking practice. Besides, the disbursement of 

funding should also inherent with the ISB’s mission. For this purpose, ISB also 

can adopt the practice in SB as prevailing in Banca Etica.  

4.6.3. Liquidity requirements 

Bank for International Settlements (2008, p. 1) defines liquidity as “ability of a 

bank to fund increases in assets and meet obligations as they come due, 

without incurring unacceptable losses”. Bank can enhance its liquidity from 

three sources (Ahmed, 2015): gaining credit from other financial organization, 

selling asset in financial market, and obtaining credit from the last resort, the 
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central bank. Liquidity is obviously required to achieve strong and resilient 

banking from an external shock.  

Basel III promotes and protects banking from sudden shocks by introducing 

Tier 1 capital and Tier 2. Tier1 capital comprises common equity tier 1 (CET 1) 

and additional Tier 1 (AT 1). CET 1 should be greater than 4.5% and it consists of 

“sum of common shares (equivalent for non-joint stock companies) and stock 

surplus, retained earnings, other comprehensive income, qualifying minority 

interest and regulatory adjustments”, while AT 1 should be greater than 6% and 

it comprises of “sum of capital instruments meeting the criteria for AT 1 and 

related surplus, additional qualifying minority interest and regulatory 

adjustments” (BIS, 2019, p. 1). So under Basel III Tier 1 should be higher than 

10.5%. Korslund et al. (2018) stated that Tier 1 of 58 social banks were above 

12%.  

Based on PBI 11/POJK.03/2016, commercial banks must have at least 10.5% of 

Tier 1 (OJK, 2016). In Malaysia, Bank Negara (2018) reported that the Tier 1 of 

commercial and Islamic banks in Malaysia was at 13.57%.   ISB could adopt the 

Basel III liquidity requirement given that they have been above the standard. 

In the case of a conventional bank, if a bank requires funding, this can be 

obtained from private source, for instance, inter-bank money market. However, 

this is obviously not the case for Islamic bank given that this approach involves 

charging interest, which is strictly unacceptable. Alternatively, in few countries 

where Islamic banks operate, such as Malaysia and Indonesia, they have set up 

infrastructure to facilitate interbank money market based on mudharabah 

transaction (Ahmed, 2015). Liquidity requirement for ISB in the beginning 

might adopt the practice in IB given that the operation between the two is quite 

similar. 

4.6.4. Regulation 

Regulation for ISB is still in embryonic stage. Given that ISB will addresses 

more on economic, social, and environmental dimension, hence, the starting 
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point to set a regulation should cover how internalizing the triple bottom line 

in Islamic banking. The Council for Islamic Banks and Financial Institutions 

(CIBAFI), for instance, establish a working group on sustainability (SWG). 

Belatik (2019) stated that the SWG is aimed to address three issues. First, 

improving social responsibility and governance of Islamic financial institutions 

(IFIs) and providing guidance for IFIs to apply Islamic values to achieve 

sustainable development. Second, promoting various initiatives in order IFIs 

are consistently with sustainable actions. Third, encouraging IFIs to address 

environmental issues and contributing in overcoming climate change. Islamic 

Financial Services Board (IFSB), as an international standard-setting 

organization to promote soundness and stability of IFIs, currently has 

developed 30 prudential standards, 19 of them are in Islamic banking. 

Anticipating a vibrant regulation for ISB, from the perspective of IFSB, 

Danbatta (2019) suggested that the regulation should address competitiveness, 

long-term business value, and serving the broad needs of society. He further 

suggested that Shari’ah committee should be involved on achieving sustainable 

development.  

4.6.5. Governance 

Besides the establishment of solid regulation, a comprehensive governance 

policy should be outlined to keep ISB’s organisation sustainable. According to 

IFSB (2005), Institution offering Islamic Financial Services (excluding Takaful 

and Islamic mutual funds), should set out two strategic policies: 

First, the primary roles and functions of primary organs in organisation should 

be cleared. They include Board of Director (BOD), committees, the executive 

management, the Shari’ah Supervisory Board, the internal and external auditor. 

Second, these organs have particular mechanism of accountabilities. In term 

structure, besides the common organs, Social banking has developed distinct 

organs from traditional banking. For instance, Banca Etica has many vital 

organs as follow: 
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• Board of Arbitrator (Collegio dei Probiviri) to mediate all disputes 

that could arise between Banca Etica and the shareholders or 

between the shareholders themselves in relation to the interpretation 

and application of the bylaws or any other resolution of the bodies of 

the bank on social relations.  

• The Related Parties Committee (Comitao parti correlate) to oversee 

all procedures for transactions with related parties as defined in the 

specific regulations. 

• The Code of Ethics (Comitato etico) represents a sort of 

“Constitutional Charter” or “Social contract” with its stakeholders. 

• The Area Forum (Forum d’Area) to give greater voice to the request 

coming from the territory, to develop more active action at the level 

and to be able better build relationship and synergies in the 

territorial context.  

Another distinct organ also can be found in Triodos Bank. This social bank 

establishes SAAT (Stichting Administratiekantoor Aandelen Triodos Bank) to 

issue Depository Receipt Holders. The bank’ shares can be owned by retail and 

institutional investors. They can obtain dividends, however they do not exercise 

their control rights. Instead, the control rights are vested in SAAT. This strategy 

will ensure that Triodos Bank’s mission and independence will be safeguarded 

no matter the shares are controlled by certain investors. ISB can adopt IFSB’s 

policy with relevant adaptations, particularly from positive organs in SB. For 

instance, adding relevant organ that is vital for ISB such as functioning SAAT, 

The Area Forum, and Board of Arbitrator. 

 

4.7. Conclusion 

IB has developed rapidly in the globe within last three decade. However, 

despite its remarkable growth, some argue that IB has failed to deliver its social 

promise, thus neglecting its fundamental commitment to balance financial and 

social outcomes. Meanwhile, SB is a typical bank that is able to cater both 
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economic and non-economic criteria. Its principles rely on three bottom lines, 

being profit (financial and social outcomes), planet (the securing of 

environmental soundness), people (engage people to participate and 

emancipate, especially those who are excluding to access conventional bank).  

Some options to amend the failure of IB on the table include incorporating CSR 

and combining CSR with the waqf and zakat systems. However, neither option 

has delivered improved outcomes to data. Another option is to address the 

problem is by establishing ISB. We consider this as a more plausible option to 

revitalise IB given the many similarities between IB and SB. Hence, we could 

make some modifications to SB suit a new type of Islamic bank. ISB would run 

under quadruple bottom line principles, which are profit, planet, people, and 

prophet. The latter reflects all things related to Shari’ah law thought by the 

Prophet Muhammad (PBUH). This paper contributes in providing a framework 

for ISB. We do this by augmenting the 3P principles in SB with another P 

(Prophet) to construct Quadruple Bottom-Line Principles (QBLP). To ensure 

these QBLPs are met, we offer a mathematical measurement to calculate both 

the balanced and actual area of QBLP and using these can potentially 

empirically assess and rank the social outcomes and responsiveness of 

individual ISB institutions. The framework provided can thus be used as 

guidance for the establishment of ISB as well as to assess whether IB has 

fulfilled its social objectives. 

In the future, we recommend developing a research program dealing with the 

alternative channels through which QBLP could be implemented, including as 

a new ISB, as a waqf venture bank, as a Shari’ah co-operative such as Baitul 

Maal wat Tamwil, or by encouraging existing Islamic banks to combine its CSR 

and zakat-waqf programs. The research would particularly explore the 

characteristics, products, and services associated with the respective channels. 
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Chapter 5: How Social Is Islamic 

Banking 

What follows is a paper currently under editorial review at Society & Business 
Review and included as part of this thesis with the approval of all co-authors. 

 

Abstract 

 
While the central tenets of Islamic banking relating to usury, profit-and-loss 
sharing, haram (sinful) business, gharar (uncertainty) and maisir (gambling and 
speculation) are well known, there is less awareness of the implied 
commitment to improved social outcomes. This paper outlines the argument 
for social outcomes as an objective for Islamic banks and investigates whether 
social failure currently exists in the Islamic banking industry by assessing it 
against this performance dimension. For this purpose, we employ data from 12 
Islamic commercial banks, 7 Islamic banking units, and 7 Islamic rural banks 
operating in Indonesia during the period 2015–16. Using content analysis, we 
find that social failure is evident in all Islamic rural banks and half of the 
Islamic commercial banks, but in only one of the seven Islamic bank units 
where most banks appear to pursue social outcomes at the accommodative 
level (accepting and doing all that is required). Employing a social outcome-
weighted asset formulation, we reveal that Islamic banking in Indonesia has to 
a certain extent improved in meeting its social objectives over time, but 
sometimes at the cost of other objectives relating to the environment and 
customers. The lack of progress in this area may lead some to question whether 
Islamic banking is delivering or indeed able to deliver on its social 
commitments. 
 

5.1. Introduction 

Islamic banking is generally considered to be more social oriented than 

conventional banking (Asutay & Harningtyas, 2015; Haniffa & Hudaib, 2007) 

given the oft-quoted objective of promoting a just, fair, and balanced society. In 

reality, however, Islamic banking has been criticised as demonstrating “social 

failure” given its small positive impact on desirable social outcomes for ordinary 

people (Asutay, 2007; Mohd Nor et al., 2016) and its progressive shift from 
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achieving, among other things, improvements in falah (human wellbeing) to a 

focus on conventional profit maximisation (Abdul-Baki & Uthman, 2017; Abdul-

Rahman et al., 2014; Cebeci, 2012).  

In investigating the social dimension of Islamic banking, some studies assess 

corporate social responsibility (Amran et al., 2017; Aribi & Gao, 2010; Hassan & 

Harahap, 2010; Mallin et al., 2014), others social and ethical reporting (Haniffa 

& Hudaib, 2007; Kamla & G. Rammal, 2013; Maali et al., 2006), and yet others 

how social considerations have been inserted into performance measurement 

based on Maqasid al-Shari’ah (Asutay & Harningtyas, 2015; Bedoui & Mansour, 

2015; Ibrahim et al., 2004; Mohamad et al., 2016; Mohammed et al., 2008). The 

results mostly find that Islamic banking per se has little impact on social 

outcomes at least beyond that of comparable conventional banks.  

In this paper, we examine whether the perception of social failure in Islamic 

banking is real. Using a case study approach of Islamic banking in a single 

country (Indonesia), we first identify the desired social outcomes of Islamic 

banking. These include social impact, programs, and policies aimed at 

managing social concerns held among stakeholders (Wood, 1991). We define 

social outcomes here as the observable results of the implementation of Islamic 

banking social objectives. With a broad Islamic banking framework (and 

Islamic economics more generally) these comprise promoting a just, fair, and 

balanced society, reinforcing social solidarities and strengthening values 

(Ahmad, 2000; Chapra, 1985; Naqvi, 2016; Siddiqui, 2001; Tripp, 2006). In terms 

of specific outcomes, Hamidi and Worthington (2017) highlighted actual social 

actions of Islamic banking such as the delivery of qardh al-hasan (benevolent 

loans), emphasising charity through zakat (alms-giving), and avoiding any 

potentially harmful financing to the environment and society. We then 

measure the social responsiveness of Islamic banking and subsequently 

determine a rating each bank’s attitude toward a social orientation ranging 

from denying to anticipating responsibility. This yields the actual social 
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dimension level of individual banks and allows us to further assess whether 

these Islamic banks are meeting their social promise.   

Our analysis differs from previous studies at least in three aspects. First, in 

terms of assessing social responsibility, all previous studies with the exception 

of Kamla and G. Rammal (2013), employed content analysis with a quantitative 

dimension relating to the use of certain words or the number of sentences or 

pages. Mostly, this is a mere dichotomous approach to assess constructs, 

whereby a construct will be given a score of one if present in the text, otherwise 

zero (Amran et al., 2017; Haniffa & Hudaib, 2007; Mallin et al., 2014). By itself, 

this kind of assessment is best balanced with qualitative evaluation. 

Second, existing analysis of Islamic banking social disclosure largely employs 

Accounting and Auditing Organisation for Islamic Financial Institutions 

(AAOIFI)—a not-for-profit organization established to maintain and promote 

Shari'ah standards for Islamic financial institutions, participants, and the 

overall industry—guidelines. For instance, Haniffa and Hudaib (2007) and 

Hassan and Harahap (2010) addressed the main themes of social performance 

relating to strategy, governance, products, community, employment, 

environment, and R&D. It is quite strange then that these measures neglecting 

any indication of the piousness and devoutness of Islamic banking management 

and staff. For this reason, we extend the prevailing framework to include 

religiosity as this may also influence an Islamic bank’s attitude toward social 

responsibility (Ibrahim et al., 2008; Ramasamy et al., 2010).  

Finally, existing studies have been limited in the scope of Islamic banking types, 

with most considering social dimensions in only Islamic commercial banks (in 

Indonesia, Bank Umum Shari’ah). In this study, along with 12 Islamic 

commercial banks, we consider the social dimension of performance in seven 

Islamic business units (Unit Usaha Shari’ah), and seven Islamic rural banks 

(Bank Pembiayaan Rakyat Shari’ah). This provides a much more comprehensive 

account of how social objectives and outcomes vary across Islamic banking in 

all its manifestations.  
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The remainder of the paper is structured as follows. Section 5.2 provides a 

review of the background and the related literature. Section 5.3 discusses the 

methodology and Section 5.4 presents the findings. Section 5.5 concludes. 

5.2. Social Objectives in Islamic Banking 

5.2.1. Islamic banking 

Islamic banking is a form of banking that conforms or complies with Shari’ah 

(Islamic law). One feature is the prohibition of riba (charging interest or usury) 

(Chapra, 2007a; Chong & Liu, 2009). Another principal feature is the promotion 

of profit-and-loss sharing (PLS) in which earning of profit should be based on 

economic activities (Zineb & Bellalah, 2013) and borrowers should not bear risk 

alone, hence promote equity and justice in the society (Al-Jarhi, 2007; Khan, 

2010). In addition, Islamic banking avoids haram (sinful) business, including 

not financing firms that produce and sell alcohol, drugs and intoxicants, pork-

related product, armaments, and indecent entertainment (Zineb & Bellalah, 

2013). The law also prohibits any gharar (uncertainty and high risk that may 

cause injustice to other parties) and maisir (gambling and speculation) to 

encourage businesses to act on an ethical basis as well as avoiding injustice 

among the parties involved in permitting no allowance for asymmetric 

information (Zineb & Bellalah, 2013).  

In 1963, the Mit Ghamr local savings bank was the first Islamic bank established 

in Egypt, coinciding with the creation of the Tabung Haji (Pilgrim’s Savings 

Corporation) in Malaysia (Zineb & Bellalah, 2013). Since then, Islamic banking 

has expanded significantly in both countries, their regions, and worldwide. 

According to Rating (2018) global Islamic finance assets were US$2 trillion by 

the end of 2016 and estimated to grow to around US$3.8 trillion by 2022 

(Maierbrugger, 2018).  

Under profit-and-loss sharing (PLS) schemes, there are several different 

financing contracts, including mudharabah (a partnership contract, wherein 
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one side provides capital to other side or partner) and musyarakah (joint 

ventures). Theoretically, the use of mudharabah and musyarakah are expected 

to develop actual businesses, as a means of absorbing unemployment, creating 

future business opportunities, and protecting Islamic banking from risky 

financial engineering. However, in practice up to 90% of Islamic banking 

financing in some countries rely on murabahah or debt-like contracts 

(Aggarwal & Yousef, 2000; Hamid Hasan et al., 2018; Vogel & Hayes, 1998). 

Alongside these products and services, other Islamic banking services like zakat 

and qardh al-hasan have been identified as supporting the needy and alleviating 

poverty, all good social objectives. Nonetheless, Islamic banking still faces 

accusations that it has failed to deliver on its promises of social responsibility. 

This apparent failure in demonstrating social ends seems to suggest Islamic 

banking prioritises better-off customers than the community as a whole 

(Asutay, 2007). Consequently, the services of IB may have no significant impact 

on the life of the marginalised in society (Asutay & Zaman, 2009). Moreover, 

given the need to accumulate profit to ensure their long-term sustainability, 

Islamic banks are moving towards fulfilling a legal form to meet their fiqh 

(jurisprudence) limitations, but increasingly ignoring their primary Shari’ah 

objectives (Ahmed, 2011; Nienhaus, 2011). As a result, the ethical dimension of 

Islamic banking may not be fully integrated in existing banking practice 

(Mansour et al., 2015; Musa, 2015). As a result, Maqasid al-Shari’ah (the 

objectives of Islamic law) as the central guidance of delivering “benefits and 

preventing harm” might be undelivered, thus the maximum benefits for social 

and developmental outcomes are not possible.  

5.2.2. Social objectives in Islamic banking 

Tulsian and Pandey (2008) classified business objectives into four categories: 

economic, social, human, and national. They further assert that the major social 

objectives include: (1) the supply of the desired quality of products; (2) the 

avoidance of antisocial and unfair trade practices; (3) the generation of 



122 
 

employment; (4) the provision for the welfare of employees; (5) the avoidance 

of slums and pollution; and (6) contributing to the general welfare of society. 

Serving social objectives, rather than only maximizing profits, is also desirable 

in the banking industry. In particular, if commercial banks fail to promote 

social welfare, some may come to see that regulation, including at the extreme 

state-owned enterprises, are an alternative way to address market failure and to 

contribute to economic development and general societal welfare (Stiglitz, 

1993) 

In relation to social objectives, Islamic scholars are divided into two opposing 

groups on the role of social objectives in Islamic banking. A relatively few 

believe that Islamic banks should be permitted to operate as normal business 

entities as long as their operations comply with with Shari’ah (Lewis & Algoud, 

2001; Satkunasegaran, 2003). This may mean, for example, a reliance on zakat 

as the main social contribution, but only if such contributions do not put owner 

funds at risk.  

In contrast, the majority of Islamic scholars consider that Islamic banking 

should aim at supporting and encouraging an economic system aimed at 

promoting a just, fair, and balanced society (Ahmad, 2000; Naqvi, 2016). In this 

way, any economic interaction in society is to “…increase the sum of public 

happiness, whilst reinforcing social solidarities and strengthening their values” 

(Tripp, 2006, p. 119). Similarly, Al-Zuhayli (2003, p. 250) stated “…the primary 

goal of Islamic financial institutions is not profit-making, but the endorsement 

of social goals of socioeconomic development and the alleviation of poverty.” 

To realise these values, Islamic banks should include these tenets in their daily 

activities, and not place an emphasis solely on financial profit but also 

distributive justice and fulfilling societal obligation (Usmani, 2002). 

Furthermore, Islamic banking is expected to be more socially responsible than 

conventional banks (Asutay & Harningtyas, 2015; Haniffa & Hudaib, 2007). As a 

result, Kamel (1997) argued that Islamic goals should include objectives relating 

to economic development, the creation of value-added, more exports and fewer 
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imports, job creation, the rehabilitation of the incapacitated, and the training of 

others.  

To date, this strong view of the social responsibility of Islamic has found 

legislative support in just a few countries, including Indonesia and Jordan 

(Hamidi & Worthington, 2017). In evidence, the Undang-undang Republik 

Indonesia Nomor 21 Tahun 2008 tentang Perbankan Syariah (Islamic Banking 

Acts), explicitly encourages Islamic banks to perform a social function, while 

Law No. 28 Year 2000 Banking Law in Jordan requires that Islamic banks not 

only provide banking services but help reviving social solidarity and to provide 

qardh al-hasan for the public interest.  

5.2.3. Corporate and social responsibility (CSR) in Islamic banking 

The interrelation between business and its social dimension has been observed 

for decades (Davis, 1967; Heald, 1970; Schlusberg, 1969), which some refer to as 

corporate social responsibility (CSR), being “…a concept whereby companies 

integrate social and environmental concerns in their business operations and in 

their interaction with their stakeholders on a voluntary basis (Commission of 

the European Communities, 2001). On this, Friedman (1970, pp. 2-6) made a 

distinction between the social responsibility of individuals and that of business: 

If he wishes to spend his money on such purposes, that is his right and I 
cannot see that there is any objection to his doing so…There is one and 
only one social responsibility of business–to use its resources and engage 
in activities designed to increase its profits so long as it stays within the 
rules of the game, which is to say, engages in open and free competition 
without deception or fraud.  

In contrast, Steiner (1975) asserted that the concept of CSR covers not only 

economic aspects of business, but also legal behaviour and voluntary activities. 

In relation on how a corporate respond the social issue, Frederick (1978) 

introduced what he called as Corporate Social Responsiveness (CSR2). It 

associates with the way of corporate in responding social pressure, ranging 

from no response (do nothing) to proactive (do much). Carroll (1979) described 
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a social responsibility including economic, legal, ethical, and discretionary 

responsibilities. She extended the concept of CSR into Corporate Social 

Performance (CSP) by proposing three-dimensional conceptual model 

consisting of social responsibility, social responsiveness, and social issues. 

Wartick and Cochran (1985), then, classified CSR2 into four-degree responses: 

reactive, defensive, accommodative, and proactive. Clarkson (1995) further 

transformed CSR2 into RDAP Scale. Besides this, he differentiated between 

social issues and stakeholder issues because corporations and their managers 

more willingly engage with stakeholders than with society. Accordingly, he 

proposed to evaluate CSP using a stakeholder framework. Graves and Waddock 

(1994) suggested to gauge CSP by using CSP index. They assessed the index by 

employing data provided by Kinder, Lydenberg, Domini Research & Analytics 

(KLD). KLD evaluates companies on eight dimensions including community 

relations, employee relations, environment, product, treatment of women and 

minorities, military contracts, nuclear power, and South Africa involvement.  

Aguilera et al. (2007) argued that stakeholders support CSR for three main 

reasons: (1) instrumental (self-interest driven, (2) relational (group member 

relationship), and (3) moral (moral beliefs and ethical values). In relation to the 

moral motive, a few studies consider the role of religion in business. Hunt and 

Vitell (1993), for example, highlighted how religion affects ethical decision 

making, while Ibrahim et al. (2008) found that religiousness has a significant 

impact on the economic, ethical, and responsibility of business. Elsewhere, 

Ramasamy et al. (2010) suggested that there is direct relation between 

consumer religiosity and business CSR.  

CSR from an Islamic perspective somewhat differs from the Western viewpoint. 

Dusuki (2005) suggested that Islamic CSR draws on the concept of falah 

(literally meaning success), as demonstrated by the achievement of material 

wellbeing in the material world and eternal life in the hereafter. Others offer 

CSR based on the Islamic principle of Tawhid. This requires a belief in Allah as 

the one and only God by surrendering all human actions to His commands 
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(Basah & Yusuf, 2013; Sayd Farook et al., 2011; Zain et al., 2014). As God is the 

Creator, Owner, and Sustainer of all creatures and universe, all human 

behaviour, attitudes, and activities, including business should be accountable 

before Allah. 

Only a few existing studies investigate the operation of CSR in Islamic banking. 

Maali et al. (2006) employed a disclosure index method to assess 29 Islamic 

banks in 16 countries and reveal that social reporting is much less than that 

expected, with only those banks paying zakat demonstrating consistently good 

social disclosure. Elsewhere, Haniffa and Hudaib (2007) examined the ethical 

identity of seven Islamic banks and find that these failed to meet the ideal 

Islamic ethical identity in at least four dimensions: commitment to society, 

disclosure of corporate vision and mission, role in managing zakat, charity, and 

benevolent loans, and top management information.  In other work, Kamla and 

G. Rammal (2013) used in-depth content analysis to investigate the social 

reporting (through annual reports and websites) of ten Islamic banks and 

reveal that these banks appear to commit little to helping eradicate poverty or 

strengthening social justice in society. Lastly, Mallin et al. (2014) sampled 90 

Islamic banks across 13 countries, finding that they pay rather less attention to 

the environment than expected, while Amran et al. (2017) compared the CSR of 

Islamic banks in Indonesia and Malaysia and show progress in both countries, 

mostly to do with the workplace and community.   

5.2.4. Implementation of Social Aspects in Islamic banking  

The implementation of the social aspect in IB can be viewed from two 

perspectives: the scope of the social outcomes and how it is delivered. Although 

in principle, IB has similar aims in delivering social outcomes, when it comes to 

defining what social outcomes should be delivered, they have different angles 

and emphasis. 

Bank Muamalat Indonesia (BMI), for instance, has set the scope on three aims: 

(1) managing social funds, (2) developing a characterized community, and (3) 
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engaging and providing microfinance (BMI Annual Report, 2019). In essence, 

BMI uses its social funds to empower society, socially and economically. In the 

case of Bank Syariah Mandiri, it defines that the scope of corporate social 

responsibilities should cover six traits: (1) governance of social responsibility, 

(2) human rights, (3) employment, (4) environment, (5) fair operation, (6) 

fulfilment of customer interests (Annual Report BSM, 2019). BSM refers the six 

contents to ISO 26000 that provides a balance among its own staffs, society, 

and environment wherein it operates. Another notable sample is BRI Syariah. It 

outlines the social commitment on four factors: (1) contributing to sustainable 

goals, (2) meeting stakeholders’ expectation, (3) complying with prevailing 

regulations, (4) being in harmony with all BRI Syariah’s business activities (BRI 

Syariah Annual Report, 2019). Concerning this scope, it can be said that the 

primary aim of BRI Syariah’s social commitment is to maintain inclusive 

financial services that are in accordance with the existing regulations. 

In practice, Islamic banks deliver the expected social outcomes through three 

approaches: (1) creating a subsidiary institution that focuses on handling and 

managing social funds; (2) mixing between channelling the social fund to other 

institutions and delivering social outcomes themselves; and (3) conducting 

social programs on their own.  BMI and BSM are among the minority adopters 

of the first method. In 1994, BMI established the Baitul Mal Muamalat (BMM) 

foundation later on, in 1999, and it was officially awarded as Lembaga Amil 

Zakat Nasional (LAZNAS) BMM (a national amil zakat). In 2019, LAZNAS BMM 

distributed IDR66.4 billion. Of this, 25% was for humanity programs, 22% 

(scholarship programs), 15% (economic empowering programs), 14% (Orphan 

programs), and 24% (others) (BMM Annual Report, 2019). BSM took a similar 

approach by establishing LAZNAS BSM Umat (officially legalised as LAZNAS in 

2002). In 2019, BSM collected IDR61.5 billion zakat funds. Of this, in 2019, IDR 

36.8 billion was distributed through LAZNAS BSM Umat and IDR26.7 billion of 

this distributed through Ummah’s partner (4%), Ummah education (39%), 

Ummah sympathy (42%), and Amil portion (15%) (BSM Annual Report, 2019).    

BRI Syariah took a different approach. It has delivered social outcomes by 
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channelling it to other institutions; for instance, BAZNAS (National Alms Amil 

Agency) and BRI Baitul Maal Foundation (LAZNAS established by BRI Syariah’s 

parent organization). In 2019, BRI Syariah distributed IDR 3.14 billion for 

educational (21.1%), health (3.7%), social (43%), religious (31.5%), and 

environmental benefits (0.6%).  Lastly, other Islamic banks such as BCA Syariah 

and Maybank Syariah (now termed Bank Net Syariah), set social programs 

themselves and executed the programs.  

5.3. Methodology 

For our analysis, we use data on Indonesian Islamic banks derived from the 

annual reports of 12 (of the 13), Islamic commercial banks (BUS) (Bank 

Muamalat Indonesia, Bank Victoria Syariah, BRI Syariah, BJB Syariah,  BNI 

Syariah,  BNI Syariah, Bank Syariah Mandiri, Bank Mega Syariah, Bank Panin 

Dubai Syariah, Bank Panin Dubai Syariah, Bank Syariah Bukopin, BCA Syariah, 

Bank Maybank Syariah Indonesia, and BTPN Syariah – we excluded Bank Aceh 

Syariah as it is in the early stage of conversion), seven (of the 20) Islamic 

business units (UUS) (UUS Danamon, UUS Bank Kalbar, UUS Bank DIY, UUS 

BPD Jateng, UUS CIMB-Niaga, UUS BPD Sumbar, UUS Permata) to broadly 

represent the three different regions of Java, Sumatera, and Kalimantan. And 

lastly, we use only the largest (2015/16 assets > IDR100 billion) seven Islamic 

rural banks (BPRS) (BPRS HIK Parahyangan, BPRS Bhakti Sumekar, BPRS 

Amanah Ummah, BPRS Al-Ma’soem, BPRS Dinar Ashri, BPRS HIK Bekasi, BPRS 

Suriyah), given that most BPRS have limited capital and therefore unable to 

maximise social performance. In the absence of any annual report or any of the 

information therein (particularly for IRBs), following Kamla and G. Rammal 

(2013) and Mallin et al. (2014), we use each institution’s website to obtain details 

on their financial and other social activities in conjunction with the financial 

reports submitted to the Indonesian Financial Services Authority.  

We employ content analysis to observe the social outcomes of these Islamic 

banks in their various forms. According to Barelson (1952) as cited by Hsieh and 



128 
 

Shannon (2005), content analysis is widely used as quantitative research 

method, although initially researchers employed it as both a qualitative and 

quantitative method. For the most part, content analysis analyses textual data 

(Cavanagh, 1997), but can also be used in relation to images, maps, and 

numerical contents (Krippendorff, 2004). The challenging part of content 

analysis is to select and develop categories so that content can be grouped and 

classified. Traditionally, content analysis is most appropriate for revealing new 

phenomena, so researchers specify categories collected from the data 

(Kondracki et al., 2002). However, we use directed content analysis and this 

requires theory to identify the key concepts or categories needed for the initial 

coding (Potter & Levine‐Donnerstein, 1999).  

We identify the categories from the prevailing Islamic banking literature, 

particularly in relation to social objectives and disclosure  (Haniffa & Hudaib, 

2007; Hassan & Harahap, 2010; Maali et al., 2006; Rashid et al., 2013).We 

augment these by including the KLD index of corporate social performance 

(Graves & Waddock, 1994; Mattingly & Berman, 2006; Waddock & Graves, 

1997), the 17 Sustainable Development Goals (SDGs) and the 5 Environment 

Social Governance (ESG) Scorecards developed by Oikocredit (2017), a 

worldwide co-operative and social investor group, as shown in Figure 5.1.  
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Figure 5.1 Social performance Indicators for Islamic banking 

 

Six traits constitute social outcomes as desired results reflecting the social 

objectives of Islamic banks. The first dimension is religiosity which contains 

four constructs: (a) zakat; (b) qardh al-hasan; (c) riba; and (d) encouraging 

spirituality. The second theme is the environmental dimension, which can be 

classified into three constructs: (e) preserving and contributing to environment; 

(f) managing a green office; and (g) managing green financing. The third 

dimension is social ends constituting three constructs: (h) engagement in the 

community in terms of education and training; (i) quality improvements; and 

(j) economic empowerment. The fourth is governance matters, which cover 

four constructs: (k) vision and mission; (l) preventing corruption and fraud; (m) 

handling customer complaints; (n) ethics and staff compliance. The fourth 

category is how they manage their employees, and includes three (o) rewards; 

(p) equal work opportunity; and (q) training and education for employees. 

Lastly, customer orientation relates to (t) serving unserved area; (s) having 

diversified financial products, particularly for women and the disadvantaged; 

and (s) giving discount for customers. In total, there are 6 dimensions with 21 

constructs, as shown in Table 5.1. 
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Table 5.1  Social outcome dimensions and constructs 

No. Dimensions Items Constructs 

1 Religiosity 

a Zakat 

b Qardh al-hasan 

c Riba 

d Encouraging spirituality 

2 Environmental 

e Preserve and contribute to environment 

f Green office 

g Green financing 

3 Social 

h Community education and training 

i Community quality improvement 

j Community economic empowerment 

4 Governance 

k Vision or mission 

l Prevent corruption and fraud 

m Handling customer complaints 

n Ethics and Staff compliance 

5 Employees 

o Reward 

p Work opportunity equality 

q Training and education for employees 

6 Customers 

r Serving unserved area 

s 
Diversified financial product for women or 
disadvantaged group 

t Discount for customers 

 

While well established, content analysis is not without its challenges.  

According to Weber (1990) there are two crucial issues relating to the reliability 

and validity of the data collected. Reliability issues may arise due to vagueness 

of meanings or category definition, while validity problems are linked to the 

extent the result is consistent with the existing theory. To enhance reliability, 

Holsti (1969) proposes multiple coders. To address this, we use three coders to 

score the research constructs (see Appendix 1).  To improve validity, we use 

the categories and definitions from both the Islamic banking and corporate 

social performance literatures. The scoring of constructs, follows Scaltrito 

(2015) in using a dichotomous and quantitative approach. To assess social 

outcomes, we employ an equal-weighted index to measure the score for each 

bank under each dimension: 
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∑ 𝑋𝑖𝑗
𝑛𝑗

𝑡=1

𝑛𝑗
 

where nj is the number of items or constructs disclosed by the jth bank, where 

nj = 20, and Xij = 2 if the ith construct is both qualitative and quantitative, Xij = 1 

if the construct is only qualitative, and Xij = 0 if neither.  

To rank the social responsiveness of each bank, we use a four-category rating: 

reactive, defensive, accommodative, and proactive (RDAP Scale) as introduced 

by (Carroll, 1979); Wartick and Cochran (1985), Clarkson (1995), and further 

modified by Hamidi and Worthington (2018) as shown in Table 5.2.  

Table 5.2 RDAP Scale for Assessing Social Responsiveness 

Achievement 

(%) 

Rating Posture or Strategy Performance 

0–40 Reactive Deny responsibility Doing less than required 

41–50 Defensive Admit responsibility but 
fight it 

Doing the least that is 
required 

51–60 Accommodative Accept responsibility Doing all that is required 

61–100 Proactive Anticipate responsibility Doing more than is 
required 

 

To investigate whether there is social failure across banks overall, we use a 

social outcome weighted asset formulation as follows: 

�̅� =
∑ 𝑥𝑖 𝑤𝑖

𝑛
𝑖=1

∑ 𝑤𝑖
𝑛
𝑖=1

 

where �̅� is social outcome weighted assets, 𝑥𝑖 is the value of social outcome i 

and 𝑤𝑖 is the asset weighting of 𝑥𝑖. If banks underperform, indicated by a rating 

of either reactive or defensive, then social failure occurs. Otherwise, the banks 

are socially acceptable.  
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5.4. Results 

Table 5.3 provides the results for Islamic Commercial Banks (BUS), all of which 

have improved their social outcome rating from 2015 to 2016, except for BMI 

and BCA Syariah. The best social outcome performance is BNI Syariah with 

achievements of 72.5% and 77.5% in 2015 and 2016, respectively, followed in 

second and third place by BSM with 70% and 72.5% and BTPN Syariah with 

57.5% and 72.5%). The worst performing BUS is Bank Victoria Syariah with a 

score of only 12.5% in 2015, albeit with the largest increase (80%) to 22.5% in 

2016. Overall, of the 12 BUS, only 5 are performing in terms of social outcomes, 

all with ratings of either accommodative (accepting responsibility or doing all 

that is required) or proactive (anticipating responsibility and doing more than 

required). This is improving, such that by 2016, seven BUS are performing in 

terms of social outcomes.  

Table 5.3 BUS social outcome ratings  

 Score (%) Growth 
(%) 

Rating Perform Rating Perform 

 2015 2016 2015  2016  

BMI 62.5 60.0 -4.00 P Yes A Yes 

Bank Victoria Syariah 12.5 22.5 80.00 R No R No 

BRI Syariah 45.0 62.5 38.89 D No P Yes 

BJB Syariah 32.5 42.5 30.77 R No D No 

BNI Syariah 72.5 77.5 6.90 P Yes P Yes 

BSM 70 72.5 3.57 P Yes P Yes 

Bank Mega Syariah 42.5 52.5 23.53 D No A Yes 

Bank Panin Syariah 55 60 9.09 A Yes A Yes 

Bank Bukopin Syariah 45 47.5 5.56 D No D No 

BCA Syariah 35 32.5 -7.14 R No R No 

Maybank Syariah 25 32.5 30.00 R No R No 

BTPN Syariah 57.5 72.5 26.09 A Yes P Yes 

   Note: R=Reactive, D=Defensive, A=Accommodative, P=Proactive 

While the performance of the BUS in terms of social outcomes continue to 

increase, there are some neglected dimensions such as the environment with 

only an average achievement of 43% across the 12 BUS in 2016. While nearly 

half of the BUS give attention to environmental awareness and make serious 

efforts to enhance green offices, they mostly fail to provide green financing. 
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average score (70.83%) among the remaining dimensions. In detail, the weakest 

part concerns vision and mission, with only one third of the BUS specifically 

identifying that they are eager to promote social and environment goals, a 

finding similar to Haniffa and Hudaib (2007). 

In stark contrast to the BUS, the Islamic banks units (UUS) are much more 

aligned with only one failing to meet its social outcomes, as shown in Table 5.4. 

Indeed, within a very short time, two UUS have moved from being 

accommodative (doing all that is required) to proactive (doing more than what 

is required). The reason behind this remarkable achievement is probably 

because IBUs receive benefit from their parent banks, with almost all CSR 

activities taken over by their conventional commercial banking parent, which 

most existing research suggests tending to perform better than Islamic banks in 

the environmental dimensions. It is no wonder their performance in term of 

the environmental dimension (59.52%) is better than BUS (43.06%). 

Table 5.4 Social outcomes of Islamic Banking Units (UUS) (2015–2016)  

 Score (%) Growth 
(%) 

Rating Perform Rating Perform 

 2015 2016 2015  2016  

UUS Danamon 60 60 0.00 A Yes A Yes 

UUS Kalbar 57.5 60 4.35 A Yes A Yes 

UUS DIY 57.5 55 -4.35 A Yes A Yes 

UUS BPD Jateng 55 60 9.09 A Yes A Yes 

UUS CIMB-NIAGA 55 65 18.18 A Yes P Yes 

UUS BPD Sumbar 45 47.5 5.56 D No D No 

UUS Permata 60 65 8.33 A Yes P Yes 

  Note: R=Reactive, D=Defensive, A=Accommodative, P=Proactive 

However, when we further scrutinise the customer benefit dimension, a similar 

pattern arises as both BUS and UUS underperform, scoring just 9.72% and 11.9% 

respectively in 2016 (Figures 5.2 and 5.3). Another interesting result is that 

religiosity in UUS (41.07%) is lower than the BUS (55.21%). However, this is not 

unexpected as UUS campaigning against riba would be at odds with their 

commercial parent’s interest-based operations. Furthermore, all UUS appear to 

ignore activities relating to spirituality with no publicly available evidence 

suggesting that they encourage regular prayer, sermons, or reciting the Qur’an.   
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Another explanation is that BPRS face fierce competition from conventional 

rural banks as well as commercial banks that have been established to cater the 

rural segment such as Bank Rakyat Indonesia (BRI). Although Muslim 

customers may prefer to use Islamic microfinance services, in reality aspects 

such as easiness, service speed, and nearness may outweigh the religious motive 

(Masyita and Ahmed, 2011). In this regard, all resources of IRBs seem to be 

allocated to win the customers, thus only limited time, efforts, and funds to 

serve community and disadvantaged group let alone pay considerable attention 

on environment aspect.  

Table 5.6 Aggregate Islamic bank social outcomes (2015–2016) 

 Assets (IDR Billion) WA (%) SO (xi) SOWA (Rating) 

Types 2015 2016 2015 2016 2015 2016 2015 2016 

12 ICBs 186,371 235,425 84.5 85.07 46.25 52.92 47.41 53.50 

7 IBUs 32,336 39,020 14.7 14.10 55.71 58.93 (D) (A) 

7 IRBs 1839.8 2285 0.8 0.83 18.93 21.07   
Total  220,547 276,730 100.0 100.00     

     Note: WA – weighted assets; SO (xi) represents SO element of xi; SOWA is the social         
     outcomes weighted-asset average. D=Defensive, A=Accommodative 
 

Lastly, we assess whether all Islamic banks in Indonesia fail in delivering social 

outcomes Based on the SOWA assessment, based on the figures in Table 5.6 we 

conclude that in 2015, the observed banks fail as their SOWA is less than 50%, 

thus achieving only a defensive rating (admitting responsibility but resisting it 

and doing the least that is required). However, this situation reverses in 2016, as 

some of BUS perform better with average social outcomes of 53.50%. This result 

is consistent with Mallin et al. (2014) and the findings concerning CSR 53.87%. 

Hence, the social failures of Islamic banks somewhat improve in 2016. However, 

all Islamic banks continue to need to address poor social performance in terms 

of the dimensions of environment and customer benefits.   

5.5. Conclusion 

This paper identifies the social outcomes of three different types of Islamic 

banks in Indonesia in 2015–15, comprising 12 Islamic commercial banks (BUS), 7 
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Islamic business units (UUS), and the 7 largest Islamic rural banks (BPRS). 

Employing content analysis, we confirm that social failure takes place in all 

BPRS samples, as the observed banks on average earn the lowest rating, namely, 

reactive (doing the least that is required). As a general rule, the UUS perform 

better than the BUS and the BUS better than the BPRS. However, all Islamic 

banks in Indonesia appear to pay little attention to the environment and 

customer benefits.  

This paper contributes to the small but evolving literature on the ability of 

Islamic banks to deliver social outcomes. In contrast to nearly all other 

dimensions of Islamic banking performance, this is little studied, but often used 

to support the introduction and expansion of Islamic banking systems, 

particularly in developing countries. There are two clear implications for 

institution, industry and regulatory policy. First, the Islamic banking sector 

needs to improve its social outcomes, particularly in relation to the 

environment and customer benefits. Failure to do so may result in a 

deterioration in support of the poor and ordinary people. Second, supervisory 

bodies need to regulate and provide incentives for the industry to address these 

issues. As future research, these findings need to be further investigated from 

the perspective of stakeholders, and this may confirm the empirical results of 

this content analysis.  
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Islamic Social Banking in Indonesia. Journal of Islamic Monetary Economics and 
Finance, 5(2), 237-262. 

 

Abstract 

Despite significant growth and development in recent years, Islamic banking 
(IB) continues to face widespread criticism due to its apparently weak social 
outcomes. This study investigates the social performance of Islamic banking in 
Indonesia, including its justification as an IB objective and the means of 
improvement. We surveyed 506 current and potential Islamic banking 
customers across six Indonesian provinces, combined with in-depth interviews 
with 10 Islamic banking experts consisting of regulators, practitioners, Sharia 
scholars, and academics. The findings strengthen previous results on the topic 
in that 42.89% of respondents consider that IB in Indonesia is socially defensive 
(doing the least that is required in terms of social outcomes), while 6.92% 
believe that it is reactive (doing less than that required). Of the remaining 
respondents, 34.78% consider the social performance as accommodative (doing 
all that is required) and 15.42% see it as proactive (doing more than is required). 
Most respondents (52.96%) suggest improvement by combining corporate 
social responsibility and the ZIS (zakat, infaq, shadaqah)-waqf system. Only 
some (7.11%) suggest the establishment of Islamic social banking, whose main 
feature would be to design an alternative to collateral so that low- and middle-
income customers could more readily access bank financing. We recommend 
that regulators and practitioners take action to address these challenges 
through incentives and long-term strategic planning. 

 

6.1. Introduction 

Although Islamic banking (IB) is theorised to be socially responsible (Asutay & 

Harningtyas, 2015; Haniffa & Hudaib, 2007), IB appears to have no particular 
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concern when it comes to actual implementation. Some even suggest IB only 

has a trivial effect on disadvantaged people (Asutay, 2007, 2008; Mohd Nor, 

2016), while others claim IB focuses on profit seeking as much as conventional 

banks (Abdul-Baki & Uthman, 2017; Abdul-Rahman et al., 2014).   

In an attempt to enhance IB’s social achievements, Dusuki (2008b) suggested a 

corporate social responsibility (CSR) approach. In addition, the implementation 

of CSR would increase the response of IB in dealing with environment impacts, 

creating social benefits, and encouraging positive initiatives. As an alternative, 

Raimi et al. (2014) recommended combining CSR with the waqf (Islamic 

endowments) and zakat (Islamic compulsory charity) systems. Using two 

different simulation cases, Shahimi et al. (2013) argued that cash waqf 

contributes to alleviating poverty by up to 50% in Malaysia. Others more 

radically propose the establishment of Islamic social banking (ISB) as a 

response to the apparent failure of IB in delivering its purported social 

outcomes (Asutay, 2012; Mohd Nor, 2016). After conducting surveys and 

interviews with the stakeholders of Islamic banks in Malaysia, Mohd Nor et al. 

(2016) suggested a social banking (SB) model could be incorporated in the day-

to-day practices of Islamic banks and thereby enhance their social contribution. 

Our study differs from previous research (Asutay, 2012; Dusuki, 2008b; Mohd 

Nor et al., 2016; Raimi et al., 2014; Sairally, 2007) in a number of ways. First, it is 

the first known attempt to consider the establishment of Islamic social banking 

in Indonesia. Second, while previous studies (Dusuki, 2005; Mohd Nor et al., 

2016) employ only traditional survey methods (by either hand or email), we use 

both a drop-off and online survey, in conjunction with an initial pilot survey to 

improve accuracy of the final questionnaire. Third, also unlike existing work, 

our questionnaire uses a seven (not five) point Likert scale for the responses, 

and we believe this is not only more suited to electronic distribution (Finstad, 

2010) but is more reliable (Colman et al., 1997) and with more justifiable 

findings (Preston & Colman, 2000). This should help guide future research in 

this and related areas. Fourth, unlike existing research that surveys only 

particular stakeholder groups, we include all of IB practitioners, regulators 
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(Bank Indonesia, the Financial Services Authority, and the National Shari’ah 

Board) and academics. Again, this should yield better and more reliable 

findings. Lastly, unlike Mohd Nor et al. (2016) who recommend the 

internalisation of social banking within an Islamic bank, we make the case for it 

as a separate and distinct business entity.     

In Indonesia, the idea of establishing or internalising SB principles in IB has 

thus far received little attention. However, this is perhaps only a matter of time, 

because the banking regulator has now newly committed itself to sustainable 

finance and sound banking, both socially and environmentally (Otoritas Jasa 

Keuangan, 2015b). To inform these developments, this paper investigates four 

primary questions. First, what is the social performance of IB in Indonesia? 

Second, should IB in Indonesia place a greater emphasis on the social 

dimension? Third, what is the preferred scenario to improve the social 

performance of Indonesian IB? Finally, what products and services would be 

preferred were ISB established in Indonesia? We conduct a survey, and further 

inform the results through interviews with IB experts.  

This paper contributes to the literature at least in three ways. First, we provide 

an empirical assessment of the social outcomes of IB in Indonesia. Second, we 

discuss the options available to improve the social outcomes of IB. Third, we 

highlight the possible characteristics, services, and products of an ISB were it to 

be established. The structure of the paper is as follows. Section 2 provides a 

literature review. Section 3 describes the methodology. Section 4 discusses the 

findings. Section 5 concludes. Section 6 is recommendation.  

6.2. Literature Review 

6.2.1. IB social objectives  

In relation to social objectives, Islamic scholars divide into two opposing groups 

on the role of social objectives in Islamic banking. A relative few believe that 

Islamic banks should be permitted to operate as normal business entities as 
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long as their operations comply with Syariah (Lewis & Algoud, 2001; 

Satkunasegaran, 2003). In contrast, most Islamic scholars consider that Islamic 

banking should aim to support and encourage an economic system aimed at 

promoting a just, fair, and balanced society (Ahmad, 2000; Naqvi, 2016; 

Siddiqui, 2001). In this way, any economic interaction in society is to “…increase 

the sum of public happiness, whilst reinforcing social solidarities and 

strengthening their values” (Tripp, 2006, p. 119). Similarly, Al-Zuhayli (2003, p. 

250) stated “…the primary goal of Islamic financial institutions is not profit-

making, but the endorsement of social goals of socio-economic development 

and the alleviation of poverty.” Social responsibility practices in Islamic banking 

are part of shari’ah compliance and should not only be considered as fardh 

kifayah (obligatory upon community) but also a reflection method to reduce 

poverty (Yusuf & Bahari, 2015). 

To realise these values, Islamic banks should include these tenets in their daily 

activities, and not place an emphasis solely on financial profit but also 

distributive justice and fulfilling any societal obligation (Usmani, 2002). 

Furthermore, Islamic banking is expected to be more socially responsible than 

conventional banks (Asutay & Harningtyas, 2015; Haniffa & Hudaib, 2007). As a 

result, Kamel (1997) argued that Islamic goals should include objectives relating 

to economic development, the creation of value-added, more exports and fewer 

imports, job creation, the rehabilitation of the incapacitated, and the training of 

others.  

To date, this strong view of the social responsibility of Islamic bank has found 

legislative support in just a few countries, including Indonesia and Jordan 

(Hamidi & Worthington, 2017). In evidence, the Undang-undang Republik 

Indonesia Nomor 21 Tahun 2008 tentang Perbankan Syariah (Islamic banking 

Acts), explicitly encourages Islamic banks to perform a social function, while 

Law No. 28 Year 2000 Banking Law in Jordan requires that Islamic banks not 

only provide banking services, but help reviving social solidarity and provide 

qardh al-hasan (benevolent loans) for the public interest. 
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6.2.2. Actual social outcomes of IB 

According to Wood (1991) social outcomes comprise for instance: social impact, 

programs, and policies aimed to realise social concerns of stakeholders. In this 

regard, social outcomes can be described as realisation of IB’s social objectives 

(Figure 6.1). For instance, alleviating poverty is part of social outcome, the 

realisation of disbursing zakat fund to support this goal illustrates the point.  

Figure 6.1 Social objectives of IB and its realisation (social outcomes) 

 

       Source: Hamidi and Worthington (2017) 

Scholars investigate IB’s social outcomes from various perspectives such as CSR, 

ethical identity, and social reporting. Maali et al. (2006) employed a disclosure 

index method to assess 29 Islamic banks in 16 countries and reveal that social 

reporting is much less than that expected, with only those banks paying zakat 

demonstrating consistently good social disclosure. Elsewhere, Haniffa and 

Hudaib (2007) examined the ethical identity of seven Islamic banks and find 

that these failed to meet the ideal Islamic ethical identity in at least four 

dimensions: commitment to society, disclosure of corporate vision and mission, 

role in managing zakat, charity, and benevolent loans, and top management 

information. In other work, Kamla and G. Rammal (2013) used in-depth content 

analysis to investigate the social reporting (through annual reports and 
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websites) of ten Islamic banks and reveal that these banks appear to commit 

little to helping eradicate poverty or strengthening social justice in society. 

Lastly, Mallin et al. (2014) employed samples of 90 Islamic banks across 13 

countries, finding that they pay rather less attention to the environment than 

expected, while Amran et al. (2017) compared the CSR of Islamic banks in 

Indonesia and Malaysia and show progress in both countries, mostly to do with 

the workplace and community. 

6.3. From SB to ISB 

While most banks keep their commitment to social dimensions through a 

consistently applied corporate social responsibility model, other banks 

emphasis their strategies on social achievement. These banks are well known as 

social banking (SB). Guene and Mayo (2001, p. 1) defined “Social banking as 

where the supplier of financial services takes a positive interest in the social 

outcomes and effects of their activities”. Alternatively, Cornée and Szafarz 

(2014, p. 361) simply contended that SB is “…financial intermediaries paying 

attention to noneconomic (i.e., social, ethical, and environmental) criteria”. 

Some researchers use the term “green banking” (Biswas, 2016; Kaur, 2016), 

“ethical bank” (Chew et al., 2016; Paulet et al., 2015; San-Jose et al., 2011), a 

“sustainable bank” (Korslund & Spengler, 2012), or an “alternative bank” 

(Butzbach & von Mettenheim, 2015). 

No matter with these various names, yet essentially, it comprises a triple-

bottom line principle. These principles have been introduced by Elkington 

(1997) in his seminal book Cannibals with Forks: The Triple Bottom Line of 21st 

Century Business in which he suggested business to not only include economic, 

but also social and environmental factors to assess its performance. These 

parameters later on became popular as triple bottom line (TBL) principles and 

sometimes described using other term such as profit, people and planet (3Ps) 

(Slaper & Hall, 2011; Vanclay, 2010). In banking industry, the 3Ps as can be seen 

from the Figure 6.2, Panel (a) are adopted as the principle of social banking 
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(Benedikter, 2011; Cornée & Szafarz, 2014; De Clerck, 2009; San-Jose et al., 2011; 

Weber, 2014). Hamidi and Worthington (2017) stated that in fact all these 

criterions appear in IB, with different emphasis. For instance, IB considers both 

financial and social outcomes are equally important, although in reality 

financial matters prevail (Hassan & Bashir, 2003). Unlike conventional banks, 

IB has unique services such as zakat and qardh al-hasan, with both schemes 

having the potential to empower the poor. Hence, IB is a parallel to “people”. In 

regard to environment, many verses in the Qur’an, the Holy Scripture for 

Muslim, explicitly advocate people to keep and preserve their nature although 

in reality it seems to be ignored in favour for profitability (Hamidi & 

Worthington, 2018). The addition P for “Prophet” as suggested by (Hamidi & 

Worthington, 2017, 2018) refers to the central role of the Prophet as God’s 

messenger in account that all his thoughts can be applied as an ethical 

guidance for IB. The 4Ps, later titled the quadruple bottom line (QBL), is just 

one proposed framework for establishing ISB (Figure 6.2, Panel b). 

Figure 6.2 From Triple Bottom Line (3P) to Quadruple Bottom Line (4P) 

 

       Source: Hamidi and Worthington (2018) 

Table 6.1. shows the central differences in term of business model, product and 

services, and credit policy between SB, IB, and ISB. Some SB’s practices may be 
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internalised within ISB such as exposing transparency (for instance, customer 

may know where fund collected are distributed) and designing flexible 

collateral (an alternative system to provide productive access to credit). 

Furthermore, encouraging the financing of social, ethical, and environmental 

projects is a priority (Hamidi & Worthington, 2018).  

Table 6.1 Comparison among SB, IB, and ISB 

SB IB (de jure) IB (de facto) ISB 

Business model 

Profit-making, 
but parallel 
optimization of 
social added 
value 

Mixed, financially 
and socially 
acceptable 

Tend to focus on 
profit-making rather 
than social motive, 
with exception on 
zakat and qardh al- 
hasan channels 

Mixed, financially 
and socially 
acceptable, with 
emphasising on 
waqf-zakat-qardh al-
hasan system 

Products and services 

Focus on 
banking basics: 
Saving collection 
and credit 
distribution 

Focus on common 
banking service, 
with special 
attention on profit-
loss sharing projects 

Mostly replicating 
conventional bank 
financial engineering 
tools. Profit-loss 
sharing in many cases 
are trivial 

Focus on common 
banking service, with 
special attention on 
profit-loss sharing 
projects 

Credit policy 

Based on triple 
bottom line 
analysis 
(environmental, 
social and 
financial) 

Islamic ethics 
system encourages 
IB to adopt triple 
bottom line analysis 

Financial outcome 
(single bottom line) 
mostly adopted as 
measurement. 

Adopting quadruple 
bottom line principle 
(prosperity, people, 
planet, and prophet) 

    Source: Hamidi and Worthington (2018) extended. 

6.4. Methodology 

Researchers employ various paradigms according to the nature of their 

research. Kuhn (1996) defined a paradigm as “the set of common beliefs and 

agreements shared between scientists about how problems should be 

understood and addressed”. There are different competing paradigms such as: 

positivist/post-positivist, interpretive-constructive, critical, pragmatic 

worldview, and postmodern/post structural (Creswell, 2009; Denzin & Lincoln, 

2018; Tracy, 2012). Hence, the fittest paradigm that can be applied for the 

research need to be discovered. Positivist researchers believe that the truth 

about something they observe already exists and only needs their investigation 
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to find it (Tracy, 2012). In contrast, interpretivist (or constructivist) scholars 

suggest that reality is not something easily explained in a statement. Instead, 

the creation of knowledge is constructed and produced through intense 

interaction and practices facilitated by the inquirer (Tracy, 2012). Both positivist 

and interpretivist paradigms have their strengths and weaknesses, which at first 

glance seem irreconcilable (Lin, 1998). Instead of using one of these paradigms, 

Roth and Mehta (2002) suggested combining the two approaches because by 

using the combination a better understanding may be generated.  

We will employ two paradigms simultaneously because both should result in a 

deeper understanding and a better outcome. We intend to apply a pragmatic 

paradigm to address the research for several reasons. First, pragmatism is 

associated with mixed methods research, providing the researcher with a 

flexibility to use all suitable methods (Creswell, 2009). Second, this 

combination of approaches tends to provide deeper understanding and more 

generalisable findings (Neuman, 2014). Third, it enhances and strengthens 

research results (Amaratunga et al., 2002). Fourth, we can minimise the 

disadvantages that may occur, because the strengths of one method offset the 

weaknesses of the other. Following this, we employ a sequential explanatory 

design, as shown in Table 6.2. Phase 1 employs a quantitative approach through 

conducting a survey to capture the perceptions of IB stakeholders in terms 

social outcomes, while Phase 2 uses a quantitative approach to scrutinise some 

relevant ideas about the social dimension of IB and the idea of establishing ISB. 

Table 6.2 Sequential explanatory design of the research 

Phases  Description/source 

Phase 1: Quantitative Approach  

• Conducting a survey for Islamic 
banking in term of social 
outcomes 

• Drop-off survey in 5 provinces 

• Online survey 

Phase 2: Qualitative approach 

• Conducting in-depth interview 

• Exploring the idea of Islamic social 
banking 

• Purposive sampling 

• In-depth interview 

• Experts from many backgrounds 
o Regulators (BI, OJK, DSN) 
o Practitioners 
o Academics 
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6.4.1. Data collection and analysis 

The data was collected through a drop-off survey (a questionnaire send to 

respondents so that they were able to complete the questionnaire at workplace 

or home) and an internet survey. Unfortunately, as the survey design was for a 

self-administered questionnaire, there was no opportunity for the research 

team to explain or clarify questions from the respondents. To overcome this 

problem, we distributed an online pilot test from 21 November–29 December 

2017. This experimental survey participated by 137 respondents was to ensure 

that all questions were easily understood by the respondents. Based on this 

pilot test, a new questionnaire was developed, and 420 questionnaires were 

distributed in five provinces (DKI Jakarta, Banten, West Java, Central Java, and 

DI Yogyakarta), as many as 274 of the survey were completed, resulting in a 

65% response rate. These five provinces are well representative of the conduct 

of Islamic banking in Indonesia, as they account for 46% of offices and 65.25% 

of business and customers. The number of respondents for each province is 

shown in Table 3. For the online survey from 1 February–1 March 2018, 245 

respondents participated. In total, these yielded 519 responses, but only 506 

were usable for the analysis. We employ non-probability convenience sampling, 

a technique widely used in banking research (Kumar et al., 2009; Pikkarainen et 

al., 2006; Poon, 2007).   

The questionnaire survey draws on previous studies in the area of IB (Dusuki, 

2005; Gait & Worthington, 2015; Mohd Nor et al., 2016; Zakaria, 2014). The 

questionnaire comprises close-ended questions using multiple-choice questions 

and responses on a seven-point Likert scale. The questionnaire covers three 

main investigations. First, it explores characteristic of respondent demographic 

profiles (gender, age, province, religion, education, occupation, and income). 

Second, it investigates perceptions of current IB social outcomes and any 

possible improvements.  

Third, it studies characteristics of ISB (including preferred products and 

services) if it might be established. To analysis the questionnaire, this study 
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uses descriptive analysis as well as Kruskal-Wallis test. The latter is to identify 

whether independent samples have identical distribution or they have 

differences between groups (Schlotzhauer, 2007). 

In addition to the survey, we also conduct interviews, for which there are four 

types available: (1) face-to-face, (2) telephone, (3) focus group, and (4) 

email/internet (Creswell, 2009). We selected face-to-face interviews because 

they are more detailed than telephone and email/internet interviews. They are 

also more practical than focus groups because arranging for experts from 

government or banks to meet at the one table at the one time would be 

exceedingly difficult. The result of interviews will be organised and coded into 

various themes. Furthermore, we will use software package NVivo 12, to 

generate patterns and visualise data into meaningful table and graph. 

6.4.2. Sampling 

Table 6.3 provides the descriptive statistics of respondents. More males (59.9% 

or 303 participants) than females (40.1% or 203 people) participated in the 

survey. Most are between 26–35 years old (39.7%) followed by 36–45 years old 

(25.1%). This was followed by the youngest participants (18–25 years old) (19%), 

participants aged 46–55 years old (13.6%) and senior citizens (more than 55 

years old) (2.6%).  

Most of the respondents live in West Java (34.2%), followed DKI Jakarta (19%), 

DI Yogyakarta (17%), Central Java (12.5%), Outside Java (8.5%), Banten (4.5%), 

and East Java (4.3%). The respondents from Yogyakarta, Central Java, and 

Banten, which cover almost one-third of the population, are mostly associated 

with Islamic Rural Banks catering for small and medium enterprises.  

As expected, nearly all (99%) respondents are Muslim, while the remainder are 

either Catholic (0.6%) or Christian (0.4%). In terms of education, most are 

relatively well educated, with 44 (8.7%) participants holding a college diploma, 

299 (59.1%) a bachelor’s degree, 96 (19%) a master’s degree, and 16 (3.2%) a 
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doctoral degree. Only 47 (9.3%) of participants had only finished primary or 

secondary school.  

For occupational status, 40.7% of respondents are employees (other), 15.6% are 

managers/executives, 10.5% are professionals, 8.3% are academics, 7.9% are 

merchant/business owners, 7.5% are government employees, 6.1% are students, 

2.8% are housewives, 0.4% are farmers, and 0.2% are unemployed. We 

designate the majority of respondents as lower income given monthly incomes 

ranging from less than IDR 2,000,000.00 (13.2%) and between IDR 2,000,001 

(40.9%) and IDR 5,000,000.00, while 21.9% of participants are middle income 

and 12.8% upper middle income. The remaining 11.1% of respondents are high 

income.   

In relation to Islamic banking, most respondents (72.3%) had accounts in both 

Islamic as well as in conventional banks, while the remainder (36.8%) were 

customers only of Islamic banks. The primary relations are as depositor (36.8%) 

or depositor and practitioner (31.6%), followed by depositor and borrower 

(17.6%), depositor and academic (3%), depositor and regulator (1.8%), depositor 

and Shari’ah adviser (0.6%), depositor and stockholder (0.4%), and general 

community (8.3%).  

Table 6.3 Profile of respondents 

Characteristics  N % 
Gender Male 303 59.9 
 Female 203 40.1 
Age 18-25 96 19.0 
 26-35 201 39,7 
 36-45 127 25.1 
 46-55 69 13.6 
 Above 55 13 2.6 
Province DKI 96 19.0 
 West Java 173 34.2 
 Banten 23 4.5 
 Central Java 63 12.5 
 DIY 86 17.0 
 East Java 22 4.3 
 Outside Java 43 8.5 
Religion Islam 501 99.0 
 Catholic 3 0.6 
 Christian 2 0.4 
Education Primary/Secondary School 47 9.3 
 College Diploma 44 8.7 
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 Bachelor’s Degree 299 59.1 
 Master’s Degree 96 19.0 
 Doctoral Degree 16 3.2 
 Other 4 0.8 
Occupation Manager/Executive 79 15.6 
 Professional (Lawyer, Accountant, Doctor etc.) 53 10.5 
 Academics 42 8.3 
 Merchant/Business owner 40 7.9 
 Government employee 38 7.5 
 Farmer 2 0.4 
 Housewife 14 2.8 
 Student 31 6.1 
 Unemployed 1 0.2 
 Other (employees) 206 40.7 
Income Below IDR 2,000,000.00 67 13.2 
 IDR 2,000,001.00 - IDR 5,000,000.00 207 40.9 
 IDR 5,000,001.00 – IDR 10,000,000.00 111 21.9 
 IDR 10,000,001.00 - IDR 20,000,000.00 65 12.8 
 More than IDR 20,000,001.00 56 11.1 
Bank Account Islamic and conventional bank 366 72.3 
 Islamic only 140 27.7 
Role Depositor only 186 36.8 
 Depositor & borrower 89 17.6 
 Depositor & practitioner 160 31.6 
 Depositor & Syariah adviser 3 0.6 
 Depositor & regulator 9 1.8 
 Depositor & Academia 15 3.0 
 Depositor & Stockholder 2 0.4 
 Community (non-above) 42 8.3 

 

Table 6.4 List of interviewees, their institutions and positions 

No Institution Respondent Code Positions 

1 Regulator R1 Senior Researcher 

2 Regulator R2 Director 

3 Islamic commercial bank R3 President Director 

4 Regulator R4 Deputy Director 

5 Regulator R5 Shari’ah Advisor 

6 University R6 Senior Lecturer 

7 Islamic commercial bank R7 Commissioner 

8 Islamic Rural Bank R8 President director 

9 Islamic commercial bank R9 Shari’ah Advisor 

10 Islamic Business Unit R10 Director 

 

For the interview, the participants are obtained from the population through 

multi-stage or clustering procedure. Regarding this, we first identify clusters 

(related organisations or institutions) then search for names of individual 

within these clusters, then sample the targeted names (Creswell, 2009). 
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Samples are collected using purposive sampling. This sampling is aimed at 

targeting relevant participants (interviewees) who are capable of answering the 

research questions (Bryman, 2016). The interviewees are from various 

backgrounds including a regulatory body (such as Bank Indonesia, OJK, DSN), 

practitioners, and academics. Table 6.4 lists the respondents. 

6.5. Results and Discussion 

6.5.1. Respond on delivering social outcomes 

As discussed, scholars have had different opinions on the way IB responds to 

social outcomes. On one hand, they tend to liberate IB to be a normal business 

entity for pursuing profit. IB shall not use a considered amount of shareholder’s 

fund to be used for social activities, because it might jeopardise the bank (Lewis 

& Algoud, 2001; Satkunasegaran, 2003). On the other hand, many have 

suggested IB to deliver social outcomes, because this issue is inseparable and 

important for IB as its focus is on pursuing profit.   

From the survey, respondents seem to go with the second opinion (Table 6.5). 

Most of them (48.2% agree and 24.5% strongly agree) suggest IB shall actively 

take part on social activities, because this is an essential part of its philosophical 

foundation. The majority of respondents (46.4 agree and 34.6 strongly agree) 

believe by conducting their social agenda will strengthen the status of the bank. 

Another interesting point, the majority of participants (45.3 strongly agree and 

36.8 agree) seem to insist IB to have a better social result than conventional 

banks.  
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Table 6.5 IB Stakeholders’ perception on delivering social outcomes 

Items 
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Islamic banks should not 
abandon delivering social 
outcomes because it is a part of 
its founding philosophy 

1.2 3.4 3.8 14 4.9 48.2 24.5 5.6 

Doing social outcomes will 
strengthen reputation of Islamic 
Banks 

0.8 0.8 1.2 7.9 8.3 46.4 34.6 6.0 

Islamic banks should show 
higher social results than 
conventional banks 

0.4 0.2 1.4 9.7 6.3 36.8 45.3 6.13 

 

Further explanation from the Kruskal–Wallis test (Table 6.6) suggests that all 

three questions above statistically insignificant (Asymp. Sig. > 0.05) indicates 

that there are no differences perception among the different stakeholders’ role. 

In other words, almost all of respondents have voiced the similar opinion on 

the essence of delivering social outcomes for IB. They expect IB will do this task 

better than the conventional bank. Yet, from the perspective of interviewees, 

they differ in defining what social aspects of IB are included. Some of these 

following statements illustrate the point. 

Social finance includes ziswaf (zakat, infaq, shadaqah, waqf) in which the 

institution has a capacity as amil (collector of zakat) as well as nadzir 

(managing of waqf). R1 

The so-called social is more to allowing deprive people to have equal 

opportunity to restore in many ways, for instance financing to help 

infrastructure. The IB’s commercial goal is at around 90%, while the 

remaining is for social purpose. R2  

Social function in the form of baitul mal institution, receiving funds from 

zakat-waqf, grants, or other social funds, and channelling them to zakat 
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management organizations. R4 

The social part of the bank is when we can create opportunities. Why are 

we using opportunity? That opportunity, if I say the opportunity, we talk 

about lead the middle class, we got a lot in Indonesia. But when we talk 

about low segment, they do not have a chance. That is way we take 

women as our priority. First, we select productive poor women then we 

provide training. This is very important; empowerment is very 

important. R7 

Table 6.6 Kruskal-Wallis tests: respondents’ responses on IB’s social outcomes 

Questions Role N Mean 
Rank 

Asymp. 
sig. (p) 

Islamic banks 
should not abandon 
delivering social 
outcomes because it 
is a part of its 
founding 
philosophy 

Depositor only 186 251.54 .494 
Depositor as well as a borrower 89 239.65 
Depositor as well as practitioner 
(manager and staff) 

160 262.08 

Depositor as well as a Syariah adviser 3 322.33 
Depositor as well as a regulator 9 260.67 
Depositor as well as an academic 15 312.97 
Depositor as well as an owner 
(stockholder) 

2 261.25 

Community (none above) 42 230.80 
Total 506  

Doing social 
outcomes will 
strengthen 
reputation of 
Islamic Banks 

Depositor only 186 247.84 .602 
Depositor as well as a borrower 89 243.39 
Depositor as well as practitioner 
(manager and staff) 

160 264.02 

Depositor as well as a Syariah adviser 3 144.33 
Depositor as well as a regulator 9 289.72 
Depositor as well as an academic 15 286.77 
Depositor as well as an owner 
(stockholder) 

2 215.25 

Community (none above) 42 249.92 
Total 506  

Islamic banks 
should show higher 
social results than 
conventional banks 

Depositor only 186 250.68 .322 

Depositor as well as a borrower 89 231.13 

Depositor as well as practitioner 
(manager and staff) 

160 266.63 

Depositor as well as a Syariah adviser 3 203.83 

Depositor as well as a regulator 9 287.67 

Depositor as well as an academic 15 309.00 

Depositor as well as an owner 
(stockholder) 

2 199.50 

Community (none above) 42 242.36 

Total 506  

  



155 
 

6.5.2. Respond on IB’s social responsiveness 

The term social responsiveness is measured by using a four-category rating: 

reactive, defensive, accommodative, and proactive (RDAP Scale). This scale was 

introduced by Carroll (1979), Wartick and Cochran (1985), Clarkson (1995), and 

further modified by (Hamidi & Worthington, 2018) as shown in Table 6.7.  

Table 6.7 RDAP Scale for Assessing Social Responsiveness 

Achievement 

 

Rating Posture or Strategy Performance 

0–40 Reactive Deny responsibility Doing less than 

 41–50 Defensive Admit responsibility but fight 

 

Doing the least that 

  51–60 Accommodative Accept responsibility Doing all that is 

 61–100 Proactive Anticipate responsibility Doing more than is 

  

When requested to respond about the social responsiveness of IB, the majority 

respondents of survey (42.89%) say that IB is in defensive level (doing the least 

that is required), while few of them (6.92%) suggest even worst that IB is 

reactive point (doing less than required). On the contrary, 34.78% of 

respondents believe that IB is in the accommodative position (doing all that is 

required) and further 15.42% of them state that IB is proactive (doing more than 

is required) in delivering social outcomes (Figure 6.3).  

Figure 6.3 Stakeholders’ perception on IB’s social responsiveness (%) 
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If we search into detail from the educational segment, those who pointed out IB 

is currently in defensive level are supported by participants from more 

educated respondents (7 doctors, 40 master, 130 bachelor, 19 college diploma, 

and 20 primary school), while the supporters of accommodative level is lesser (3 

doctors, 36 masters, 107 bachelors, 14, college diploma, and 15 

primary/secondary school) (Figure 6.4).  

Figure 6.4 Stakeholders’ perception on social outcomes of IB based on their 

education 

 

Once we confront this to the experts, almost all of them admit it.  Seven out 10 

interviewees have given responses: five professionals suggest the social 

outcomes of IB are less than expectations, none considers as expected, and two 

are neutral (no positive or negative assessment) as can be depicted in Table 6.8.     
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Table 6.8 Experts’ responses on IB’s social responsiveness 

Interviewees Responses  Total 

As expected Neutral Under expectation 

R1 0 0 1 1 
R2 0 0 1 1 
R3 0 1 0 1 
R4 0 0 0 0 
R5 0 0 1 1 
R6 0 0 0 0 
R7 0 0 0 0 
R8 0 0 1 1 
R9 0 0 1 1 
R10 0 1 0 1 

Total (10) 0 2 5 7 

          Note: 0 indicates disagree with statement, 1 otherwise  

Those who agree that social outcomes of IB are at low level, suggest an 

immediate improvement need to be done. Some illustrative comments are as 

follow: 

Yes, it is still far, because they only depend on management, it means 

depending on the owner. If the owner does not care, there will be none 

[social activities]. R1 

It is still far. No money no action. It can be said that Islamic banking 

today is still marginal. In this sense, I have to say that the level of 

efficiency compared to conventional is still lower, why? Because some 

things are actually sunatullah [Law of God]. The sunnatullah suggests 

the power of number. The larger the assets, the more efficient. R2 

We have social activities, but only in the form of CSR. But the number is 

small, only a few billion rupiah. Small. If we want it to be larger, the 

question is: we have to set up the infrastructure, don’t we? R10 

6.5.3. Approach to improve IB’s social responsiveness 

Figure 6.3 demonstrates that almost a half of the respondents (total of defensive 

42.89% and reactive 6.92%) indicate that the social outcomes resulted from IB 

is not impressive suggesting that there is a need to improve it. There are 

possible approaches to improve as suggested by the scholars including: (1) 
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maximising CSR (Dusuki, 2005), (2) combining CSR with waqf and zakat 

system (Raimi et al., 2014), (3) establishing waqf bank (Mohammad, 2011), (4) 

establishing ISB trough micro finance or Bait al Mal wat Tamwil or BMT 

(Hamidi & Worthington, 2017), (5) establishing an ISB as new business entity. 

Among these options, the majority of respondents (52.96) prefer scenario 

number 2, followed by emphasising CSR (25.1%) and BMT (9.09%). Only a 

small number (7.11%) considered the idea of ISB is ready (Figure 6.5). 

Figure 6.5 Stakeholders’ perception on how to improve social outcomes of 

Islamic Banks (%) 
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Figure 6.6 Stakeholders’ perception on how to improve social outcomes of IB 

based on their role (%) 

 

When we scrutinise the first and the second choices, we find that depositors as 

well as regulators and depositors as well as Syariah advisers in both positions, 

not other choices (Figure 6.6). Supporters for ISB are from depositors only 

(3.16%), depositors as well as borrowers (1.19%), depositors as well as 

practitioners (1.58%), a depositor as well as a stockholder (0.2%), and 

community (0.59%) (Figure 6.6).   

Regarding the scenarios to improve social responsiveness of IB, experts seem to 

have different point of views or even conflicting. For instance, one who suggests 

not to establish a new type of IB since the Islamic values of existing banks are 

not fully implemented. In contrast, the need for establishing a new type of IB to 

improve their social outcomes could not be negated. 

 I don't think it is necessary [to make a new type of bank], because the 

existing banks are not yet implemented, it may not have the same 

mindset. If you finally create another banking, worrying doesn't mean 
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anything. R3 

We have learned, we have been in Indonesia for almost more than 25 

years, operating in 1992 now in 2017, meaning 25 years. Our market share 

is still 5.2% because of the results of the conversion of the BPD Aceh. My 

question is: if a new bank is created again, do we not repeat the same 

thing as the existing one? R10 

This Islamic bank has deviated from its khittah (ideal), now the choice is 

two: Islamic banks are usually like this, it can be shifted a little but 

cannot really return to the ideal. Yes, there is a need to establish one 

more institution that can really combine commercial and social. R1  

Those seem to agree to the idea of establishing a new kind of IB out of the 

existing suggest using Baitul Mal wat Tamwil (BMT) or waqf bank. BMT is a 

type of Islamic micro finance with two different functions. As its name implies, 

Baitul Mal refers to treasure house, dedicated for social mission by collecting 

zakat, infaq, and shadaqah. While Baitut Tamwil (house of wealth 

management) serves for financial intermediation such as saving and financing 

(Hadisumarto & Ismail, 2010). According Aziz (2006) to the initial capital 

invested in BMT is between IDR20-30 million (around US$1,333-2,000). Their 

opinion and their reason are as follows:  

In my opinion, BMT is more visible because it doesn't need a lot of 

funds. R1 

There has been a discussion about waqf bank. Waqf banks will maximise 

existing social funds. R8 

Although BMT is attractive to be chosen as an alternative body to enhance 

social dimension of IB, however, this institution is not without pejorative 

image. Some suggest avoiding it, as in reality its performance is constantly 

under questions.   

The role of Baitul Mal of BMT is very limited. R9 
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The problem is the nadzir [manager of waqf] and these muzaki (who 

pays zakat) are reluctant to go to BMT. Because, BMT has been labelled 

as a business institution. Even though they distribute their zakat 

through BMT, the amount is small. Because, BMT’s business is small, 

muzaki is doubtful. Hence, BMT receives very little funding for the social 

goals. R5 

The majority of respondents suggest combining CSR and the zakat–waqf 

system, a finding consistent with those in Dusuki (2008b) and Raimi et al. 

(2014). However, while this is theoretically feasible, in practice it may face 

potentially serious legal challenges.   

Clearly, the character of CSR and waqf is different. The waqf property 

must be eternal, what we give away is the result of its investment. While 

CSR runs out, not for endowments. If CSR is combined with waqf, will it 

be a nadzir activity or bank activity? It must be clear. Because it is 

something different, if bank activities mean role of nadzir melts, it is 

gone. If nadzir activities mean that the bank is increasingly lost in its 

social function, because who have the right to manage and distribute the 

investment of the waqf are nadzir. R9 

Regardless of the aforementioned approaches, from the interviewees’ stance, 

they identify at least other seven policies to improve the social outcomes of IB 

(Figure 6.7).  Four of them are relating to zakat (Paying zakat, cooperating with 

BAZNAS, establishing Baitul Mal, and increasing the size of IB). This finding 

affirms that IB provides more social disclosure than those are not subject to 

zakat (Maali et al., 2006).  First, it is suggested that IB requires to pay zakat, 

because zakat is one of the main sources of social fund. Second, IB needs to 

cooperate with BAZNAS (the national zakat amil board) to improve the 

collection of zakat and its distribution. Third, IB may separately establish Baitul 

Mal to focus on managing ZIS of within its organisation. Fourth, IB needs to 

constantly increase their sizes, because it will increase the amount of zakat 

being collected.  
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Figure 6.7 Experts’ views on how to improve social outcomes (Hierarchy Chart 

Based on Nodes) 

 

Aside from zakat, there are two issues that need to be settled by regulation 

body as suggested by the experts. First, the implementation of 3P should be an 

obligatory rather than an optional choice. This seems important because it 

constitutes the second largest part of experts’ recommendation after 

establishment of waqf bank. Second, the regulation body should provide 

incentives to IB in order they easily adopt the policies and gradually shift to 

implement the policies into practices. Another remaining option is to establish 

a finance company. It is considered simpler than waqf bank, because it will only 

manage waqf assets not depositors’ money.   

6.5.4. Response to specific features of ISB  

Although the supporters of ISB are only around 7% out of 506 respondents, 

however it should not be neglected, and it is worthwhile to be studied. First, 



163 
 

from expert views, few of them recommend ISB as an option, because the 

existing IB is difficult to be altered.  

Yes, there is a need to establish one more institution that can really 

combine commercial and social. R1  

ISB should be from waqf, if it uses this channel, then it can be done. We, 

then, prepare who are the mauquf ‘alaih (beneficiaries of waqf), then 

distribute it to the beneficiaries. R6 

Second, in the future, most of the experts follow suitable finance whereby IB 

should not only focus on its profit or prosperity, but also emphasise on people 

and planet.  

So, it fits perfectly the idea of sustainable finance with IB. Because the 

bank is a business institution, of course it must be profit, so that from 

the accounting side it must be sustainable. Then it must also have a 

good impact on the community, empowering and no exploitation from 

one party to another. Then the planet must also have a good impact. R4 

Table 6.9 Stakeholders’ perception on the characteristics of ISB 

  Responses Percent of 
Cases   N Percent 

Frequency ISBa Banking basic 76 11.6 15.5 
 Ethical project and preserving environment 87 13.3 17.6 
 Prioritising local people 121 18.5 24.5 
 Designing an alternative collateral 148 22.6 30.0 
 Transparency 71 10.9 14.4 
 Democratic in decision making 22 3.4 4.5 
 All applies 129 19.7 26.1 
  654 100.0 132.4% 

a. Dichotomy group tabulated at value 1 

 

Third, the respondents consider that the current IB practice might not allow 

productive individuals with limited capital to access bank’s financing. In 

contrast, IB supporters seem to overestimate the willingness of Islamic banks to 

provide long-term financing to support economic growth (Chapra, 1992; 

Siddiqi, 1983). In this regard, they suggest if a new institution is about to 

establish, this bank shall design an alternative collateral (22.6%) (Table 6.9). 
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This parallels a suggestion by San-Jose et al. (2011) to develop an alternative 

guarantee system that would be more accessible for small and medium-sized 

enterprises. Moreover, it should operate locally and aim to serve the lower 

middle class (18.5%). This is consistent with Guene and Mayo (2001) and Mohd 

Nor et al. (2016) and their arguments to provide loans for low-income 

consumers as well as small and micro enterprises. Furthermore, this 

hypothesized bank would not only target profitable projects, but also support 

ethical and environmental projects (13.3%). The respondents also indicated to 

some extent that they were in favour of Islamic banks pursuing environmental 

preservation alongside social banking (Benedikter, 2011; De Clerck, 2009; 

Weber, 2014). Certainly, while Islamic values consider the environment as 

having the utmost priority (Abdelzaher et al., 2019), in practice it is also 

somewhat neglected by Islamic banks (Asutay & Harningtyas, 2015; Haniffa & 

Hudaib, 2007).   

In addition, as the bank’s orientation is lower middle class, then it should focus 

its service on providing basic saving and financing facilities (11.6%). This is also 

in line with proponents of social banking that these banks should pay attention 

to the fulfilment of the basic necessities of life such as consumption, housing, 

transportation, and communication (Reifner, 1992). 

Expert interviews support all these points. Whether we need establishing a 

specific institution or improving social outcomes from the existing IB, their 

ideal features should comprise nine main characteristics (Figure 6.8). These 

include: (1) transparency, (2) designing an alternative system of collateral, (3) 

emphasising green banking and ethical projects, (4) supporting micro 

enterprises, (5) empowering disadvantaged groups including women and the 

poor (6) prioritising the agricultural sector, (7) collecting zakat and cash waqf, 

(8) creating jobs for people, and (9) using the internet and branchless banking.  
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Figure 6.8 Experts’ views on the features and characteristics of ISB (Hierarchy 

Chart Based on Nodes) 

 

 

6.6. Conclusion 

This paper addresses main issues regarding social outcomes and the prospect of 

establishment of ISB. Employing a survey and interview with some relevant 

experts and professionals, our study makes important contributions to financial 

sector, regulation, and policy. First, both survey and interview indicate that the 

social outcomes of IB are low (42.89% the respondents consider IB “admitting 

responsibility but fight it” or doing the least that is required, while 6.92% of 

them suggest IB is “denying responsibility” or doing less than required), hence 

need to be further enhanced. Second, to improve the social responsiveness of 

IB, the majority of respondents prefer a combination of CSR and the ZIS-waqf 

system (52.96%) or maximising the role of CSR (25.1%). Third, although 

theoretically combining CSR and ZIS-waqf system is feasible, however in the 

practical sense, it might encounter legal issue as both have different 

characteristics. Fourth, if ISB is an option, then respondents suggest it should 

operate in local areas to cater to disadvantaged groups (women and low-
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income customers). Accordingly, the bank should design an alternative 

collateral system, more transparent, provides financing to both profitable and 

ethical projects. The ISB would be advised to target micro enterprises and 

finance agricultural segment.  

6.7. Recommendations 

Based on the results of this study, we recommend that regulators and 

practitioners should take actions to improve the social outcomes of IB. We also 

suggest consideration of establishing an ISB because it helps support the 

prospects of sustainable finance.  

As the respondents suggested, delivering social outcomes may strengthen the 

reputation of IB. Besides, they also expect that IB should demonstrate social 

outcomes more than conventional bank. In this regard, we recommend IB 

practitioners seriously address some of the social matters discussed in this 

paper. These not only relate to the management of zakat and qardh al-hasan, 

but also by designing policies that help the underprivileged improves their 

financial standing. Possibilities include, for instance, extending services to rural 

areas; designing alternative collateral systems; and promoting or empowering 

women. While these will incur a cost to a bank, there should be a 

corresponding gain in reputation. The experience of Bank Tabungan 

Pembangunan Nasional (BTPN) Syariah well illustrates the point, with the bank 

maintaining both superior financial and social performance after its first 

financing cycle (BTPN Syariah, 2018).    

According to most respondents, the preferred approach to improving social 

outcomes in IB is through combining CSR and the ZIS-waqf system. 

Consequently, regulators could review some of the options for legal reform that 

would suit this purpose. Further, although only a small number of respondents 

supported the establishment of an ISB possibly because it is not a well-known 

alternative banking form in Indonesia, we consider it worthy of attention. We 

also encourage the regulator to consider the level of obligation involved in 
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sustainable finance given the social contract of IB in Indonesia. In practice, 

regulators may need to provide some incentives to make this policy more 

attractive.  

Of course, this study has some obvious limitations concerning the conduct of 

the survey. There is also a need to extend the findings in more detail. We 

recommend that future researchers consider how we could combine CSR and 

the ZIS-waqf system as one of the options and whether it would be possible to 

offer ISB product and services within existing IB banks as an alternative to 

establishing a separate ISB. 
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Chapter 7: Beyond the Triple Bottom 

Line: Prosperity, People, Planet and 

Prophet in Islamic Banking 

What follows is a paper currently under editorial review at International Journal 
of Islamic and Middle Eastern Finance and Management and included as part of 
this thesis with the approval of all co-authors. 

 

Abstract 

Purpose  ̶  Extend the triple bottom line (TBL) framework (Prosperity, People, 
and Planet) (the so-called 3Ps) into a quadruple bottom line (QBL) framework 
by adding a new dimension, namely, Prophet (and the now 4Ps), to reflect 
Islamic values for organizations seeking compliance with religious principles.  

Design/methodology/approach  ̶  We conduct a survey of 504 Islamic bank 
stakeholders across six provinces in Indonesia and employ regression analysis 
to test the applicability of the proposed 4Ps. We further examine their 
application in two large Islamic banks in Indonesia and Malaysia as case 
studies. 

Findings  ̶  The models created are all highly significant and well reflect the 
broad stakeholder perspective on bank performance. Of the four elements, we 
find stakeholders rank Prosperity first, followed by Prophet and then Planet. 
The case study strengthens the application of the new Prophet dimension as a 
way for Islamic banks to improve their financial, social, and economic 
performance, particularly during periods of financial distress. 

Research limitations  ̶   We only use survey data from a single country and this 
may limit the generalizability of the findings.  

Practical implications  ̶  Practitioners will find the QBL useful in assessing 
organizational performance, as will regulators seeking to improve the social 
and economic outcomes of the Islamic banking sector. 
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Originality/value  ̶  This paper internalizes Maqasid al-Shari’ah (the most basic 
goal of Islamic law) as a simple but essential approach to organizational 
performance and business excellence using empirical evidence from a real-
world banking setting.    

 

7.1. Introduction 

The global adoption of sustainable finance is a strategy to develop a financial 

sector that better aligns with the idea of incorporating social, environmental, 

and governance in all types of investment (European Commission, 2015). In so 

doing, not only stockholders but also stakeholders as a whole can enjoy long-

lasting economic benefits. The well-known triple bottom line (TBL) framework 

applying these principles now operates in almost all organisational types, 

including private business and government and nongovernmental 

organisations.  

The TBL concept has long been considered a standard approach to assessing 

business performance (Colbert & Kurucz, 2007; Norman & MacDonald, 2004). 

However, despite its widespread popularity, there are several concerns. One is 

that TBL is mere business jargon lacking a sound methodology to assess social 

and environmental bottom lines in the way profit is calculated (Norman and 

MacDonald, 2004). Another is that the framework omits the innovation 

dimension, an important matter for successful business (Longoni & Cagliano, 

2018; Pinkse & Kolk, 2010).  

Yet another concern is that it is impossible to propose sustainability without 

addressing the key dimensions of human rights performance and governance 

(Aras & Crowther, 2013) and to integrate the concept of total quality 

management to enable the measurement of sustainable development (Garvare 

& Isaksson, 2001). A final concern is the apparent lack of a shift in focus from 

profit or prosperity as the primary objective to considering people and planet as 

equally important dimensions (Luke & Olugbenga, 2013; Sridhar, 2012). 
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Apart from these general concerns, it is also surprising only a few Islamic 

financial institutions employ TBL. From the Islamic viewpoint, performance 

measurement is inseparable from the objectives of Islamic law, with Islamic 

banks expected to deliver on the objectives encompassed in Maqasid al-Shari’ah 

(the basic goals of Islamic law). Consequently, the need for establishing a 

specific performance framework for Islamic banks has recently become the 

subject of intense interest. But instead of using TBL, researchers have 

attempted two approaches to assess Islamic socio-developmental performance: 

adopting corporate social responsibility (Alamer et al., 2015; Hassan & Harahap, 

2010; Maali et al., 2006) and developing indexes based on Maqasid al-Shari’ah 

(Asutay & Harningtyas, 2015; Bedoui & Mansour, 2015; Mohammed et al., 2015; 

Rahman et al., 2017; Widarjono, 2018).  

The question arises as to why these studies exclude the possibility of applying 

TBL to Islamic banks. One possible explanation is that the existing TBL 

framework lacks any religiosity dimension as a reflection of faith (din). The 

omission of this dimension could hide several unique dimensions of Islamic 

bank performance. For instance, according to the Accounting and Auditing 

Organization for Islamic Financial Institutions (AAOIFI), Islamic banks must 

declare unlawful transactions (haram business), provide a statement of the 

source and use of zakat (alms-giving), and detail the sources of fund and the 

amount given to beneficiaries in the form of qardh al-hasan (benevolent loans) 

(Maali et al., 2006).  

The objective of this paper is threefold. First, we propose to integrate the 

concept of Ghazalian maqasid within well-known TBL principles as a way for 

non-Shari’ah scholars to more easily engage with its concept. To do this, we 

extend the current TBL framework (Prosperity, People, Planet) with an 

additional P for Prophet as representative of the Islamic religiosity needed for 

ethical guidance, boosting social performance and enhancing business 

excellence. Second, we assess these new concepts using a survey of Islamic bank 

stakeholders in Indonesia and test whether any or all pillars significantly 
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influence the perceptions of these stakeholders of Islamic bank performance. 

Third, we provide Bank Muamalat Indonesia (BMI) and Bank Muamalat 

Malaysia Berhard (BMMB) as a case study to consider how their application of 

the Prophet principle has allowed them to turn around their business 

performance during a period of financial distress.  

There are two mains contribution of this paper. First, we extend the existing 

literature on bank performance measurement to the next level by integrating 

Maqasid al-Shari’ah into an existing and well-accepted framework. Second, we 

provide empirical evidence to industry practitioners and regulators that the 

application of spirituality and religiosity in the new approach can enhance 

financial performance in a real-world context. The structure of the remainder of 

the paper is as follows. Section 7.2 reviews the relevant literature and Section 

7.3 describes the methodology. Section 7.4 discusses the findings. Section 7.5 

concludes.  

7.2. Literature review 

7.2.1. The triple bottom line (TBL) 

Elkington (1997) redefined sustainable capitalism by combining financial and 

nonfinancial performance. He simplified his approach across three dimensions: 

the economic, environmental and social bottom lines, later famously known as 

the TBL. While there is some argument about what terminologically constitutes 

the TBL, they generally have a similar meaning (Vanclay, 2010). In this paper, 

we take the TBL to refer to the 3Ps (Prosperity, People and Planet). We consider 

Prosperity here as being more meaningful in that the alternative of Profit may 

indicate a benefit for the firm, but with no direct impact on workers or their 

communities (Hammer & Pivo, 2017).  

The TBL framework soon became an essential tool for assessing organizational 

performance. The measures of the economic bottom line, for instance, include 

the growth of sales and profits and the returns on assets and equity growth 



172 
 

(Hubbard, 2009). Others like Dyllick and Hockerts (2002) suggested also 

including financial capital (equity and debt), tangible capital (machinery, land, 

and stock), and intangible capital (reputation and invention). Subsequently, 

Elkington (1998) added human capital (skills and knowledge-based assets), 

accountability and other indicators (including long-term indicators of 

sustainability). Clearly, although researchers agree about the definition of TBL, 

there is considerable variance in how to measure it. Some recommend 

measuring all of the TBL dimensions in a common unit such as money. 

However, some specific measures such as endangered species may be difficult 

to be monetize, suggesting the use of indexes (Slaper & Hall, 2011).  

Finally, some researchers specifically address the application of TBL as a 

measurement tool. Dyllick and Hockerts (2002) offered six dimensions 

practitioners could use to maximise corporate sustainability, including eco-

efficiency, socio-efficiency, eco-effectiveness, socio-effectiveness, sufficiency, 

and ecological equity. Hubbard (2009) suggested measuring sustainable 

performance using the sustainable balanced scorecard (BSC) rather than a pure 

TBL approach, as the latter was too complex and demanding for managers. He 

accomplished this by augmenting the conventional BSC approach with 

additional nonmarket, environmental and social parameters.  

7.2.2. The purpose of Islamic law (Maqasid al-Shari’ah) 

Maqasid al-Shari’ah means the basic objective of Islamic law. Al-Ghazali 

explained Maqasid al-Shari’ah into five categories: (1) preservation of faith (din), 

(2) protecting soul (nafs), (3) protecting mind (‘aql), (4) protecting offspring 

(nasl), and (5) protecting wealth (mal) (Auda, 2008). Abu Zaharah (1997) 

simplified Maqasid al-Shari’ah into three domains: education (tahdhib al-fard), 

justice (al-‘adl), and public interest (al-maslahah). Chapra (2007b) argued that 

while the five goals of Maqasid al-Shari’ah are the primary (al-ashliyyah) 

consideration, there are additional or secondary goals (tabi’ah) derived from 
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the Qur’an (the Holy Scripture of Muslim) and the Sunnah (the sayings of the 

Prophet Muhammad (PBUH).  

Maqasid al-Shari’ah has been widely developed and applied in economics and 

finance, particularly in Muslim countries. Alziyadat and Ahmed (2019) 

developed a conceptual framework to determine ethical decision-making in 

Islamic financial institutions by employing Al-Rasuni’s thought on Maqasid al-

Syari’ah. Dusuki and Abdullah (2007) constructed an implication of Maqasid al-

Shari’ah and maslahah (the public good) to incorporate social responsibility. 

However, they did not provide a specific framework for measurement. Filling 

this gap, Mohammed et al. (2008) developed a measurement of Islamic 

performance based on three pillars of Zaharahan maqasid. They used the 

Sekaran method to operationalize the maqasid into quantifiable measures and 

applied their model to six Islamic banks. Later, Bedoui and Mansour (2015) 

developed a pentagon-shaped performance approach by employing the five 

pillars of Ghazalian maqasid and subsequently extended it to An-Najjar’s eight 

pillars of Maqasid al-Shari’ah. Their method incorporated the ethical stance of 

Islam in quantitative measurement at the macro level, while (Asutay & 

Harningtyas, 2015) designed an Islamic banking performance framework using 

An-Najjar’s eight pillars of Maqasid al-Shari’ah and applied it to 13 Islamic 

banks from six countries over a 5-year period.  
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Figure 7.1 Performance of Islamic banks using QBL principles 

 

In this study, we propose augmenting the existing TBL to become the 

quadruple bottom line (QBL) (Prosperity, People, Planet and Prophet). We 

explain QBL using Maqasid al-Shari’ah principles, as shown in Figure 7.1. For 

instance, Prosperity constitutes the safeguarding of self (nafs) and wealth (mal); 

People entails the safeguarding of intellect (‘aql) and posterity (nasl) and 

Prophet represents the safeguarding of faith (din). We further clarify these four 

dimensions with corollaries developed by Chapra (2007b) along with the 

dimension of planet proposed by An-Najjar (2006) and his suggestion of a link 

with wealth (the dotted line). We adopt the indicators in (Allet, 2012) to reflect 

the environment.  



175 
 

7.3. Methodology 

7.3.1. Data Collection 

We collected the primary data through a survey in Indonesia, including both a 

drop-off survey and an internet survey. As there was no opportunity for 

respondents to seek clarification of the questions in the survey in either case, 

we conducted an online pilot survey from 21 November–29 December 2017 of 

137 trial respondents. Based on this pilot test, we developed a new 

questionnaire, and 420 questionnaires were distributed across five Indonesian 

provinces (DKI Jakarta, Banten, West Java, Central Java, and DI Yogyakarta), 

with 274 surveys completed, resulting in a 65% response rate. With the online 

survey conducted 1 February–1 March 2018, 245 respondents participated. In 

total, we collected 519 survey responses, of which 504 (97%) were usable.  

The questionnaire survey is developed based on previous studies (Allet, 2012; 

Gait & Worthington, 2015; Mohd Nor et al., 2016; Zakaria, 2014). The 

questionnaire employs close-ended questions using multiple-choice questions 

and seven-point Likert scale response options. The questionnaire addresses the 

perceptions of respondents concerning the 4Ps (Prosperity, People, Planet, and 

Prophet) in Islamic banks. 

Data used in our analysis is a mean score generated from Likert scales 

(calculating a composite score from Likert items). Hence, the data are no 

longer ordinal, rather continuous. For this reason, it is appropriate to use 

parametric statistical procedures (Boone & Boone, 2012; Carifio & Perla, 2008; 

Norman, 2010; Pell, 2005). In addition to the primary data, for the third part of 

the analysis, we use secondary data from the Bank Muamalat Indonesia (BMI) 

and Bank Muamalat Malaysia Berhad (BMMB) derived from their annual 

reports (1998–2006). We further interviewed both the former president 

directors to seek their experiences in applying the 4P concept. 
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7.3.2. Sampling 

Table 7.1 details the profile of the respondents. More males (59.9% of the 

sample) participated in this survey than females (40.1%). Most of the 

respondents live in West Java (34.3%), followed by DKI Jakarta (19%), DI 

Yogyakarta (17.1%), Central Java (12.3%), Outside Java (8.5%), Banten (4.6%), 

and East Java (4.2%). Most respondents are well educated, with 44 (8.7%) 

holding a college diploma, 297 (58.9%) with a bachelor’s degree, 96 (19%) a 

master’s degree, and 16 (3.2%) a doctorate. Only 47 (9.3%) of respondents had 

not completed primary or secondary school. In regard to stakeholders’ role, the 

majority was as depositor (36.8%) and depositor and practitioner (31.6%). 

While the remaining were as depositor and borrower (17.6%), depositor and 

academia (3%), depositor and regulator (1.8%), depositor and Syari’ah adviser 

(0.6%), depositor and stockholder (0.4%), and community (8.3%). 

Table 7.1 Profile of respondents 

Characteristics  N % 

Gender Male 303 59.9 

 Female 203 40.1 

Province DKI 96 19.0 

 West Java 173 34.2 

 Banten 23 4.5 

 Central Java 63 12.5 

 DIY 86 17.0 

 East Java 22 4.3 

 Outside Java 43 8.5 

Education Primary/Secondary School 47 9.3 

 College Diploma 44 8.7 

 Bachelor’s Degree 299 59.1 

 Master’s Degree 96 19.0 

 Doctoral Degree 16 3.2 

 Other 4 0.8 

Role Depositor only 186 36.8 

 Depositor & borrower 89 17.6 

 Depositor & practitioner 160 31.6 

 Depositor & Syariah adviser 3 0.6 

 Depositor & regulator 9 1.8 

 Depositor & Academia 15 3.0 

 Depositor & Stockholder 2 0.4 

 Community (non above) 42 8.3 



177 
 

7.3.3. Model and Hypothesis Development 

We propose the following model: 

𝐹𝑖𝑛. 𝑃𝑒𝑟𝑓𝑜𝑟𝑚 = 𝛼 +  𝛽1𝑃𝑟𝑜𝑠𝑝𝑒𝑟𝑖𝑡𝑦 + 𝛽2𝑃𝑒𝑜𝑝𝑙𝑒 + 𝛽3𝑃𝑙𝑎𝑛𝑒𝑡 + 𝛽4𝑃𝑟𝑜𝑝ℎ𝑒𝑡 +  𝜀  

▪ Dependent variable  

Stakeholders’ perception on financial performance (for the purpose of 

simplicity it will be named as financial performance) is the dependent variable 

(DV). Instead of conventional financial indicators, we use Likert scales to 

measure this based on the perception of Islamic banks in the stakeholder 

survey. The scales are adapted and modified from previous studies (Zakaria, 

2014) and based on the balanced scorecard (Kaplan & Norton, 1996) (see Table 

7.2).  

Table 7.2 Scale Items 

FINANCIAL PERFORMANCE (Adopted and modified from Zakaria (2014): 1 = Strongly 
disagree; 7= Strongly agree 

Islamic banks have sufficient funds to finance your business; 
The Islamic banks’ disbursed funds will encourage a new business or support the existing ones 
The Islamic banks’ financing will help business owners to run their businesses;  
Islamic banks’ non-interest financing (qardh al-hasan) will ease the financial burden of its 
recipient;  
Islamic banks’ officers are trustworthy and do not quote charges beyond the terms;  
Islamic banks will exert extra effort to increase return and profit sharing for their clients. 

PROSPERITY Adopted and modified from Chapra (2007b)’s Self (Nafs) and Wealth (Mal) 
corollaries: 1=Strongly disagree; 7=Strongly agree) 

Islamic banks offer viable and competitive return;  
Islamic banks currently collect and distribute alms-giving (zakat) from their employees; 
Islamic Banks offer equal working opportunity (i.e. men and women are treated similarly); 
Islamic Banks provide written statements on each of their financing transactions; 
Dealing with Islamic Bank is less stressful than traditional banks as they remove charging 
interest (riba). 
Deposits in Islamic Banks are guaranteed by the regulator; 
Islamic Banks’ network currently reach rural areas; 
Islamic Banks open wider job opportunities; 
(Islamic Banks currently accept social collateral (i.e. solidarity among groups or 
recommendation by a trusted third party) to finance the poor; 
Islamic Banks assist local community through financial support (grants or interest free 
financing) for community projects (school, hospital, places of worship, etc); 

PEOPLE (Adopted and modified from Chapra (2007b)’s Intellect (‘Aql) and Posterity (Nasl) 
corollaries:1=Strongly disagree;7=Strongly agree)  

Islamic bank contributes to alleviating poverty. 
Islamic Banks provide education and training for employees and staff; 
Islamic Banks spread awareness of their products and services to clients; 
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Islamic Banks help to educate communities (i.e., providing scholarship and other educational 
facilities); 
Islamic Banks should reward or give formal appreciation for creative work. 
Islamic Banks provide financing to otherwise excluded minority groups (i.e. women, illiterate 
individuals, workers with insecure status); 
Islamic Banks subsidise employees’ health costs; 
Islamic Banks’s offer hardship options (such as rescheduling of the financing) in case of clients’ 
financial difficulties; 
Islamic Banks provide affordable financial services to help deprived areas (such as areas 
affected by disasters such as floods, volcanoes, earthquakes). 

PLANET (Adopted and modified from Allet (2012): 1=Not at all important; 7=Extremely 
important) 

Islamic banks should have a formal policy on environmental responsibility; 
Islamic banks should actively involve in reducing their ecological footprint (e.g. reduction in 
energy consumption, water, waste, etc.); 
Islamic bank should provide a provision of financing to promote the development of 
environment-friendly activities; 
Islamic banks should raise client’s awareness of environmental risks; 
Islamic banks should use specific toolkits to evaluate the environmental risks of clients’ 
activities; 
Islamic banks should finance companies that do not harm the environment. 

PROPHET (Adopted and modified from Chapra (2007b)’s Faith (Din) corollaries: 1=Strongly 
disagree; 7=Strongly agree) 

Islamic banks provide proper place for the employees and clients to worship (praying) and 
encourage religion activities; 
The Islamic bank encourages religious and social activities (such as Quranic recitation, 
religious studies (taklim), dhuha prayer, zakat (alms-giving) etc.); 
The motivation of dealing with Islamic bank is seeking barakah rather than profit;  
Islamic banks declare unlawful (haram) transactions in its financial report; 
Islamic banks provide free interest loan (qardh al-hasan) for the poor and disadvantaged 
groups; 
Islamic banks’ products and services are under the supervision of the Shari’ah Supervisory 
Board.  

 

▪ Independent variables (IVs) 

(1) Prosperity. As discussed, prosperity is a broader term than profit or 

economic growth as these might indicate a benefit for the company and its 

shareholders but no direct benefit for workers or their communities (Hammer 

& Pivo, 2017). We explain Prosperity using two maqasid dimensions, which are 

self (nafs) and wealth (mal), and Chapra’s (2007b) five corollaries to explain 

self, as shown in appendix. We explain wealth (mal) using Chapra’s (2007b) six 

corollaries (Table 7.2). Huselid (1995) found that good human resource 

practices significantly impact on financial performance. Campbell and 

Mínguez-Vera (2008) also found gender equality improve firm values and 

generate economic advantages. Our first hypothesis is: 



179 
 

Hypothesis 1. Prosperity positively affects on financial performance. 

(2) People. This indicates how firms create advantages and other benefits 

enjoyed through their labours as well as the communities in which these firms 

conduct their business. We use two pillars of maqasid, intellect (‘aql) and 

posterity (nasl), to reflect and explain this variable. We elaborate on intellect 

with Chapra (2007b)’s four corollaries (Table 7.2). Hence, our hypothesis is: 

Hypothesis 2. People positively affects on financial performance. 

(3) Planet. While early Maqasid al-Shari’ah scholars did not include this 

dimension in their assessments, the Qur’an in a number of verses (30:41-42, 

7:56-58, 38:27-28) mentions the urgency of environmental preservation. To 

address this, we adopt and modify the measure in Allet (2012) (see Table 7.2). 

Some researchers have investigated the link between environmental 

preservation and financial performance and mostly suggested that there is a 

positive relationship between these variables (Stanwick & Stanwick, 1998; 

Watson et al., 2004). As a result, our hypothesis is: 

Hypothesis 3. Planet positively affects on financial performance. 

(4) Prophet. This dimension reflects the norms and values of the Prophet 

Muhammad PBUH as an ethical guidance for running business. Chapra 

(2007b)’s corollaries relating to this dimension are enabling the environment 

for righteousness, proper motivation, and values (Table 7.2). In relation to 

religious norms, it is suggested that an increasing level of religiosity is 

associated with less risk in misrepresenting financial statements, improved 

coping skill, increased longevity, and rating of life satisfaction (Brotheridge & 

Lee, 2007; Dyreng et al., 2012; King & Williamson, 2005). Based on this, we 

develop our hypothesis as follows: 

Hypothesis 4. Prophet positively affects on financial performance. 
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7.4. Results 

7.4.1. Assumptions of normality, linearity, homoscedasticity and 

reliability 

Table 7.3 provides descriptive statistics of the dependent and independent 

variables across the 504 respondents. The highest possible value for all variables 

is seven and the minimum value possible is one. However, because the data 

used here is a mean score from the Likert scales (calculating a composite score 

from Likert items), the lowest value varies across the variables. The standard 

deviations range between 0.54 and 0.79 reflecting small dispersion from the 

mean.  

Table 7.3 Descriptive statistics 

 Min. Max. Mean Std. 

 
Prosperity 3.64 7.00 5.79 0.6

 People 3.38 7.00 5.71 0.7

 Planet 3.33 7.00 5.89 0.77 

Prophet 3.67 7.00 6.61 0.5

 
Fin. 

 

4.00 7.00 5.97 0.6

 
 

We found normality issue in our data and used logarithmic transformation to 

remedy the problem (Tabachnick & Fidell, 2007). After transformation, the 

distributions now approach normality, because the value of skewness and 

kurtosis is between –2 and 2 (Gravetter & Wallnau, 2016) (see Table 7.4). 

Further tests of the unstandardized and standardized residual show the 

Kolmogorov–Smirnov significant value is .20 (> .05), suggesting that the 

normality assumption is met. The Shapiro–Wilk significance value of 0.52 

further strengthens this finding. Furthermore, Breusch–Pagan and Koenker test 

statistics confirm this as the significance values of .16 and .25 respectively (p > 

.05) suggest that heteroscedasticity is not present.  
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Table 7.4 Skewness and kurtosis 

 
Before transformation After transformation 

 Skewness Kurtosis Skewness Kurtosis  
Statistic Std. 

Error 

Statistic Std. 

Error 

Statistic Std. 

Error 

Statistic Std. 

Error 

Fin. 

 

-0.771 0.109 0.523 0.217 -0.130 0.109 -0.298 0.217 

Prosperity -0.604 0.109 0.223 0.217 -0.229 0.109 -0.173 0.217 

People -0.414 0.109 -0.341 0.217 -0.353 0.109 -0.448 0.217 

Planet -0.614 0.109 -0.149 0.217 -0.151 0.109 -0.646 0.217 

Prophet -1.928 0.109 5.096 0.217 0.565 0.109 -0.643 0.217 

 

We also test for a potential problem with multicollinearity using variance 

inflation factors (VIFs). A rule of thumb is that if VIF > 10 then harmful 

multicollinearity exists. The test indicates that the highest VIF value is 2.06 or 

less than 10, so we exclude the presence of multicollinearity.  

Lastly, we typically assess the reliability of a construct using Cronbach’s alpha 

(CA) (Hair et al., 2006). Nunnally et al. (1967) suggested that an alpha between 

0.5 and 0.8 is acceptable. The reliability of the five constructs was as follow: 

FINANCIAL PERFORMANCE (6 items, α = 0.825), PROSPERITY (11 items, α = 

0.804), PEOPLE (8 items, α = 0.872), PLANET (6 items, α = 837), PROPHET (6 

items, α = 0.678). We conclude that the internal consistency within the 

constructs is within acceptable bounds.  

7.4.2. Regression results 

Table 7.5 displays the unstandardized regression coefficient (B) and intercept, 

the standardized regression coefficient (β), squared semi partial correlation 

(sr2), R2, and adjusted R2. Goodness of fit F (4, 499) =100.893, p < .001, with R2 

at .447. The adjusted R2 value of .443 indicates that Prosperity, People, Planet 

and Prophet predict almost half of the variability in financial performance. All 

the signs of independent variables are positive as predicted. All regression 

coefficients are significantly different from zero. However, among the estimated 

coefficients, Prosperity is much more important followed by Prophet, as 
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indicated by the squared semi-partial correlation values of these variables of 

.059 and .045, respectively.  

Table 7.5 Coefficient and model summary 

Modela Unstandardized 

Coefficients 

Standardized 

Coefficients 

t Sig. sr2 

B Std. 

 

Beta  

(Constant) 0.041 0.014   2.934 0.004  

Prosperity 0.380 0.052 0.350 7.331 0.000 0.0595 

People 0.131 0.044 0.138 2.975 0.003 0.0098 

Planet 0.134 0.034 0.147 3.911 0.000 0.0169 

Prophet 0.223 0.035 0.237 6.368 0.000 0.0449 

    R2=.447 

 
   Adjusted R2=.443 

 
   R=.669 

              a. Dependent variable: Fin. Performance 

The fact that the variable of prophet has the second-largest contribution after 

prosperity differs from previous findings by Asutay and Harningtyas (2015) 

suggesting that the Islamic banking industry emphasises faith rather than 

wealth. In reality, other researchers found that rational motives are more 

prevalent than emotional reasons (religious impact) (Aysan et al., 2018). From 

the customers’ point of view, the more religious tend to be more favourable 

toward Islamic banks. However, their religious involvements are not necessarily 

significant in regard their attitude to Islamic banking (Souiden & Rani, 2015).  

The planet dimension in the third rank implies Islamic banking industry 

requires addressing this issue intensively. Researchers have found different 

results regarding Islamic banking’s contribution on environmental matters. 

Some suggest Islamic banks tend to neglect the preservation of nature (Aribi & 

Arun, 2015; Asutay & Hartiningtyas, 2015; Mallin, Farag, & Ow-Yong, 2014), 

while some indicate Islamic banks perform better than their conventional 

counterparts (Sharmeen, Hasan, & Miah, 2019). 

We argue the insertion of the variable Prophet in the QBL framework is 

essential for the guidance of the Islamic business as well as source of 

motivation of its crews and staffs. From the survey, we can see that most of the 
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respondents are in favour of three items regarding the prophet dimension with 

the average mean exceeding 6.5 (from a maximum of 7 points) (Table 7.6). 

However, the first and second questions are voluntary while only the third is 

obligatory. Once Islamic banks begin to make the first and second points 

obligatory, the result may well differ, as we discuss in the cases of BMI and 

BMMB. The above findings further strengthen previous works that religiosity is 

associated with less risk in misrepresenting financial statements (Dyreng et al., 

2012) and it significantly influences corporate social responsibility (Ramasamy 

et al., 2010). 

Table 7.6 Islamic Bank Stakeholders’ perception on Prophet dimension (%). 

Items 
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Islamic banks provide a proper 
place for the employees and 
clients to worship (praying) and 
encourage religion activities 

0 0 0 1.4 1 20.2 77.4 6.74 

The Shari’ah Bank encourages 
religious and social activities 
(such as Qur’anic recitation, 
religious studies, Dhuha prayer, 
alms/charity payment etc) 

0 0.2 0.2 2.2 3.6 29.2 64.7 6.55 

Islamic banks’ products and 
services are under the 
supervision of the Shari’ah 
Supervisory Board 

0.2 0 0.2 2.8 1.8 31.7 63.3 6.54 

 

7.5. Case of BMI and BMMB 

Bank Muamalat Indonesia (BMI) dates from 1991. Because of financial crisis in 

1998, BMI’s non-performing financing (NPF) exceeded 60%, and the bank lost 

nearly IDR105 billion, which cut equity to less than a third of its original paid-

up capital, or around IDR39.3 billion (Bank Muamalat Indonesia, 2008). BMI 

was clearly experiencing distressed circumstances as it moved towards 
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insolvency (Bhattacharyya, 2011). It is interesting to note that the new 

management of BMI tried hard to survive through many efforts. One of these 

more nonconventional approaches was to encourage the religiosity of its staff. 

Table 7.7 displays some of the religious activities performed as application of 

prophet dimension (Amin et al., 2004; Bank Muamalat Indonesia, 2008). Except 

point number 1, previously these actions (point 2 and 3) were on a voluntary 

basis. However, the management committed to perform these more regularly.  

Table 7.7 Application of Prophet dimension in BMI 

No Prophet 
Dimension 

Values/Teaching Actions Objectives 

1 Islamic banks 
provide a proper 
place for the 
employees and 
clients to worship 
(praying) and 
encourage religion 

Believing the 
Hereafter 

Signing agreement on 
ethical conduct 

Preventing moral 
hazard and 
encouraging 
integrity 

Salat & dhikr Tahajjud on call. Night 
praying during the period 
of training 

Self-discipline and 
strengthening 
spiritual senses and 
togetherness 

Praying room 

Facilitating a proper 
praying room that can be 
accessed by customers and 
staffs 

Encouraging 
integrity of the 
stuffs and inviting 
barakah (God’s 
blessing) 

2 The Islamic bank 
encourages 
religious and 
social activities 

Zakat • Company paid 2.5% 
annually from its net 
profit 

• Staff paid 2.5% 
deducted from 
monthly income 

Adherence to 
Shari’ah rule 

Aiding zakat calculation 
service to 
clients/customers 

Encouraging the 
clients/customers 
in doing kindness 

Establishing Institution 
namely Baitul Mal 
Muamalat 

Channelling the 
collected social 
fund to maximize 
its benefits 

3 Islamic banks’ 
products and 
services are under 
the supervision of 
the Shari’ah 
Supervisory Board 

Governance  Providing guidance and 
supervisory in Bank’s 
activities and the 
development of products 
and services in accordance 
with Shari’ah principles. 

Adhering fully to an 
Islamic precept 

Supervision Conducting active and 
passive supervision in 
relation to the 
implementation of 
Shari’ah banking 
principles. 
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It was quite surprising that the bank’s financial performance began to improve. 

Although still small, the bank recorded gains of IDR1.88 billion in 2000, 

following by a steady sequence of profits. At the end of December 2007, BMI 

recorded an operating profit record of IDR211 billion, up 24% from the previous 

period. In a similar fashion, the bank drastically reduced its level of non-

performing financing (NPF) from 66% in 1998 to 4.84% in 2006 (Figure 7.2).   

Figure 7.2 Operating profit (Billion IDR) and nonperforming financing (%) 

 
        Source: Bank Muamalat Indonesia  (2008) 

In Malaysia, Bank Muamalat Malaysia Berhad (BMMB) experienced a similar 

distressed condition. BMMB’s financial performance from 1999 to 2001 

fluctuated. In 2001, management significantly increased the bank’s profit before 

tax to RM18.4 million. However, profits then continued to decline until 2003 

before they drastically fell in 2004, when they recorded a loss of almost RM27 

million, its greatest loss on record. In 2005, Dato’ Abdul Manap Abd Wahab 

was appointed as the new CEO. He immediately made a number of key 

changes, including cutting staff, revamping and streamlining the whole bank, 

reviewing the bank’s products and services, and communicating these changes 

to staff (personal interview, September 13, 2019). One other policy was to search 

for an Islamic banking institution to serve as a model for further changes, with 

BMI chosen.  
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7.6. Conclusion  

This paper argues that the TBL is inadequate if used to measure the 

performance of Islamic banks. Instead, we suggest the QBL approach. This 

extends the existing TBL dimensions covering the economic, social and 

environmental dimensions (Prosperity, People, and Planet) with an additional 

religious dimension referred to as Prophet. Using data collected from a survey 

with more than 500 participants, our model results in a goodness of fit F (4, 

499) = 100.893, p < .001, with an adjusted R2 value of .443. This indicates that 

Prosperity, People, Planet and Prophet predict almost half of the variability in 

performance in Islamic banks. The models created are all highly significant and 

well reflect the stakeholder perspective on bank performance, and the signs and 

significance of the independent variables correspond to theory.  

Of the four elements, we find stakeholders rank Prosperity first, followed by 

Prophet and Planet. This result counters the common perception of Islamic 

banks as emphasising Prosperity to the detriment of People and Planet, and as 

in our proposed framework, Prophet. A case study application to two large 

Islamic banks (Bank Muamalat Indonesia and Bank Muamalat Malaysia 

Berhad) strengthens the application of the new Prophet element as a way for 

Islamic banks to improve their financial performance and lessen the rampant 

fraud sometimes found within these organizations.  

There are at least three implications of this paper. First, regulators need to 

adjust the performance measurement of Islamic banks by including 

requirements for the assessment of Prophet. We argue that the QBL framework 

proposed here would be a useful construct for regulatory change in countries 

with large Islamic banking sectors, like Indonesia and Malaysia in Southeast 

Asia, but also Saudi Arabia, the UAE, Kuwait and Qatar in the Middle East. 

Second, the experience of BMI and BMMB is at least suggestive that the 

internalization of religiosity in bank culture has strengthened their 

performance. Finally, future research is needed using the QBL framework to 
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create an index so that all dimensions can be captured in a single measure to 

assess the performance of Islamic banks. 
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Chapter 8: Are Islamic Banks 

Sustainable? International Evidence 

from a Novel Quadruple Bottom Line 

Framework  

What follows is a paper currently under editorial review at International Journal 
of Bank Marketing and included as part of this thesis with the approval of all co-
authors. 

 

Abstract 

Despite popularity of triple bottom line (TBL) approach, few Islamic banks have 
adopted it to evaluate their sustainability. This article extends the TBL (Profit, 
People, Planet) into a quadruple bottom line (QBL) framework with an 
additional dimension “Prophet” as ethical business guidance, for organizations 
seeking compliance with religious principle. The authors use Chapra’s corollary 
of Maqasid al-Shari’ah (the objective of Islamic law) to develop constructs and 
survey 504 Islamic bank stakeholders from across six Indonesian provinces. The 
constructs, then, have been extracted using categorical principal component 
analysis (CATPCA) and a QBL index has been established to identify the 
sustainability of ten Islamic banks drawn from 10 countries over the period 
2015–2017 as a trial. The findings (based on weighted approach) suggest half of 
the sample banks are sufficiently sustainable (3 banks achieving proactive level 
(doing more than is required) and 2 banks at accommodative level (doing all 
that is required)), while the remaining is unsustainable (2 banks reaching 
defensive level (doing the least that is required) and 3 banks at reactive level 
(doing less than required). Most of the banks poorly perform on Planet (38%) 
and People (41%) dimension. The authors also discuss the implications of this 
new approach to improve Islamic banking sustainability. 
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8.1. Introduction 

Sustainability is now widely recognised among most businesses, including 

banks. Some link it to the environment, others to corporate social responsibility 

(CSR) (Bansal & DesJardine, 2014). With the environment, Kotler (2011) warned 

against the massive degradation of the environment as a result of excessive 

resource exploitation, climate change, and the freshwater crisis and the role 

banks can play in financing this damage. For its part, CSR has a profound 

impact on competitive advantage for both banks and their customers (De 

Bakker et al., 2005; Vilanova et al., 2009; Westley & Vredenburg, 1996). 

Managing environmental and social issues has thus become unavoidable and all 

business, including banks, need to adapt to meet changing customer needs and 

adopting new strategy consistent with these changes (Peattie & Charter, 2003; 

Shrivastava, 1994). 

The ongoing debate on sustainability narrowed with Elkington (1997) and a 

workable framework covering at least three dimensions, namely, economic 

achievement (Prosperity), environmental quality (Planet), and social justice 

(People), well-known as the triple bottom line (TBL). Since then, the TBL has 

gained popularity as a standard approach to assessing business performance 

(Colbert & Kurucz, 2007; Norman & MacDonald, 2004). However, it is not 

without its criticisms (Dyllick & Hockerts, 2002; Hubbard, 2009; Slaper & Hall, 

2011). Some argue that it excludes innovation as an essential requirement for a 

successful business over time (Gao & Bansal, 2013; Longoni & Cagliano, 2018; 

Pinkse & Kolk, 2010). Others assert the social and environmental dimensions of 

TBL attract scan attention (Hart & Milstein, 2003; Norman & MacDonald, 2004; 

Tate & Bals, 2018). 

It is also surprising that despite its widespread use, few Islamic banks have 

adopted TBL when evaluating their social and environmental outcomes. In its 

place, some have developed indexes based on Maqasid al-Shari’ah (the basic 

goals of Islamic law) to measure Islamic socio-developmental performance 
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(Asutay & Harningtyas, 2015; Bedoui & Mansour, 2015; H. Hasan et al., 2018; 

Mohammed et al., 2015) or employ CSR as a performance measurement tool 

(Dusuki & Abdullah, 2007; S. Farook et al., 2011; Mallin et al., 2014; Platonova et 

al., 2016). One possible reason is that conventional TBL lacks any religious 

dimension. This is important because in Islamic banks, Maqasid al-Shari’ah is 

considered inseparable from performance measurement as they are expected to 

deliver this as a confirmation of all activities in light of Islamic goals. In turn, 

the essence is to ensure material and spiritual well-being and sustainable 

economic development over the long term (Chapra, 2007b).  

Accordingly, the purpose of this paper is to offer a new insight into how TBL 

can apply to Islamic banks.  This article first develops a new TBL compliant 

with the spirit of Maqasid al-Shari’ah, verified by the surveyed perceptions of 

stakeholders. This contrast with existing work in the area and the use of 

secondary data (Haniffa & Hudaib, 2007; Mallin et al., 2014; Platonova et al., 

2016; Williams & Zinkin, 2010). The authors then employ categorical principal 

component analysis (CATPCA) to extract key items later used as an index to 

assess the financial (Prosperity), social (People), environmental (Planet), and 

spiritual (Prophet) performance of selected global Islamic banks. The authors 

refer to this extended TBL as the quadruple bottom line (QBL) given the 

incorporation of its 4Ps. Finally, the authors identify where the Islamic banks in 

the sample fit on a reactive, defensive, accommodative, and proactive (RDAP) 

scale (Carroll, 1979; Clarkson, 1995; Hamidi & Worthington, 2018; Wartick & 

Cochran, 1985). This helps inform Islamic banks about the elements and 

dimensions that require improvement to enhance their sustainability.   

This paper develops an extended TBL referred to as the QBL based on Maqasid 

al-Shari’ah that can readily assess the performance of Islamic banks. Among 

other things, it enables banks to formulate strategy in enhancing their 

sustainability performance. The structure of the remainder of the paper is as 

follows. The section “When the Human Concept ‘Fits’ the Divine Texts” 

presents the theoretical framework for sustainability, contrasting between 
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triple bottom line concept and Maqasid al-Shari’ah theory; and how the divine 

texts provide a new insight to TBL. The methodology of developing a QBL 

framework and the data both primary and secondary data are provided in the 

“Empirical Method” section; and the empirical results appears in the “Result 

and Discussion” section. The concluding section highlights limitation of this 

research and some recommendations to improve the sustainability of Islamic 

banks.  

8.2. When the Human Concept ‘Fits’ the Divine 

Texts  

8.2.1. The Triple Bottom Line 

The idea of doing business only for accumulating profit has risen a long debate. 

Friedman (1970) triggered this discussion by proclaiming that the main 

responsibility of business “is to increase its profits”. Even before Freeman and 

Reed (1983) developed stakeholder theory, some researchers suggested the need 

for reconsidering business in relation to social contribution and serving 

societies. Barnard (1968), for instance, outlined that business should consider 

serving both public and its stockholder. Frederick (1960) stated that private 

interest could be synchronised with the interest of society and this growing 

concern on business responsibility on the society even greater since 1950.  

Focus on profits tend to create gap and tension. In fact, business does not only 

produce profit, but also externalities and distributive justice (Maltz et al., 2011). 

This brings further that echoing on profit might not be properly accepted in the 

financial arena given that a growing concern on corporate sustainability 

requires assessment beyond financial performance. In the lens of business 

managers on the social responsibility matter, those are focusing only on profit 

is portrayed in the first stage, while the managers that accommodate not only 

their stockholders, but also wider stakeholders are in the second phase, and 

finally, those are committing produce quality life amidst condition affluent 
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society on the expense of deteriorating and declining social and environmental 

sphere is the third phase (Hay & Gray, 1974).  

The shifting toward assessing business performance not only on financial 

aspect gains more supporters. Elkington (1997) suggested assessment should 

emphasise on three purposes: economic, environmental, and social 

sustainability or then famously known as triple bottom lines (TBL). Business 

operation, he further claimed, should be economically sustainable along with 

keeping natural resources and environmental sphere under protection/not 

being excessively exploited. In addition, business should align its operation by 

respecting society where it is run by, for instance, positively contributing 

toward education and preserving health. The TBL framework starts gaining 

wide-spread acknowledgement and is applied to present an assessment of 

corporate sustainability, however, it was argued that the TBL is inadequate to 

measure ecological aspects (Milne et al., 2008). Even from macro level, the TBL 

concept is also adopted as common policy initiatives among global countries as 

illustrated by the support of the UN on Sustainable Development Goals (SDGs). 

Among 17 goals, 9 goals can be categorised under people dimension, 4 goals in 

economic dimension, and other 4 goals under planet dimension. 

There is no consensus on the precise describing TBL. Other explained and 

clarified TBL, as social, environmental, and economic performance; economic 

prosperity, environmental quality, and social justice; profit, people, and planet; 

landscapes, lifestyles, and livelihoods. However, these terminologies generally 

have a similar meaning (Vanclay, 2010). In this paper, the authors prefer to use 

the 3Ps (Prosperity, People, and Planet). We argue Prosperity is being more 

meaningful and broader articulation in that the alternative of profit may 

indicate a benefit for the firm but with no direct impact on workers or 

communities (Hammer & Pivo, 2017). 

Researchers attempt different approach on how to maximise TBL for corporate 

valuation. Hubbard (2009) extended the TBL based on balanced Scorecard 

(BSC) by providing an index so that performance of business organisation is 
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accessible to their stakeholders. In construction industry, Kucukvar and Tatari 

(2013) argued quantifying industry impact on the environment, economy, and 

society by applying input-output based on TBL framework. In retailer industry, 

Wilson (2015) applied the TBL principle through Marks and Spencer’s (M&S) 

Plan A Sustainability strategy and reported that M&S Plan A on environmental 

strategy as providing strong model of sustainability. The TBL application is 

reported to affect sustainable supplier co-operation (Hollos et al., 2012). Using 

data from European firms, they asserted that sustainable supplier cooperation 

significantly influences firms’ performance, particularly regarding 

environmental dimension. Application of the TBL is argued to improve the 

general performance of hotels (Assaf et al., 2012). Dyllick and Hockerts (2002) 

proposed six dimensions by which practitioners could use to maximise the TBL, 

including eco-efficiency, socio-efficiency, eco-effectiveness, socio-effectiveness, 

sufficiency, and ecological equity.  

8.2.2. Maqasid al-Shari’ah Theory 

Islamic law (Shari’ah) is defined as “the canonical law of Islam” (Al-Qurtubi, 

2006, as cited in (Bedoui & Mansour, 2015, p. 560). The law is mainly 

constructed based on al-Qur’an (revelation from Allah/God) and al-Hadits (the 

saying of the Prophet Muhammad, PBUH). The Qur’an suggests human beings 

as vicegerents of Allah (al-Qur’an 2:30) who require understanding every bit of 

messages from the Qur’an and the Hadits to able to unveil the ultimate goals of 

Islamic law. Auda (2008) conceived Maqasid al-Shari’ah as the objectives for 

Islamic law has been ruled. In broad sense, Maqasid al-Shari’ah refers to all 

rulings result in providing benefits, preventing disadvantages, and freeing 

someone from evil and unjust (Al-Qahtani, 2015). Chapra (2007b) contended 

that these benefits should cover both material and spiritual wellbeing.  

Al-Ghazali (1111) as cited in Chapra (2007b) classified Maqasid al-Shari’ah into 

five categories: (1) preservation of faith (din), (2) protecting soul (nafs), (3) 

protecting mind (‘aql), (4) protecting offspring (nasl), and (5) protecting wealth 
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(mal). Chapra (2007b) extended the Ghazalian maqasid in terms of wellbeing. 

He suggested secondary goals (tabi’ah) as a complementary and further 

explanation from the primary (al-ashliyyah) five pillars. The Ghazalian maqasid 

has been criticised given that it does not contain universal values such as justice 

and freedom (Auda, 2008). Filling this gap, Al-Najjar (2006), proposed other 

three pillars to support Ghazalian maqasid, namely: human right, mind, and 

social entity as cited in Bedoui & Mansour (2015).  

Once Maqasid al-Shari’ah is applied in business (muamalah), it should play a 

significant role in ensuring the legality of Islamic transaction and boost benefits 

on general welfare (Ariff & Rosly, 2011). Dusuki and Abdullah (2007) observed 

Maqasid al-Shari’ah in encouraging stakeholders of Islamic bank to support the 

application of corporate social responsibility. They found that Maqasid al-

Shari’ah moves Islamic banks toward enhancing social welfare rather than 

profit maximisation.  

Some researchers critically examined that current Islamic banks are shifting 

toward profit-oriented rather than also balancing it with social outcomes as 

suggested by Maqasid al-Shari’ah, hence substantially this lead Islamic banks 

are less Shari’ah-compliant  (Asutay & Harningtyas, 2015; Maali & Atmeh, 2015; 

Mohammad & Shahwan, 2013; Nienhaus, 2011). Accordingly, ethical aspect of 

Islamic bank might not fully operated (Mansour et al., 2015) and this might 

worsen current role of Islamic bank to maximise benefit and prevent harm as 

suggested by al-Ghazali (Chapra, 2007b; Mansour et al., 2015).  

8.2.3. Do Devine Texts Talk about TBL? 

The TBL framework is expected to guide organisations (business, government 

and NGO) to flourish and spread benefits to wider stakeholders, creating the 

world a better place. This mission is congruent with the objectives of all 

religions. The Holy scriptures (Bible and al-Qur’an, for instance) encourage 

businesses pursuing and adhering ethical guidance and spread goodness to 

entire world.  It is not surprising if many elite companies and organisations 
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consider and respect the holy messages to be embraced by their crew, perhaps 

to inspire and propel their dynamic growth. For instance, Boeing facilitates 

Christian, Jewish and Muslim prayer group; The American Stock Exchange even 

has a group based on Torah study; Northrop Grumman sponsors Qur’an classes 

and other religious programs illustrate the point (McLaughlin, 2005).  

From the perspective of Christianity, TBL is parallel to the message of the 

Gospel. “And God blessed them, and God said unto them, Be fruitful, and 

multiply, and replenish the earth, and subdue it: and have dominion over the 

fish of the sea, and over the fowl of the air, and over every living thing that 

moveth upon the earth” (Genesis 1:28, King James Bible). The Hebrew word 

translated “subdue” has a deep meaning “to make the earth useful for human 

beings’ benefit and enjoyment” (Grudem, 2016, p.80). Hugh Whelchel, an 

executive director of the Institute for Faith, Work & Economics outlined his 

view how as a Christian should reacts to TBL. 

We would suggest that as believers, we are called to work for a 
somewhat different triple bottom line: one that produces economic 
(physical), social, and spiritual returns. This is true for each of us 
individually and it should be true of the organizations that God has 
given some of us the privilege of building, growing, and operating 
(Whelchel, 2017). 

Whelchel’s view that TBL should not only rely on economic and social, but also 

spiritual outcomes are quite similar to the Islamic view on TBL. It is quite 

surprising, that the al-Qur’an as the primary source of Islamic law 

foreshadowed some aspects of TBL more than fourteen centuries ago. The al-

Qur’an identifies all Elkington (1997)’s elements (Prosperity, People, Planet) in 

the one verse, but added a spiritual element: searching for the happiness of 

hereafter (al-Qur’an 28:77), a task unattainable without the guidance of the 

prophet (Qur’an 3:31; 53:2-4).  

But seek, with the (wealth) which Allah has bestowed on thee, the Home 
of the Hereafter [PROPHET], nor forget thy portion in this world 
[PROSPERITY]; but do thou good, as Allah has been good to thee 
[PEOPLE]. And seek not (occasions for) mischief in the land for Allah 
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and posterity (nasl) and Prophet described the safeguarding of faith (din). The 

authors further clarify these four dimensions with corollaries developed by 

Chapra (2007b) along with the dimension of Planet proposed by An-Najjar 

(2006). We adopt the indicators in Allet (2012) to reflect the environment. 

8.3. Empirical Method  

8.3.1. Data Collection 

There are two kinds of data uses in this research. First, data related to the 

developing of a new look of TBL based on Maqasid al-Shari’ah. This data is met 

through a survey. We employ both drop-off survey (a hard copy questionnaire 

that can be completed by respondent at workplace or home) and internet 

survey. As the survey was designed to be a self-administered questionnaire 

hence there was no chance for researcher to explain or clarify questions from 

the respondents. To overcome this problem, an online pilot test was carried out 

from 21 November 2017 to 29 December 2017. This experimental survey 

participated by 137 respondents was to ensure that all questions were easily 

understood by the respondents. Based on this pilot test, a new questionnaire 

was developed, and 420 questionnaires were distributed in five provinces (DKI 

Jakarta, Banten, West Java, Central Java, and DI Yogyakarta), as many as 274 of 

the survey were completed, resulting in 65 % of response rate.  While from 

online survey from 1 February 2018 – 1 March 2018, 245 respondents 

participated. Total 519 data were collected, but only 504 are usable for analysis.  

The questionnaire survey is developed based on previous studies (Allet, 2012; 

Mohd Nor et al., 2016; Zakaria, 2014). The questionnaire is constructed as close-

ended questions using multiple choice questions and seven Likert scale 

Method. The questionnaire investigated the stakeholders’ perception on five 

dimensions of Maqasid al-Shari’ah that are expected to form a new type of TBL. 

This questionnaire expects various responses from respondents, reflecting the 

degree of agreement to a certain statement. Respondents are requested to fulfil 

their answer with the choice of seven-point response scale from 1= strongly 
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disagree and 7= strongly agree. In other word, the variables gained from the 

questionnaire are ordinal in nature.  

The second data were derived from selected best Islamic financial Institution 

2018 derived from Global Finance (2018).  We select 10 Islamic banks from 10 

countries and take each three years annual report from 2015-2017 to be our 

samples (except for Maybank Islamic replaced by Bank Muamalat Malaysia 

Berhard given the easiness of accessing the data). They are Al-Rajhi Bank (Saudi 

Arabia), Al-Baraka Islamic Bahrain (Bahrain), Meezan Bank (Pakistan), 

Boubyan bank (Kuwait), Bank Muamalat Indonesia (Indonesia), Jordan Islamic 

Bank (Jordan), Emirate Islamic bank (UEA), Kuveyt Türk Katilim Bankasi 

(Turkey), Qatar Islamic Bank (Qatar), and Bank Muamalat Malaysia Berhard 

(Malaysia).  

8.3.2. Sampling 

Profile of the respondents can be shown in Table 8.1. The males (59.9% or 303 

participants) participated in this survey were greater than females (40.1% or 203 

people). Most of them are between 26-35 years old (39.7%) followed by age 

group between 36-45 years old (25.1%). Young generation (18-25 years old) in 

the third position (19%), followed by age group range 46-55 years old (13.6%) 

and senior citizen (above 55 years old) by 2.6%.  

Most of the respondents live in West Java (34.2%), followed DKI Jakarta (19%), 

DI Yogyakarta (17%), Central Java (12.5%), Outside Java (8.5%), Banten (4.5%), 

and East Java (4.3%). The respondents from Yogyakarta, Central Java, and 

Banten which cover almost one third of the population are mostly sought in 

Islamic Rural Banks that cater small and medium enterprises as well as lower 

segmentation.  

In regard to their learning, the majority education of the respondents was well 

educated as it can be seen 44 (8.7%) participants earned a college diploma, 299 

(59.1%) completed a bachelor degree, 96 (19%) hold a master degree, and 16 
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(3.2%) had a doctoral degree. While, only 47 (9.3%) participants finished their 

primary or secondary school. From the occupational status, most respondents 

are employees (other) around 40.7%, managers/executives 15.6%, professional 

10.5%, Academia 8.3%, Merchant/business owner 7.9%, government employee 

7.5%, student 6.1%, housewife 2.8%, farmer 0.4%, and unemployed 0.2%.  The 

majority of the respondents were lower income with the monthly income 

ranging from below IDR 2,000,000.00 (13.2%) and between IDR 2,000,001 

(40.9%) and IDR 5,000,000.00. While 21.9% of participants were grouped as 

middle income and 12.8% were upper middle income. The remaining 

respondents 11.1% can be classified as rich category.   

In relation to the Islamic bank, most of the respondents (72.3%) had an account 

in Islamic banks as well as in conventional banks, while the remaining (36.8%) 

were the loyal customers to Islamic banks. Their role was mostly as depositor 

(36.8%) and depositor and practitioners (31.6%). While the remaining were as 

depositor and borrower (17.6%), depositor and academia (3%), depositor and 

regulator (1.8%), depositor and Shari’ah adviser (0.6%), depositor and 

stockholder (0.4%), and community (8.3%). 

Table 8.1 Profile of respondents 

Characteristics  N % 

Gender Male 303 59.9 

 Female 203 40.1 

Age 18-25 96 19.0 

 26-35 201 39,7 

 36-45 127 25.1 

 46-55 69 13.6 

 Above 55 13 2.6 

Province DKI 96 19.0 

 West Java 173 34.2 

 Banten 23 4.5 

 Central Java 63 12.5 

 DIY 86 17.0 

 East Java 22 4.3 

 Outside Java 43 8.5 

Religion Islam 501 99.0 

 Catholic 3 0.6 

 Christian 2 0.4 
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Education Primary/Secondary School 47 9.3 

 College Diploma 44 8.7 

 Bachelor’s Degree 299 59.1 

 Master’s Degree 96 19.0 

 Doctoral Degree 16 3.2 

 Other 4 0.8 

Role Depositor only 186 36.8 

 Depositor & borrower 89 17.6 

 Depositor & practitioner 160 31.6 

 Depositor & Syariah adviser 3 0.6 

 Depositor & regulator 9 1.8 

 Depositor & Academia 15 3.0 

 Depositor & Stockholder 2 0.4 

 Community (non above) 42 8.3 

 

8.3.3. Categorical Principal Component Analysis (CATPCA) 

Social science uses proxy indicators to assess human behaviour such as in 

evaluating human capital and social capital. The similar fashion will be 

conducted in measuring the performance of Maqasid al-Shari’ah. This study 

will use Chapra’s works in describing five pillars of Maqasid al-Shari’ah into 

corollaries. A composite score based on the corollaries will be created. All items 

will be filtered and reduced to represent a smaller data set. Traditionally, 

scholars suggest a dimensionality reduction through well-known technique 

principal component analysis (PCA). This technique allows researchers to 

extract large items or variables into a manageable number of uncorrelated 

principal component (Linting et al., 2007). The resulting components represent 

variables for certain study of interest and the score index obtained from this 

method can be used as a new tool of measurement (Hair et al., 2006; Härdle & 

Hlávka, 2015; Howard et al., 2015). However, PCA procedure is only appropriate 

for numerical data (Linting et al., 2007; Manisera et al., 2010). This assumption 

is hardly met given that this study employs Likert Scales which is ordinal type. 

For this reason, instead of using PCA, this study employs categorical principal 

component analysis (CATPCA) or also known as nonlinear PCA (NPCA). This 

method allows each observed variable to be referred as a category in which 

CATPCA will alter the category to a numerical value (Linting et al., 2007). Some 
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studies in the area of economics applied this method to condense variables to 

smaller data and to develop a composite index (Comim & Amaral, 2013; Saukani 

& Ismail, 2019).  

8.3.4. Content Analysis 

Content analysis is aimed mainly to observe textual data and can be extended 

to explore objects such as images, map, numerical content, or even verbal and 

visual content (Cavanagh, 1997; Downe‐Wamboldt, 1992; Krippendorff, 2004). 

Prior it is conducted, researchers develop categories from the data by reducing 

the number of words without losing the meaning to create initial coding 

(Graneheim & Lundman, 2004; Kondracki et al., 2002; Lune & Berg, 2016). In 

this study the coding is derived from the composite index of extended TBL 

extracted from CATPCA representing four dimensions and consist of 13 

constructs.  

Although content analysis is widely used in social science, this method is not 

without limitation, particularly regarding reliability and validity matter. To 

maintain reliability and validity, Potter and Levine‐Donnerstein (1999) 

suggested to make clear two aspects: nature of content and the role of theory. 

The first refers to connect, for instance, a written word easily observable. The 

latter indicates that theory has an essential role in designing certain constructs 

and further creating relevant coding rule. In this study, all constructs are 

developed from theory of Maqasid al-Shari’ah as well as Islamic banking and 

relevant literature and the coding is developed based of the nature of content to 

ensure meeting the reliability and validity issue.  The scoring of constructs 

follows dichotomous approach (Cooke, 1989; Haniffa & Hudaib, 2007; Hossain 

et al., 1995) in which a construct scores one if it appeared in the text, otherwise 

zero. To assess the level of sustainable performance of each bank based on the 

QBL, authors employ equally weighted index and VAF loading-weighted index. 

The first approach following Haniffa and Hudaib (2007)’s formula as follows 

(see Equation 1):  
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 𝐸𝑊 𝑄𝐵𝐿𝑗  =
∑ 𝑋𝑖𝑗

𝑛𝑗
𝑡=1

𝑛𝑗
        (1) 

where EW-QBLj is the equally weighted quadruple bottom line index, nj the 

number of constructs or item found in the annual report of jth bank, Xij = 1 

if ith item is found, otherwise. The second method is termed as variance 

accounted for (VAF) loading weighted quadruple bottom line index (see 

Equation 2) as follows:  

𝑉𝐴𝐹𝐿𝑊 𝑄𝐵𝐿𝑗 =
(𝑛𝑐)𝑥(𝐿𝑤)𝑥(𝑋𝑖𝑗)

100
%      (2) 

where VAFLW QBLj is the Variance Accounted For (VAF) loading-weighted 

Quadruple bottom line index, n is number of item or construct, nc is the 

percentage item per component, Lw is the portion of percentage loading factor, 

and Xij scores 1 if ith item is found, otherwise 0. To rank the level of 

sustainability of each bank, we use a four-category rating: reactive, defensive, 

accommodative, and proactive (RDAP Scale) as introduced by Carroll (1979), 

Wartick and Cochran (1985), Clarkson (1995), and further modified by Hamidi 

and Worthington (2018).  

8.4. Results and Discussion 

8.4.1. Executing CATPCA 

This study employs software SPSS 24 to perform CATPCA.  As discussed, the 

objective of CATPCA is like PCA that is dimension reduction. A total of 31 

variables are scrutinised for assessment. Following Comrey and Lee (1992), this 

study uses 0.55 cut off for loading score, excluding seven variables from the 

analysis. These deleted variables improve the model as percentage of VAF in 

the Model summary reported in CATPCA increases from 59.1% to 64.6% 

meaning that with less variables, however, the contribution of the quantified 

variables is higher. Each of five dimensions has an Eigenvalue more than 1.0 

endorsing that each component is sound to form a separate factor (Comrey & 
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Lee, 1992). Using varimax rotated scale items, component loadings are depicted 

in Table 8.2. 

Table 8.2 Result of CATPCA Analysis 

 Item Dimension 

  1 2 3 4 5 

WE7 0.204 0.062 0.152 0.758 0.12 

WE8 0.318 0.119 0.17 0.78 0.006 

WE9 0.459 0.208 -0.167 0.434 0.45 

WE10 0.572 0.2 -0.02 0.295 0.323 

WE11 0.551 0.215 0.078 0.511 0.145 

IN12 0.583 0.162 0.271 0.38 -0.031 

IN13 0.61 0.197 0.299 0.362 -0.105 

IN14 0.804 0.096 0.167 0.153 0.025 

IN15 0.772 0.102 0.003 0.077 0.207 

PO16 0.783 0.122 -0.049 0.02 0.283 

PO17 0.67 0.049 0.275 0.209 -0.091 

PO18 0.624 0.088 0.328 0.235 -0.148 

PO19 0.736 0.182 0.033 0.116 0.276 

EN20 0.159 0.667 0.27 0.23 -0.037 

EN21 0.11 0.815 0.071 0.113 0.014 

EN22 0.13 0.815 0.049 0.017 0.233 

EN23 0.173 0.833 0.121 0.06 0.177 

EN24 0.138 0.753 0.091 0.084 0.219 

PR26 0.096 0.098 0.773 0.098 0.158 

PR27 0.174 0.097 0.761 0.14 0.197 

PR28 0.014 0.163 0.469 0.155 0.536 

PR29 0.076 0.205 0.301 0.079 0.692 

PR30 0.264 0.201 0.264 -0.043 0.691 

PR31 0.116 0.159 0.727 0.12 0.164 

 

The next step is to check these components in relation to reliability and validity 

issue. Reliability of a construct suggests that a measure is abstain from random 

measurement error (Smithson, 2005). It indicates the quality of measurement 

particularly regarding overall consistency and repeatability. Cronbach’s 

Alpha coefficient is widely used to estimate the reliability of scales. However, 

some suggested Cronbach’s Alpha is considered underestimating true 

reliability, therefore recommending to use composite reliability (Sijtsma, 2009). 
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Besides, a good construct requires a validity. Campbell and Fiske (1959) as cited 

in Byrne (2013) suggested a construct validity should meet convergent and 

divergent validity. The first indicates a set of variables presumed to measure a 

similar factor. The latter suggests that a construct firmly differs from other 

constructs. Hair et al. (2006) suggested Average Variance Extracted (AVE) 

should equal or exceed 50% (0.5), otherwise could not establish a convergent 

validity. A total of 11 items is further dropped to meet reliability and validity 

constraints. Employing Gaskin (2016)’s approach, the result of validity is shown 

in Table 8.3.   

Table 8.3 Indicators of reliability and validity 

 Indicator Component 

Component CR AVE MSV MaxR(H) 1 4 2 3 

1 0.852 0.537 0.112 0.865 0.733       

4 0.700 0.539 0.319 0.705 0.253 0.734     

2 0.810 0.590 0.319 0.832 0.316 0.565 0.768   

3 0.779 0.544 0.140 0.804 0.334 0.374 0.295 0.738 

Notes: CR= Composite reliability; AVE =Average variance extracted; MSV=Maximum shared    

variance; MaxR(H)=McDonald Construct Reliability 

CATPCA further extracts the 13 remaining items to four components (Table 

8.4).   

Table 8.4 Items confirm reliability and validity 

Items 1  2  3  4  

WE7  0.114  0.157  0.131  0.862  

WE8  0.149  0.262  0.168  0.829  

IN14  0.101  0.809  0.175  0.245  

IN15  0.131  0.863  0.085  0.139  

PO16  0.179  0.821  0.033  0.081  

EN20  0.654  0.062  0.242  0.28  

EN21  0.811  0.048  0.036  0.131  

EN22  0.841  0.145  0.113  -0.04  

EN23  0.858  0.143  0.128  0.086  

EN24  0.79  0.164  0.12  0.047  

PR26  0.11  0.081  0.875  0.06  

PR27  0.12  0.138  0.834  0.142  

PR31  0.189  0.054  0.764  0.128  
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The result shows better performance as model summary reported total 
percentage of VAF improves from 64.61% to 72.89% indicating better 
communality (Table 8.5). This means that the four selected components 
(Component 1: 37.15%, component 2: 14.99%, component 3: 12.66%, component 
four: 8.09%) describes almost 73% of the variance in the 13 quantified items. 

Table 8.5 Model summary 

Dimension  Cronbach's 
Alpha 

Variance Accounted For 

Total (Eigenvalue) % of Variance 

1 (Planet) 0.859 4.829 37.148 

2 (People) 0.528 1.95 14.999 

3 (Prophet) 0.425 1.646 12.659 

4 (Prosperity) 0.053 1.051 8.085 

Total .969a 9.476 72.892 

 

The first component is constructed from items under environment, that is way 

it is named as Planet. The second component is derived from two mixed-pillars 

of Maqasid al-Shari’ah namely: intellect (‘aql) and posterity (nasl). This 

component represents quality of people and subsequently is named as People. 

The third component is developed from three items of faith (din) and further 

will be named under Prophet. The last component is obtained from pillar of 

Maqasid al-Shari’ah, wealth (mal) and then is named as Prosperity. The only 

pillar of Maqasid al-Shari’ah that has no representative is self (nafs) given that 

all its items have loading factor less than 0.55 and fail to pass reliability and 

validity test. All of the components establish an extended TBL and further will 

be named as quadruple bottom line (QBL). These 13 extracted items (presented 

in bold) and their dimensions are shown in Appendix 8.1.   

8.4.2. Results of Content Analysis  

We assess the individual performance of QBL of 10 selected Islamic banks 

observed within three years (2015-2017). These banks (except BMMB) were 

awarded as the country winners by country (Global Finance, 2018). Emirate 

Islamic (EI) was outperform with less than 10% achievement, while Meezan 
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Overall if we compare the equally weighted method outcomes and VAF 

loading-weighted method, we find that the proportion of observed banks on 

the track (accommodative and proactive) are equal (fifty-fifty) with those banks 

with less social responsiveness (defensive and reactive). However, interestingly, 

the variation of results resulted from the second methods are closer and 

comparable to the outcome of survey. For instance, based on content analysis 

with VAF loading-weighted approach, 40% banks achieved defensive level, 

while the survey suggested 3% higher. Besides, the number of banks with the 

reactive level predicted by content analysis resulted small gap 3% higher than 

the actual respondents’ perception. In other words, in this case, content 

analysis VAF loading-weighted approach is considered more factual than 

equally weighted approach suggested by previous researchers (Haniffa & 

Hudaib, 2007; Haniffa & Cooke, 2002).  

8.4.3. Sustainability Performance 

In general, from four dimensions, our data suggested that Islamic banks 

performed poor in Planet dimension (38%) (Figure 8.3). This finding supports 

the previous research that Islamic banks tended to ignore the environmental 

matters (Aribi & Arun, 2015; Asutay & Harningtyas, 2015; Mallin et al., 2014). 

This practice also contradicts to the Islamic ethical teaching that encourage 

human to preserve and harmoniously live with environment (Abdelzaher et al., 

2019; Helfaya et al., 2018). To thoroughly examine environmental risk, for 

instance, Allet (2012) recommended business institution having a particular 

toolkit to assess this. Yet, from the 10 observed banks, none of them provided 

this tool (Figure 8.4). Furthermore, those invad in promoting green financing 

was very limited (7 out 30 point or 23%). Islamic bank is expected to undergo 

program to protect nature and disclose their financing that might harm 

environment. However, this assumption appears to be theoretical rather than 

practice. A possible explanation for this might be that many Islamic banks 

follow Accounting and Auditing Organization for Islamic Financial Institution 
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(AAOIFI) standard that Islamic banks do not require to disclose such 

information in their annual report (Maali et al., 2006).    

Figure 8.3 Prosperity, People, Planet, and Prophet for selected Islamic banks 

 

 

In regards of Prosperity, from 11 constructs were reduced to only two items: 

employment opportunities and optimum rate of development. The first refers 

to what extent an Islamic bank could open or create job opportunities. Other 

researchers highlight this issue under dimension commitment toward 

employees (Haniffa and Hudaib, 2007; Platonova et al., 2016). Our sample 

suggested that most of them contributed in employment opportunities (26 

point or 87%) (Figure 4). In this study, the second item is measured to what 

extent Islamic bank’s services and networks reach rural area. In contrast, this 

issue somewhat unaddressed as shown the outcomes is weak (6 point or 20%). 

This lacking in reaching rural customers might disadvantage future Islamic 

banks position. It is understandable to build banking infrastructure in rural 

areas might incur substantial cost. However, if these customers are neglected, 

they will loss of making profit opportunities given that many 

telecommunication providers seeing this as potential market. For instance, 

Tigo, a mobile operator in Chad that dominated 90% GSM market successfully 
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toward society, except BMMB. This bank celebrated mother and father days 

and awarded members of media for socialising and circulating Islamic banking 

products and services to societies. Moreover, Islamic banks are expected to be 

the guardian of social solidarity. This can be achieved, for example, by 

providing financing to under privileged group such as women, illiterate 

individuals, and workers with insecurities. However, this trait also seems to be 

forgotten by the banks as they had a little attention to handle it (9 out of 30 or 

30%).  

Most studies in the field of CSR of Islamic banks have not treated under 

privileged group in much detail (Alamer et al., 2015; Basah & Yusuf, 2013; 

Dusuki, 2008a; Haniffa & Hudaib, 2007; Mallin et al., 2014). We argue that 

Islamic banks are encouraged to adopt a workable approach to empower this 

under privileged group stand out. In India, for example, uplifting poor women 

through self-help group (SHGs) in which some women unite in a group to 

support each other such us to save whatever little money they are capable 

regularly and to discuss their business and financial issues with participatory 

planning. The improvement was achieved as they accessed loans without 

collateral and got incremental income form their microenterprise (Krishnan et 

al., 2008; Lokhande, 2008; Swain & Wallentin, 2009). In Indonesia, this 

approach has been adopted by BTPN Syari’ah, one of Islamic bank that its 

financing customers 100% are women and mostly are associated with 

“unbankable group”. Its financial performance suggested remarkable 

achievement with capital adequacy ratio (CAR) 28.8%, return on asset (ROA) 

9%, and return on equity 31.7% (BTPN Syariah, 2018).  

The best part of QBL from our samples is the achievement of Prophet 

dimension (63%). First, most of the banks applied good governance, through 

the work of board of Shari’ah in ensuring products and services are within the 

Islamic boundaries (23 out 30 or 77%). Second, most of the bank applied alms-

giving (zakat) (22 out 30 or 73%) this finding consistent with Maali et al., 

(2006). Management of Islamic banks seem aware doing or managing zakat as a 
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corporate philanthropy will earn a positive impact for their social performance 

(Gardberg et al., 2019). Third, only around one third of the sample that 

accentuated the important of enabling environment for righteousness, for 

instance through conducting regular Islamic lecture, applying prayer before 

work is started, or encouraging other religious activities. We argue that the 

promotion of religious or spiritual activities to some extent will enhance the 

commitment and a good workplace for better performance (Ashmos & Duchon, 

2000). Religious activities might not attract customers to choose Islamic bank 

rather conventional (Marimuthu et al., 2010). However, other studies suggested 

different findings. Religiosity is the key factor influencing customers choice 

when they undertake Islamic home financing (Alam et al., 2012). Furthermore, 

it is considered to improve commitment of customers as their default risk loans 

decreasing particularly in Ramadhan (Baele et al., 2014) and it has influenced 

on purchase intention of Islamic bank services (Souiden & Rani, 2015). In 

general, prejudice on Islam as the factor inimical to growth has no significant 

support (Noland, 2005) and religious beliefs change individual characters to 

improve economic performance (Barro & McCleary, 2003).  

8.5. Conclusion 

This study extends triple bottom line (TBL) to quadruple bottom line (QBL) 

approach. This is aimed to generate measurement based on Maqasid al-Shari’ah 

within well-known platform that can be operationalised in Islamic businesses 

and financial institutions. We conducted survey consisting all stakeholders of 

Islamic banking (n=504) in six provinces in Indonesia and asked their 

perception on 31 constructs developed from Chapra’s corollaries of Maqasid al-

Shari’ah. We employed Categorical principal component analysis (CATPCA) 

rather than traditional PCA as the nature of our data were developed from 

seven points-Likert scale (ordinal). The results, 31 constructs were reduced to 13 

items under four dimensions namely Prosperity, People, Planet, and Prophet. 

Traditionally, the first 3Ps represent TBL, while the last P (for Prophet) is an 

additional but an essential factor derived from faith (din) in Maqasid al-
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Shari’ah. All constructs are carefully tested in term of reliability and validity 

issues and has percentage of VAF 72.89% indicating excellent communality.  

Based on four dimensions resulted from CATPCA, we developed a QBL index. 

The performance of ten best global Islamic banks during 2015-2017 are further 

assessed using this index. Unlike previous researchers (Haniffa & Hudaib, 2007; 

Haniffa & Cooke, 2002) relying on equally weighted content analysis, we also 

attempt with VAF loading-weighted content analysis. We then rate each bank 

performance base on RDAP Scale. Based on equally weighted approach, 10 

banks are divided into four levels (3 banks=proactive, 2=accommodative, 2 

defensive, and 3=reactive). A different outcome resulted from VAF loading-

weighted showing 3 banks are proactive (30%), 2 accommodative (20%), 4 

defensive (40%), and 1 reactive (10%). Surprisingly, the last approach was found 

to be closer to the result of survey whereby respondents believe 15.42% banks 

were proactive, 34.78% accommodative, 42.89% defensive, and 6.92% reactive. 

This research identified that Islamic banks have paid a little attention on planet 

dimension (38%), while they have done better in term of prophet dimension 

(63%). One interesting finding of this study is that none of Islamic banks in the 

sample had a particular method to assess environmental risk. Another 

important finding was that only limited Islamic banks allocated financing to 

green projects. Furthermore, this study did not detect majority of Islamic banks 

extend their service to reach rural area and appropriately address under 

privileged group issue. Contrary to the expectation, our findings also suggested 

that two-third of Islamic banks did not care about the promoting religious or 

spiritual activities.  

We acknowledge that the generalisability of these outcomes is subject to 

certain limitations. For instance, the survey was conducted in only one single 

country and the duration of the collected data is quite short (three years). 

However, the findings have important implications for developing more 

sustainable Islamic banking industry in the future. First, a QBL index can be 

used to assess a sustainable Islamic bank as it is developed based on Maqasid 
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al-Shari’ah. Second, along with the existing policies, Islamic banks require to 

actively improve their strategies in handling environmental matters by having 

method in assessing environmental risk and considering financing in 

environmental projects. Third, Islamic banks are encouraged to collaborate 

with telecom providers to serve beyond existing areas, with particular emphasis 

on reaching rural places. Fourth, because of its philosophical stand, Islamic 

banks should vigorously take part to assist and continuously empower the 

under privileged group. And lastly, they are also inspired to consistently 

spreading religious values that might enhance goodness and commitment 

among staffs and customers. Doing all these suggestions is expected to improve 

their competitiveness and support their sustainability as well.   

Sustainability to some extent requires external enforcement. In this regard, 

regulators need to design policies that incorporate certain investigated 

constructs in order can be applied by practitioners (banks) with balanced 

incentives. This will ease and facilitate Islamic banks smoothly shift to be more 

sustainable.  
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Chapter 9: Conclusion 

9.1. Summary of the thesis 

Chapter 1 provided a brief summary of the IB industry, globally and in 

Indonesia. Islamic banking currently operates in about 80 countries with assets 

expected to grow to some $3.8 trillion by 2023. In Indonesia, IB had a market 

share of about six percent in September 2018 with total assets of around IDR 

469 trillion (approximately $34 billion). However, such developments have not 

been without criticism, with some criticising the role of IB, particularly in 

addressing its commitment on delivering social outcomes. To improve the 

social contribution of IB, some suggest it adopting selected practices standard 

in social banking (SB) or establishing a new type of banking, so-called Islamic 

social banking (ISB). This may make it possible for IB to perform a more 

significant role in supporting economic and social progress, especially in 

developing countries like Indonesia with large Muslim populations.  

The chapter then outlined the motivations for undertaking the thesis and 

objectives of the study by clarifying four research questions, followed by 

presenting structure of thesis. The motivations included the possibility of 

further encouraging and reforming IB in achieving its social outcomes, the 

prospect for IB in allocating funding for disadvantaged groups and small and 

medium enterprises as a way of enhancing economic and social development in 

Indonesia. The chapter then outlined the four main research questions. First, 

what is the theoretical justification for Islamic social banking? Second, are 

social outcomes a concern for Islamic banks in Indonesia? Third, what are the 

prospects for establishing an ISB in Indonesia? Finally, what are the possible 

frameworks for ISB? 

Chapter 2 provided examined the core principles, products, and services of both 

IB and SB. In contrast to conventional banking, IB draws on Shari’ah (Islamic 

law). Its key principles include: (1) the prohibition of interest, (2) the 
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application of profit–loss sharing (PLS), (3) the avoidance of uncertainty and 

speculation (gharar) and gambling (maisir), (4) not financing ‘sinful’ business, 

and (5) asset-based contracts. Under Shari’ah, another central objective is the 

active participation of the banking sector in achieving social goals. The 

objectives of Islamic law (Maqasid al-Shari’ah) address these goals through 

eight dimensions: safeguarding faith (din), human self (nafs), intellect (‘aql), 

progeny (nasl), wealth (mal), human rights, social entity, and the environment. 

These tenets suggest that IB should be actively engaged in addressing a broader 

triple bottom line framework. IB currently offers PLS- (musyarakah and 

mudharabah), sales- (murabahah, ijarah, and istisna), and fee-based (wakalah 

and kafalah) commercial products that encompass Shari’ah principles. IB also 

delivers or participates in unique products such as qardh al-hasan, zakat, and 

waqf, which help to serve its social contribution directly. However, in general, 

these social products are limited, especially relative to its more conventional 

commercially orientated products and services. Consequently, there is an 

accusation of social failure in IB.  

Similar to IB, a SB addresses not only financial profitability, but also social 

achievement. SB is then comparable to green, ethical, sustainable, and 

alternative banking. However, the differences between these are only slight, as 

all incorporate the triple bottom line (TBL) of securing profit, serving people, 

and paying attention to the environment. SB principles draw on “financial 

humanism”, which prioritises values in the socio-economic system. In this 

regard, IB and SB share several similar characteristics given that both 

institutions encompass a triple bottom line framework. However, their 

differences are notable in their philosophical view and outreach. While Shari’ah 

governs IB, SB draws on financial humanism, and while IB is both local and 

international, SB tends toward the local. We suggested that IB adopts some of 

the positive actions applied in SB such as guaranteed funding for SME, 

transparency, stakeholder participation, and applying specific indicators to 

improve sustainability. 
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Chapter 3 provided an overview of both Islamic and conventional banking 

industry in Indonesia, including its structure, regulation, supervision, and 

performance. The chapter concluded that the banking sector there has been 

stable and generally sound over the last decade. However, there are identified 

challenges across the industry, and the chapter provided recommendations to 

the regulator to address these. We suggested that the problem of the 

geographic concentration (74% of bank loans only in Java) be addressed and to 

widen the provision of banking services to remote communities through 

technology. The chapter also suggested the need to lessen the vulnerability of 

smaller banks through mergers or capital injections.  

Another important finding was that despite the performance of IB generally 

improving, the current market share of IB in Indonesia remains very small 

(around 6%). Furthermore, the performance of IB lags behind conventional 

banking. The chapter recommended an opportunity to reform this through 

converting at least one of the existing (large) publicly owned commercial banks 

into an Islamic bank, as permitted under current regulation in the country. The 

results also encouraged the regulator to consider socially responsible IB as 

demonstrated by BTPN Syariah as a future model and to enhance the coverage, 

competitiveness, and capability of IB through Fintech Shari’ah services. 

Chapter 4 comprised a literature review underpinning the theoretical 

conceptualisation of ISB. This chapter addressed the first research question 

RQ1: What is the theoretical justification for Islamic social banking? The chapter 

began by discussing IB from three different views: its principles, growth, and 

criticisms, one of the latter being its social outcomes (or rather, lack thereof). 

Despite the presence of social products such as zakat, qardh al-hasan, and waqf, 

some consider IB has failed in demonstrating social outcomes. Hence, the 

social impact of IB for marginal people is trivial and Shari’ah objective to guard 

business financially and to be socially acceptable might not be possible.  

Following this, the chapter examined current SB practices in terms of its 

objectives, responses to financial crisis, transparency, and collateral. The 
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evidence indicated that SB is associated with providing financial services to the 

unbanked. SB is also more transparent in its credit allocation process and 

demonstrated excellent financial performance during the global financial crisis. 

Another important finding was that SB, in some cases, disbursing funding to 

the poor and financially excluded often without demanding collateral. The 

suggestion was that IB could adopt some of these features to enhance its own 

performance and sustainability.  

The chapter concluded in declaring that IB and SB generally share similar 3P 

principles (Prosperity, People, and Planet) or the triple bottom line (TBL) in 

their operations. The chapter then extended these existing 3Ps principles with 

another P (Prophet) to reflect the adoption of ethical guidance from Islamic 

values to form the quadruple bottom line (QBL). The QBL is a possible 

framework for establishing an Islamic social banking (ISB), and a simulation 

conducted to assess IB in terms of its reactive, defensive, accommodative, 

proactive (RDAP) response to social goals and objectives.  

Chapter 5 investigated whether social failure currently exists in Indonesian IB. 

As a result, it directly responded to RQ2: Are social outcomes a concern for 

Islamic banks in Indonesia?  The chapter assessed 12 Islamic commercial banks 

(ICB), 7 Islamic banking units (IBU), and 7 Islamic rural banks (IRB) operating 

in Indonesia during 2015–16. Initially, we identified categories or key concepts 

for assessment indicators based on the current IB literature and three other 

sources: KLD Index of corporate social performance, the 17 Sustainable 

Development Goals (SDGs), and the 5 Environment Social Governance (ESG) 

Scorecard. We found six relevant traits representing IB's broad social objectives, 

including: religiosity, environmental, social, governance, employees, and 

customers.  

The results suggested that social failure was evident in all of the IRB samples, 

and half of the ICB, but only one among the seven IBU. However, at the 

industry level, IB in Indonesia quickly improved its social outcomes from an 

overall defensive rating in 2015 to an accommodative rating in 2016. Another 
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finding was that all Islamic banks appear to pay little attention to the 

environment and to customer benefits. In the case of ICBs, for instance, the 

scores for securing the environment and providing customer benefits were just 

43% and 9.7%, respectively. Some of the Islamic banks had green offices, but 

mostly fell behind in the provision of green financing. Regarding customer 

benefits, most ICB neglected three social elements in particular: serving 

unserved areas, not providing a special product for disadvantaged groups, and 

not rewarding customers with discounts. On this basis, the conclusion was that 

social outcomes are not yet a serious concern for Islamic banks in Indonesia.  

Chapter 6 investigated the social performance of IB in Indonesia, including its 

justification as an IB objective and the means of improvement. This responded 

to RQ3: What are the prospects for establishing ISB in Indonesia? The approach 

surveyed 506 current and potential Islamic banking customers across six 

Indonesian provinces, combined with in-depth interviews with 10 Islamic 

banking experts consisting of regulators, practitioners, Shari’ah scholars, and 

academics. Kruskal–Wallis tests served to identify whether there was any 

significant difference among the perceptions of different stakeholders to the 

social performance of IB. 

The findings supported previous results and showed that 42.9% of respondents 

consider that IB in Indonesia is socially defensive (doing the least that is 

required in terms of social outcomes) while 6.9% believe that it is reactive 

(doing less than that required). Of the remaining respondents, 34.8% consider 

IB social performance as accommodative (doing all that is required), and 15.4% 

see it as proactive (doing more than is required). Most respondents (53%) 

suggested improvement by combining corporate social responsibility and the 

zakat–waqf system. Only a minority (7.1%) were in favour of the establishment 

of Islamic social banking, whose main feature would be to design an alternative 

to collateral so that low- and middle-income customers could more readily 

access bank financing. The Kruskal–Wallis tests further revealed that all three 

questions regarding respondent opinions on whether IB delivered social 
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outcomes were statically insignificant (Asymp. Sig. >0.05), meaning that they 

expected IB to be doing better in delivering social outcomes than conventional 

banks.  

Chapter 7 proposed the QBL approach to performance measurement as an 

extension from the TBL framework. This responded to RQ4 Study 1: What are 

the possible frameworks for ISB? The existing framework consists of Prosperity, 

People, and Planet (the so-called 3Ps). We argued this was clearly inadequate 

for organisations seeking compliance with religious principles and hence 

needed a new dimension, namely, Prophet, to reflect Islamic values (thus 4Ps). 

We used the same survey data as in Chapter 6 and employed multiple 

regression analysis to test the applicability of the 4Ps. Before the regression, 

given that the data violated the assumption of normality, we used logarithmic 

transformations to remedy this problem. We also ensured that multicollinearity 

did not exist and that it met the reliability of the constructs. The chapter 

examined the application of the 4Ps using two large Islamic banks: Bank 

Muamalat Indonesia and Bank Mumalat Malaysia Berhadas case studies.  

The models created were all highly significant and well reflected the broad 

stakeholder perspective on bank performance. Of the four elements, the 

chapter found stakeholders ranked Prosperity first, followed by Prophet and 

then Planet. In regard to Prophet dimension, the respondents were in favour of 

three items: (1) IB provides a proper place for worshipping, (2) IB encourages 

social activities, and (3) all of IB’s products are under supervision of Shari’ah 

Supervisory Board. The case study strengthened the application of the new 

Prophet dimension as a way for Islamic banks to improve their financial, social, 

and economic performance, particularly during periods of financial distress, 

and reduce unethical behaviour. 

Chapter 8 reviewed the quadruple bottom line (QBL) based on Maqasid al-

Shari’ah to be used as an alternative measurement for a sustainable 

organisation. This answered RQ4 Study II: What are the possible frameworks for 

ISB? We used the previous survey data and adopted 31 constructs from Chapra's 
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corollaries of Maqasid al-Shari’ah. We argued the three elements of the TBL 

(Prosperity, People, and Planet) would fit IB if an extension of the existing 

framework was made by adding the additional dimension of Prophet. We then 

extracted the constructs using categorical principal component analysis 

(CATPCA). Based on CATPCA, we confirmed that the four dimensions, namely 

Prosperity, People, Planet, and Prophet, could adequately represent the 31 

constructs. We then reduced these to 13 validated constructs to develop a QBL 

performance index for sustainable IB.  

We applied the index to assess ten selected global Islamic banks. We found that 

only half of the sample banks were sufficiently sustainable, with four banks 

being defensive (doing the least that is required) and another reactive (doing 

less than what is required). We also revealed that IB performs poorly in terms 

of Planet (38%). The People dimension also scored low at 41%. In term of the 

Prosperity and Prophet dimensions, all scored better with 53% and 63%, 

respectively. However, contrary to expectations, our findings also suggested 

that almost two-thirds of Islamic banks did not care about promoting religious 

or spiritual activities but encouraged social activities (73%) and good 

governance, suggesting that their products and services benefited from the 

supervision of Shari’ah boards (77%).   

9.2. Thesis contribution 

This thesis made three main contributions to the existing literature. First, to 

the best of our knowledge, this study is the first to provide a possible 

framework for ISB and to test it empirically using survey data. Rather than 

directly using Maqasid al-Shari’ah as a primary reference theory for measuring 

performance of Islamic banking as suggested by Islamic scholars, we 

internalised it in the well-known TBL principles (Prosperity, People, Planet) 

and extended the TBL to yield a practicable QBL framework (Prosperity, 

People, Planet, Prophet). We argue this leads to two potential benefits: (1) the 

framework has been developed based on Islamic values as desired by Islamic 
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scholars; and (2) Non-Islamic scholars will be able to easily use the framework 

as they are expected to be more familiar with the TBL approach than Maqasid 

al-Shari’ah.  

In developing the QBL framework, we conducted three steps. First, we 

developed the initial model based on simulation data and employed RDAP 

scale to assess the model. Second, we conducted multiple regression analysis to 

assess the 4Ps (Prosperity, People, Planet, Prophet). The models suggested that 

the framework is highly significant. Furthermore, the two IB cases from 

Indonesia and Malaysia also supported the Prophet dimension. In the final step, 

we employed another method which is the CATPCA to confirm that the 4Ps are 

obviously represented the desired framework. In this step, we initially adopted 

31 constructs from Chapra's corollaries of Maqasid al-Shari’ah and reduced 

these to 13 validated constructs.  

Second, to the best of our knowledge, this is the first study to investigate fully 

the prospects for the establishment of ISB in Indonesia. In doing this, we 

investigated four integrated elements. First, scholars are divided in to two 

groups: those who suggest IB to be a normal business for pursuing profits and 

those who encourage IB to deliver social outcomes. We found that most of 

respondents were in favour of the second (48% agreed and 24.5% strongly 

agreed). Second, we considered IB social responsiveness to identify whether IB 

is already on track. We found most respondents (43%) believe IB is defensive 

(doing the least that is required) while 7% considered IB is reactive (doing less 

than required). Five of 10 interviewed experts confirmed this finding. Third, we 

asked respondents which method was most desirable to rectify the social 

outcomes of IB. The results from the survey suggested that only a small number 

of respondents (7.1%) supported the establishment of ISB, while the majority 

(53%) favoured combining CSR and the existing zakat–waqf system. Lastly, the 

survey suggested that ISB should have three priorities: (1) designing alternative 

systems of collateral (22.6%); (2) prioritising local people (18.5%), and (3) 

committing to ethical projects and preserving the environment (13.3%). 



223 
 

Third, another significant contribution of this thesis was the development of 

the QBL Index. The QBL framework (Prosperity, People, Planet, and Prophet) 

was established from 31 constructs developed from Chapra’s corollaries of 

Maqasid al-Shari’ah. Using a dimensionality reduction technique, we extracted 

a more manageable number of uncorrelated principal components. The score 

index obtained from this method serves as a new tool of measurement (Hair et 

al., 2006; Härdle & Hlávka, 2015; Howard et al., 2015). 

Executing the CATPCA, we validated 13 constructs to form the QBL index. IB 

practitioners, regulators, and researchers can use this index to assess the level 

of sustainability in IB. We then applied the QBL index to assess ten of the best 

global Islamic banks in 2015–2017 and found that Islamic banks paid less 

attention to the Planet (38%) and People (41%) dimensions but were better for 

the Prosperity (53%) and Prophet (63%) dimensions. 

9.3. Policy and Industry Implications 

There are three main implications of the thesis. First, among the findings of the 

research is that while Indonesian IB social outcomes are steadily improving, 

scoring 47.4% (defensive) in 2015 and 53.5% (accommodative) in 2016, this is 

still somewhat unimpressive. This implies that the IB industry needs to 

improve, particularly in the areas of the environment, customer benefits, 

supporting disadvantaged groups, and reaching rural areas. We suggest that IB 

practitioners design methods for assessing environmental risk and consider 

allocating more financing toward ecological and green projects in Indonesia. In 

widening their scope of services to rural areas, we also encourage IB to 

collaborate with IT solution providers and the emerging Fintech industry.  

Improving qardh al-hasan financing would also be a significant development to 

provide financial aid to disadvantaged groups. Islamic banks should actively 

involve in promoting creative work in society, for instance, by awarding those 

who dedicated and pioneered their life for knowledge, humanity, and the 

betterment of society. We also recommend that regulators promote policies 
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that encourage IB to help deliver social outcomes. These policies should pay 

attention to specific short and long-term targets and there should be regular 

evaluation to assess each bank’s progress. The provision of incentives may also 

assist Islamic banks in meeting their social targets.  

Second, the QBL framework we proposed for IB comprises Prophet as a new 

dimension. Accordingly, we encourage the IB industry to internalise religiosity 

in their corporate culture as in our study cases. This effort is challenging given 

that many Islamic banks converted from conventional banks. However, there 

are many some potential benefits. The positive consequences as found in our 

case studies include reducing fraud and complaints, increasing charitable 

contributions, and better staff attitudes and productivity.  

In response to these findings, we recommend that Indonesian banking 

regulators consider adjusting the existing performance measurement metrics by 

inserting the religiosity dimension as a point of assessment. This assessment 

can be detailed in at least three assessments: (1) providing proper worshipping 

places, (2) promoting social activities, (3) maximising Shari’ah governance 

trough frequent supervision of Shari’ah board to ensure all product and services 

are Shari’ah compliance. This provides an important source of information for 

all IB stakeholders, especially current and potential customers. 

Third, this thesis developed the QBL index. This index can be used as an 

alternative measurement for IB industry. The index indicates their total 

achievement of social outcomes and classifies whether they are on track 

(accommodative and proactive level) or underperforming (reactive and 

defensive level). In the one hand, we encourage regulators to provide relevant 

policies to respond to the results of QBL assessment. For instance, a bank found 

to be in the “reactive” category (doing less than required) or “defensive” group 

(doing the least that is required) should be under intense supervision until the 

management of the bank can improve their performance to at least the 

“accommodative” level (doing all that is required). This serves as useful 

information for bank management in daily operations.   
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9.4. Thesis limitations 

The main limitations of this thesis are threefold. First, the use of single-country 

survey limits the generalisability of some of the findings. By comparison, some 

researchers employ two or three countries in their samples. However, to justify 

credible global generalisations a minimum of 7–10 countries is required (Franke 

& Richey, 2010). We consider that we ameliorated some of this weakness related 

to the narrow scope of the stakeholder surveys by conducting in-depth 

specialist interviews (Chapter 6) and case studies (Chapter 7).  

A related problem is that our chosen 13 validated constructs (of 31 original 

constructs) following Martin and Eroglu (1993) need to be further tested to 

determine if they are reliable and valid measurements. The developed scale will 

only be considered a stable instrument if it provides consistent result when 

tested across various countries (Churchill Jr, 1979). Regrettably, this is not 

within the scope of the present thesis to survey other countries given the 

timeframe and resources needed.    

Second, the framework we proposed is limited because it is a conceptual and 

theoretical framework rather than a business model framework. This 

conceptual framework summarises the essential concepts that we have 

extracted from the literature and combines them with new concepts that we 

have developed and validated through our research. Our proposed framework 

draws on various existing theoretical backgrounds, particularly extending from 

TBL principles and maqasid al-Shari’ah theory. In contrast, a business model 

shows how a firm actually delivers or executes a business (Richardson, 2008). 

This implies the business model consists of comprehensive and more practical 

guidance to do business.  

Given that our proposed framework is a mere theoretical framework, it lacks a 

detailed account of its possible day-to-day application. Nonetheless, our 

framework consists of crucial elements (constructs) that can serve as general 

guidance. The detailed application of this framework could vary and differ 
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across countries. Hence, practitioners and regulators might have different 

approaches when they apply the framework for day-to-day basis. However, we 

investigated what kind of policies, products and services might be possible 

when applying the framework.  

Third, one of the important findings of this thesis is that the most acceptable 

method to improve social outcomes from the perspective of stakeholders is 

through combining CSR and zakat–waqf system. CSR is a broader topic in 

which its application in Islamic finance has been thoroughly explored (Dusuki, 

2008b; Dusuki & Abdullah, 2007; S. Farook et al., 2011; Mallin et al., 2014; 

Platonova et al., 2016). However, this is not the case when combining CSR and 

zakat–waqf. We argue this would be suitable as a future doctoral topic, 

unaddressed in this thesis given the limitations of time and budget. 

9.5. Directions for future research 

There are three possible directions for future research arising from this thesis. 

First, as discussed, many of the findings in this thesis draws upon a single-

country survey in Indonesia. Hence, we suggest testing the developed 

framework in other contexts. Ten countries in particular would provide 

reasonable comparisons: Malaysia, Bahrain, the United Arab Emirates, 

Indonesia, Saudi Arabia, Jordan, Pakistan, Kuwait, Oman, and Brunei 

Darussalam. These countries all likewise have rapidly developing IB sectors and 

included among the top-10 IB markets globally in 2019 according to the Islamic 

Finance Development Indicator (ICD-Refnitiv, 2019). 

Most importantly, each of these countries differs in ways that are of interest to 

researchers. For example, stakeholder characteristics in Malaysia and Brunei 

Darussalam are likely similar to Indonesia, providing insights into applicability 

in a similar cultural context. In contrast, in the Middle East, religious capacity is 

not necessarily a driving factor that motivates people to use Islamic financial 

instruments (Souiden & Rani, 2015). 
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Second, given that our framework is limited to a conceptual basis, there is a 

need to develop detail for its actual business implementation. We encourage 

businesses, regulators, and scholars to work together to enhance the existing 

conceptual framework and form a business model framework for ISB. In regard 

to the first aim, researchers may focus by giving extra attention including these 

issues: (1) Banking Capital, (2) Sources of Funding, (3) Financing contracts and 

product programs, (4) Liquidity requirement, (5) Regulation, (6) Governance, 

and (7) How to establish an ISB. 

In relation to the business model, Richardson (2008) identified three aspects of 

a business model framework required to be addressed: (1) the value proposition 

(what is to be offered, who are the targeted customers, and how to win 

customers’ attention; (2) the value creation and delivery system (how to deal 

with resources, the organisation and its business processes, and networking to 

customer, suppliers, partners, and customers); and (3) value capture (how to 

generate profits to sustain business).  

Incorporated into this framework, we would expect some attention to be 

devoted to designing an alternative system of collateral to facilitate the access 

to finance of underprivileged groups. Another aspect would be to examine 

more extensively how IB could disperse financing to ethical projects and those 

aimed at preserving the environment. Because these allocations may incur costs 

for IB, regulators need to provide incentive-compatible policies. Otherwise, 

practitioners might be discouraged from seeking ideal social outcomes. With 

the principle and business framework, researchers are encouraged to examine 

how to set up an ISB from the beginning.    

Third, we encourage researchers to investigate the best method for improving 

social outcomes through combining CSR and the zakat–waqf system. In the 

global context, some researchers have proposed a model of integration between 

zakat–waqf system (Hassan & Ashraf, 2010; Raimi et al., 2014; Shirazi, 2014) as a 

poverty reduction strategy. However, research to date has focused on the macro 

level, with few scholars attempting to address this at the individual company 
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level. Hence, there are ample opportunities to investigate the role of CSR and 

zakat–waqf and its application to IB.  

In the context of Indonesia, integrating zakat in IB practices has recently 

gained support from the regulator. For instance, Bank Indonesia issued 

regulation No.14/14/PBI/2012 concerning Bank Report Transparency and 

Publication wherein Islamic banks are responsible for reporting zakat 

management. Meanwhile, Badan Wakaf Indonesia (Indonesia Waqf Board) 

stipulated Regulation 1/2009 concerning cash waqf (waqf in the form of money). 

This form of waqf must be done through Lembaga Keuangan Shari’ah Penerima 

Wakaf Uang (Shari’ah financial institutions recipient of cash waqf or LKSPWU).  

However, until July 2019, the 18 Islamic banks acting as LKSPWU only collected 

IDR199 billion in July 2019 (far from the estimated IDR11 trillion per year). Thus, 

future research could address this situation and avenues for improvement. 

Concerning this, the Indonesian government has recently encouraged the 

establishment of Bank Wakaf Mikro or BWM (Micro Waqf Bank), with 54 

BWMs established since 2017 (Otoritas Jasa Keuangan, 2019). BWMs target 

customers without a relationship with any other banks and are currently 

reaching more than 22 thousand clients with total financing facilities around 

IDR29.33 billion (US2.12 million). As this closely relates to some dimensions of 

IB and ISB, the performance and sustainability of this sub-industry is also 

deserving of attention. 
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Appendix 1 Dimensions, Constructs, Keywords, and Assessment   

N
o 

Dimensions 
Items Constructs 

Keywords Assessment  

1 

Religiosity 

a Zakat 

• Zakat, infaq, 
shadaqah 

• If ZIS is mentioned in annual report (AR) of a bank 
as conceptual matter (0) 

• If a bank has a plan to execute it (1) 

• If a bank has already pay corporate zakat and 
distributed the amount of ZIS both directly and 
indirectly (2) 

b 

Qardh al-

hasan  

• Qardh al-hasan • If Qardh al-hasan (QH) is mentioned in AR of a 
bank as conceptual matter (0) 

• If a bank has a plan to execute it (1) 

• If a bank has already distributed the QH fund as 
loans (2) 

c Riba 

• Riba, charging 
interest 

• If riba is NOT mentioned in AR at all (0) 

• If riba is mentioned in AR of a bank as a religious 
duty (1) 

• If riba is mentioned in AR of a bank as a religious 
duty and is promoted for customers’ awareness (2) 

d 

Encouraging 

spirituality 

• Morning prayer, 
regular sermons, 
Qur’an learning, 
Dhuha praying 

• If a bank does not encourage spiritual activities in 
the form of worship (such as morning prayer, 
Dhuha praying, regular sermons, and Qur’an 
learning) (0) 

• If a bank does encourage spiritual activities in the 
form of worship (such as morning prayer, Dhuha 
praying, sermons, and Qur’an learning) (1) 
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• If a bank encourages spiritual activities in the form 
of regular worship (such as morning prayer, Dhuha 
praying, sermons, Qur’an learning) and initiate 
them for the benefit of its customers or 
communities (2) 

2 

Environment 

e 

Environment

al awareness 

• Reforestation, 
plastic removal, 
environmental 
seminar 

• If a bank does not address environmental issues (0) 

• If a bank addresses environmental issues as 
conceptual matter (1) 

• If a bank addresses environmental issues as a 
conceptual matter as well as do some relevant 
programs (such as reforestation, plastic removal, 
and seminars) (2)  

f Green office 

• Material, water, 
and energy use 

• If a bank has no explicit policy on efficiency of 
material, water, and energy usage (0) 

• If a bank has explicit policy on efficiency of 
material, water, and energy usage (1) 

• If a bank has explicit policy on efficiency of 
material, water, and energy usage and has real 
initiative to preserve the environment (2) 

g 

Green 

financing 

• Financing 
recyclable 
plastic, organic 
food, water 
treatment 

• If a bank has no explicit policy on green business 
(such as financing recyclable plastic, organic food, 
and water treatment) (0) 

• If a bank has explicit policy on green business 
(such as financing recyclable plastic, organic food, 
and water treatment) and has a plan to execute it 
(1) 

• If a bank has explicit policy on green business 
(such as financing recyclable plastic, organic food, 
and water treatment) and has already implemented 
projects or programs (2) 
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3 

Community  

h 

Community 

education 

and training 

• Community 
education/traini
ng, scholarship 

• If a bank has no program for education or training 
for community (0) 

• If a bank has program for education or training for 
community and plan to do it (1) 

• If a bank has program for education or training for 
community and has conducted the program (2) 

i 

Community 

quality 

improvement 

• public facilities, 
natural disaster, 
health services 

• If a bank has no program on quality improvement 
such as developing public facilities, helping natural 
disaster, and delivering health services (0) 

• If a bank has a program on quality improvement 
such as developing public facilities, helping natural 
disaster, and delivering health services (1) 

• If a bank has a program on quality improvement 
such as developing public facilities, helping natural 
disaster, and delivering health services and is 
currently undergone a certain project with certain 
total amount of money reported in AR (2) 

 

j 

Community 

economic 

empowerme

• Marketing and 
business support, 
local workers, 
local people 

• If a bank has no program on economic 
empowerment such as supporting marketing and 
business, recruiting local workers, enlarging 
networking for local people (0) 

• If a bank has programs on economic empowerment 
such as supporting marketing and business, 
recruiting local workers, enlarging networking for 
local people (1) 

• If a bank has programs on economic empowerment 
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nt such as supporting marketing and business, 
recruiting local workers, enlarging networking for 
local people and is currently undergone with 
certain total amount of money reported in AR (2). 

 

4 

Governance 

k 

Vision/ 

mission 

statement 

• Social objectives • If a bank has no explicit vision/mission in 
addressing social objectives (0) 

• If a bank has explicit vision/mission in addressing 
social objectives (1) 

• If a bank has explicit vision/mission in addressing 
social objectives and specific measures are taken to 
achieve the goal (2) 

l 

Prevent 

corruption 

and fraud 

• Corruption, 
fraud 

• If a bank has no an explicit concept to deal with 
fraud (0) 

• If a bank has an explicit concept to deal with fraud 
(1) 

• If a bank has an explicit concept to deal with fraud, 
establish anti-fraud division and report the fraud 
(2) 

m 

Handling 

customer 

• Customer 
complaints 

• If a bank has no an explicit concept about customer 
complaint (0) 

• If a bank has an explicit concept about customer 
complaints and establish some relevant measures 
to deal with fraud (1) 

• If a bank has an explicit concept about complaints 
and establish some relevant measures to deal with 
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complaints fraud and openly report the result (2)  

n 

Ethics and 

staff 

compliance 

• Code of ethics • If a bank has no code of ethics nor policies dealing 
with clients (0) 

• If a bank has code of ethics or policies dealing with 
clients (1) 

• If a bank has code of ethics or policies dealing with 
clients and has explained and reported how they 
implemented among employees (2) 

5 

Employees 

o 

Reward for 

employees  

• Employees 
reward, owning 
company’s share 

• If a bank has rewarded employees based on 
position (0) 

• If a bank has rewarded employees based on 
position and financial achievement (1) 

• If a bank has rewarded employees based on 
position, financial achievement, and social 
performance or creating unique rewards such as 
owning company’s share (2) 

p 

Work 

opportunity 

equality 

• Working equality • If a bank has regulated working equality (0) 

• If a bank has regulated working equality and 
describe how to achieve it (1) 

• If a bank has regulated working equality, described 
how to achieve, and implemented women 
representative in senior management position or 
board level or the number of women/men are quite 
the same (2) 
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q 

Training for 

employees 

• Learning 
program/worksh
op 

• Training expense 

• If a bank has commitment to continuously educate 
and built competency of their staff (0) 

• If a bank has commitment to continuously educate 
and built competency of their staff and plan some 
learning programs (training and workshop) (1). 

• If a bank has commitment to continuously educate 
and built competency of their staff, plan some 
learning programs (training and workshop), report 
the participant of training and training expense (2)  

 6 

Client 

r 

Serving 

unserved 

area  

• Rural services • If a bank has no policies to serve rural or unserved 
area (0) 

• If a bank has policies to serve rural or unserved 
area and plan to open it (1) 

• If a bank has policies to serve rural or unserved 
area and has opened few outlets or use specific 
technology to address it (2) 

s 

Diversified 

Financial 

products  

• Women, 
disadvantaged 
group, diversified 
products 

• If a bank has no diversified financial product to 
serve particularly women and disadvantaged group 
(0) 

• If a bank has a planning to diversified financial 
product to serve particularly women and 
disadvantaged group (1) 

• If a bank has diversified financial product(s) to 
serve particularly women and disadvantaged group 
(2) 

t Discount for • Speed up 
payment, 
discount, 

• If a bank has no discounts for customers (e.g. who 
speed up payments from due time or muqasah, 
giving discount ujroh, or any kind of discount) (0) 
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clients muqasah • If a bank offered discounts for customers (e.g. who 
speed up payments from due time or muqasah, 
giving discount ujroh or any kind of discount) (1) 

• If a bank offered discounts for customers (e.g. who 
speed up payments from due time or muqasah, 
giving discount ujroh, or any kind of discount) and 
recorded the recipient on annual report (2) 

Note: assessment value from 0 (having no specific policy), 1 (having a particular policy), and 2 (having a specific policy, applying and reporting the 

results in the annual report)  



 

263 
 

Appendix 2 Consent form 

 

 

 

 

 

A FRAMEWORK FOR ISLAMIC SOCIAL BANKING 

CONSENT FORM – SEMISTRUCTURED INTERVIEW 

Research Team members: 

No Name Role Contact 

Phone Email 

1 
Prof Andrew 

Worthington 

Principal 

Investigator 

+617 373 54273 Ext. 

54273 
a.worthington@griffith.edu.au 

2 
Dr. Tracey 

West 

Associate 

Investigator 

+617 555 29769 Ext. 

29769 

 

t.west@griffith.edu.au  

 

3 

Associate 

Professor Rifki 

Ismal 

Associate 

Investigator 

+62 (021) 4894921/ 

29818451 
rifki@bi.go.id  

4 
M. Luthfi 

Hamidi 

Associate 

Investigator 
+ 61469064410 mluthfi.hamidi@griffithuni.edu.au 

 

By signing below, I confirm that I have read and understood the information 

package and in particular have noted that: 

• I understand that my involvement in this research will include a semi-
structured interview, of approximately 30 minutes, during the period 
between November 2017 and February 2017; 

• I understand that my interview will be audio-recorded in a digital file and I 
will be provided with a copy of the transcripts and have an opportunity to 
verify them; 

• I understand that the audio-file will be erased following transcription; 

• I understand that the transcription will be stored in a locked filing cabinet at 
Griffith University for 5 years after which time it will be destroyed 
confidentially; 

• I understand that only the research team will have access to the data; 

• I have had any questions answered to my satisfaction; 
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• I understand the risks involved; 

• I understand that there will be no direct benefit to me from my participation 
in this research; 

• I understand that my participation in this research is voluntary; 

• I understand that if I have any additional questions, I can contact the 
research team; 

• I understand that I am free to withdraw at any time, without explanation or 
penalty; 

• I understand that any reference to the information I provide will be done 
through the position I hold in the institution or association I represent 

• I understand that I can contact the Manager, Research Ethics, at Griffith 
University Human Research Ethics Committee on +61 7 3735 4375 (or 
research-ethics@griffith.edu.au), approval reference number 2017/851, if I 
have any concerns about the ethical conduct of the project; and 

• I agree to participate in the project. 
 

Name : _________________________________________________________ 

Signature : _________________________________________________________ 

Date : _________________________________________________________ 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

265 
 

 

Appendix 3 Interview Information Sheet 

 

 

 

 

 

A FRAMEWORK FOR ISLAMIC SOCIAL BANKING 

INFORMATION SHEET – Semistructured Interview 

Research Team Members: 

No Name Role Contact 

Phone Email 

1 Prof Andrew 

Worthington 

Principal 

Supervisor 

+617 373 54273 

Ext. 54273 

a.worthington@griffith.edu.au 

2 Dr. Tracey West Associate 

Supervisor 

+617 555 29769 

Ext. 29769 

 

t.west@griffith.edu.au  

 

3 Associate 

Professor Rifki 

Ismal 

Associate 

Supervisor 

+62 (021) 

4894921/ 

29818451 

rifki@bi.go.id  

4 M. Luthfi 

Hamidi 

PhD Student + 61469064410 mluthfi.hamidi@griffithuni.edu.au 

 

Why is this research being conducted? 

This research is a component of a student’s PhD program at the Department of 

Accounting, Finance and Economics, Griffith Business School, Griffith University, 

Australia. The aim of this research is to explore the social outcomes of Islamic 

banking. We investigate whether respondents believe that Islamic banks have failed 

in delivering social outcomes. We further seek clarification about suggestions to 

improve these social outcomes. We also identify Islamic social banking as one 

possible solution, for which we seek respondents’ input into the most suitable 

platform, main products and services, and others options for establishment. 
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Social Banking (SB)  

Guene and Mayo (2001, p. 1) define “Social banking as where the supplier of financial 

services take a positive interest in the social outcomes and effects of their activities.” 

Alternatively, Cornée and Szafarz (2014, p. 361) simply contend that SB is “…financial 

intermediaries paying attention to non-economic (i.e., social, ethical, and 

environmental) criteria.” Although SB is associated with various names (such as 

ethical bank, sustainable bank or alternative bank) in essence it embraces the 

principle of a triple-bottom lines in its daily activities, i.e., three criterions, being 

profit (securing profit to keep the bank sustainable), people (serving communities 

as social mission), and planet (paying attention to environment and its 

sustainability for future usage) (Benedikter, 2011; De Clerck, 2009; O. Weber, 2014). 

Business model of SB is profit-making, but optimising social added value. 

Furthermore, it focuses on banking basics (saving collection and credit 

distribution). In addition, it declares transparency (loans granted are published) and 

its outreach is local. 

What you will be asked to do? 

In this research your participation in a semistructured in-depth interview will be 

requested. The interview will be undertaken for approximately 1 hour to obtain 

information on your views, experiences, and vision regarding the current practice of 

Islamic banks particularly in delivering social outcomes and the possibility of 

establishing of Islamic social banking.  

Participants Selection 

The target participants are individuals who have experience and knowledge of 

Islamic banking and who are either regulators, practitioners, academicians, or 

Shari’ah council members. The total number of participants expected to take part is 

25 as depicted in Table 1. 
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Table 1: Composition of interviewees 

No Profession Number Institution 

1 Regulators 2 Financial Services Authority 

  2 Central Banks Indonesia 

2 Practitioners 4 Islamic Commercial Banks 

  2 Islamic Rural Banks 

  2 

2 

Islamic Business Units 

Social banks 

3 Syari’ah council 

members 
2 

Dewan Syari’ah Nasional (National Syari’ah 

Board) 

  
4 

Dewan Pengawas Syari’ah (Syari’ah 

Supervisory Board) 

4 Academicians 5 Universities and other research institutions 

 Total 25  

 

The expected benefits of the research 

The benefit to you and other stakeholders is that this research will develop a 

framework on how Islamic social banking should be established and how it can be 

operationalised. The expected impacts on establishing or incorporating social 

banking principles on Islamic banking are the improving of Islamic banking in 

dealing with social outcomes. People who are previously facing barriers in accessing 

the banks, disadvantaged groups, as well as ‘unbankabled” individual may have 

option to use banks’ facilities and are likely to participate and enhance their 

prosperity.  

 

Risk to you 

There are no foreseeable risks caused by this research to the participants or the 

research team; no risks to the environment and no risks that could impact on your 

occupancy. 

Your participation is voluntary. If you choose not to participate, it will not affect 

your current or future relationship with the university or your job. There is no 

penalty or loss of benefits for not participating or for discontinuing your 

participation. 
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Your confidentiality 

The records of this study will be kept private. All your responses will be coded for 

analysis to remove individual identification. None of the specific records will be 

used for wider purposes other than researcher’s academic program including 

academic publication such as journal articles, conference presentations, social 

media publication and PhD thesis. In any report to be published, the data will be 

presented using the institutional titles only, unless there is a request to be presented 

anonymously. As required by Griffith University, all audio recordings will be erased 

after transcription. However, the research data (interview transcripts and analysis) 

will be retained in a locked cabinet and/or a password protected electronic file at 

Griffith University for a period of five years before being destroyed. 

Questions/further information 

If you have any additional queries, concerns or complaint about this research, you 

may contact any of the research team members. 

The ethical conduct of this research 

Griffith University conducts research in accordance with the National Statement on 

Ethical Conduct in Human Research. If potential participants have any concerns or 

complaints about the ethical conduct of the research project they should contact 

the Manager, Research Ethics, at Griffith University Human Research Ethics 

Committee on +61 7 3735 4375; email: research-ethics@griffith.edu.au, Approval 

reference number 2017/851 or our local contact on behalf Hendro Wibowo, MM, 

CFP +62 81387339483 

Feedback to you 

The findings of this research will be made available to participants and their 

organizations upon completion of the thesis. A summary of research results will be 

delivered to all participants via email request in plain language. Research findings 

will also be communicated through academic and other publications and 

conference presentations. A copy of the thesis will be provided as feedback and 

report on the findings to participating organizations also at their request. The 

organizations potentially include: 

1. Ministry of Religion (Kemenag) 

2. Financial Services Authority (Otoritas Jasa Keuangan) 

3. Central Bank Indonesia (Bank Indonesia) 

4. National Syari’ah Board (Dewan Syari’ah National)  

5. Islamic Commercial Banks (Bank Syari’ah) 

6. Islamic Banking Units (Unit Usaha Syari’ah) 
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7. Islamic Rural Banks (Bank Pembiayaan Rakyat Syari’ah)  

 

Privacy Statement 

The conduct of this research may involve the collection, access and /or use of your 

identified personal information. The information collected is confidential and will 

not be disclosed to third parties without your consent, except to meet government, 

legal or other regulatory authority requirements. A de-identified copy of this data 

may be used for other research purposes. However, your anonymity will at all times 

be safeguarded. Regarding with the data storage, as required by Griffith University, 

all data will be retained in a locked cabinet and/or a password protected electronic 

file at Griffith University for a period of five years before being destroyed. For 

further information consult the Griffith University’s Privacy Plan at 

http://www.griffith.edu.au/about-griffith/plans-publications/griffithuniversity-

privacy-plan or telephone +61 7 3735 4375. 

A thank you for your participation 

As a token of gratitude for your participation, you will be presented with a small gift 

(book).  
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Appendix 6 A Survey of Stakeholders’ Perception on 

Islamic Banking Performance 

Dear participants, 

Welcome to this survey. I would like to encourage you to participate in this survey for my research at Griffith 
University, Australia. This questionnaire is about your perception on Islamic Bank’s performance. It requires 
about 30 minutes to complete. 

This is completely voluntary. Your involvement is expected to contribute in measuring the performance of 
Islamic bank. The finding of this research will be expected to have a significant impact on the way Islamic 
banks are managed in regard to their financial, social, and environmental results. It is also designed to assess 
the Syariah compliance of the banks. 

The information you supply would be strictly confidential and would be used for research purpose only without 
mentioning individual identity. Your name and your company will not be recorded and disclosed for 
publication. 

If you have any questions or comments, please contact me at; mluthfi.hamidi@griffithuni.edu.au. Further 
details about this research can be found in the INFORMATION SHEET below. Thank you very much for your 
support for this research. 

Best regards, 

M. Luthfi Hamidi 

PhD Candidate 

Griffith University, Brisbane, Australia 

  

INFORMATION SHEET – Survey 

RESEARCH TEAM MEMBERS: 

No Nama 
Kontak 

Telepon email 

1 Prof Andrew C. Worthington +617 373 54273 Ext. 54273 a.worthington@griffith.edu.au  

2 Dr. Tracey West +617 555 29769 Ext. 29769 t.west@griffith.edu.au  

3 Associate Professor Rifki Ismal +62 (021) 4894921 rifki@bi.go.id  

4 M. Luthfi Hamidi + 61469064410 mluthfi.hamidi@griffithuni.edu.au  

 

WHY IS THIS RESEARCH BEING CONDUCTED? 

This research is a component of a student’s PhD program at the Department of Accounting, Finance and 
Economics, Griffith Business School, Griffith University, Australia. The aim of this research is to explore 
stakeholders’ perceptions of Islamic banking performance based on the 4P dimensions (so-called quadruple 
bottom line) of Prosperity, People, Planet, and Prophet. These results will be contrasted with a performance 
measurement based on the Balanced Scorecard. 

WHAT YOU WILL BE ASKED TO DO? 

In this research your participation in completing a questionnaire will be requested. The questions use a 7-point 
Likert scale and multiple-choice responses to mostly closed questions about your perception of the 
performance of Islamic banking, particularly from the viewpoint of the above 4P dimensions and the Balanced 
Scorecard.  

PARTICIPANTS SELECTION 
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The target participants will be a range of Islamic bank stakeholders including depositors, creditors, customers, 
employees, local communities, managers, regulators, and syari’ah councils. The survey will be distributed 
among Islamic commercial banks, Islamic banking units, Islamic rural banks, and other relevant groups. 

THE EXPECTED BENEFITS OF THE RESEARCH 

The benefit to you is that this research will provide a new strategy for measuring Islamic bank performance 
based on 4P approach. This research will provide information to regulators, practitioners, syari’ah scholars, 
the perceptions of Islamic banks’ stakeholder regarding their existing social outcomes particularly within the 
dimensions of prosperity, people, planet, and prophet. 

RISK TO YOU 

There are no foreseeable risks caused by this research to the participants or the research team; no risks to 
the environment and no risks that could impact on your occupancy. Your participation is voluntary. There are 
no penalty or loss benefits for not participating or for discontinuing your participation. 

YOUR CONFIDENTIALITY 

Your responses will be anonymous. It will be kept private. All your responses will be coded for analysis to 
remove individual identification. None of the specific records will be used for wider purposes other than 
researcher’s academic program including academic publication such as journal articles, conference 
presentations, social media and PhD thesis. In any report to be published, no information will be provided that 
could identify you. The research data will be retained in a locked cabinet and/or a password protected 
electronic file at Griffith University for a period of five years before being destroyed. 

YOUR PARTICIPATION IS VOLUNTARY 

Your participation is voluntary. You do not need to answer every question unless you wish to do so.  There are 
no penalty or loss benefits for not participating or for discontinuing your participation at any time. 

MECHANISM FOR CONDUCTING SURVEY 

The survey will be conducted and administered using both email survey (including drop-off survey) and 
internet survey. The data gathered then will be stored in the Griffith University research storage service. The 
data is only able to be downloaded by the researcher and then be exported in a de-identified manner to other 
programs such as Excel and SPSS for further analysis. 

QUESTIONS/FURTHER INFORMATION 

If you have any additional queries, concerns or complaint about this research, you may contact any of the 
research team members. 

THE ETHICAL CONDUCT OF THIS RESEARCH 

Griffith University conducts research in accordance with the National Statement on Ethical Conduct in Human 
Research. If potential participants have any concerns or complaints about the ethical conduct of the research 
project they should contact the Manager, Research Ethics, at Griffith University Human Research Ethics 
Committee on +61 7 3735 4375; email: research-ethics@griffith.edu.au, Approval Reference Number 
2017/848 or our local contact on behalf Hendro Wibowo, MM, CFP +62 81387339483 

FEED BACK TO YOU 

Summary of research findings will be delivered to participants via email and upon request. Research findings 
will also be communicated through academic and other publications and conference presentations. In 
addition, a copy of the thesis will be provided to any participating institution as a full report on the findings of 
the research on request. 

PRIVACY STATEMENT 

The conduct of this research may involve the collection, access and /or use of your identified personal 
information. The information collected is confidential and not will be disclosed to third parties without your 
consent, except to meet government, legal or other regulatory authority requirements. A de-identified copy of 
this data may be used for other research purposes. However, your anonymity will at all times be safeguarded. 
Regarding with the data storage, as required by Griffith University, all data will be retained in a locked cabinet 
and/or a password protected electronic file at Griffith University for a period of five years before being 
destroyed. For further information consult the Griffith University’s Privacy Plan at 
http://www.griffith.edu.au/about-griffith/plans-publications/griffithuniversity-privacy-plan or telephone +61 7 
3735 4375. 

EXPRESSING CONSENT 
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Completion of this survey will be deemed as your consent to participate in the research. 

A THANK YOU FOR YOUR PARTICIPATION 

As a token of gratitude for your participation, a small gift worth $AUD1.5 (around Rp 15.000) will be presented 
in the form of transferring phone credit. 

 

[1] How old are you?  

Please choose only one of the following: 

•  18-25 

•  26-35 

•  36-45 

•  46-55 

•  Above 55 

 [2] Your gender  

Please choose only one of the following: 

•  Male 

•  Female 

•  Other 

 [3] What is your marital status? 

 Please choose only one of the following: 

•  Single 

•  Married 

•  Widower 

 [4] What city do you live in?  

Please write your answer here: ……………………………………………. 

  

 [5] Your Religion 

Please choose only one of the following: 

•  Islam 

•  Catholic 

•  Christian 
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•  Budha 

•  Hindu 

•  Other 

 

 [6] Your education level 

Please choose only one of the following: 

•  Primary/Secondary school 

•  College Diploma 

•  Bachelor Degree 

•  Master Degree 

•  Doctoral degree 

•  Other please write your answer here: …………………………………… 

 [7] Your current job  

 
Please choose only one of the following: 

•  Manager/Executive 

•  Professional (Lawyer, Accountant, Doctor etc.) 

•  Academic 

•  Merchant/Business owner 

•  Government employee 

•  Farmer 

•  Housewife 

•  Student 

•  Retired 

•  Unemployed 

•  Other  

 [8] How long have you been working with your current organisation?  
Please choose only one of the following: 
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•  Less than 1 year  

•  1-5 years 

•  6-10 years 

•  More than 10 years 

•  Unemployed 

 [9] How much your monthly income (after tax)?  

 
Please choose only one of the following: 

•  Below Rp 2.000.000,00 

•  Rp 2.000.000,00 - Rp 5.000.000,00 

•  Rp 5.000.001,00- Rp 10.000.000,00 

•  Rp 10.000.001,00 - Rp 20.000.000,00 

•  More than Rp 20.000.000,00 

 [10] How long have you been a customer of Islamic Bank?  

 
Please choose only one of the following: 

•  Less than 1 year 

•  1-3 years 

•  3-5 years 

•  More than 5 years 

•  Other (have no Islamic Bank account) 

 [11] Do you have an account outside an Islamic bank? 

Please choose only one of the following: 

•  Yes 

•  No 

 [12] To what extent are you engaged with an Islamic bank? 

 
Please choose only one of the following: 

•  Depositor only 
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[22] Please indicate your assessment of current Islamic banks regarding their social 

performance. 

Please choose the appropriate response for each item: 

•  Reactive (doing less than required) 

•  Defensive (doing the least that is required) 

•  Accommodative (doing all that is required) 

•  Proactive (doing more than is required) 

[23] To improve social performance of Islamic banks, the implementation of 3P 

pillars of encouragement to create profit (Prosperity), empowerment of internal 

staff and communities (People), and commitment to sustainable financing (Planet) 

should be implemented through which channel? 

•  Establishing a new social-oriented Islamic bank 

•  Establish a Waqf bank or Waqf Venture bank 

•  Encourage the existing Islamic banks by maximizing the role of corporate social responsibility 

(CSR) 

•  Encourage existing sharia Banks by combining CSR and ZIS-Waqf programs 

•  Using sharia co-operatives (such as Baitul Mal wat Tamwil) as they are directly related to end 

users  

•  Other (please write here): 

_________________________________________________________________________

_________________________________________________________________________

____ 

[24] If a new institution is recommended to be established, what should be its 

characteristics, products, and services? 

You may choose more than one answer that you think are appropriate. 

•  More focused on basic services such as providing savings and financing facilities. 

•  Not only targeting profitable projects, but also financing ethical and environmental support 

projects.  

•  Business coverage is preferred locally to serve the lower middle class. 

•  Establish an alternative collateral system that enables the poor but productive and potential to 

access banking financing.  

•  Establish an alternative collateral system that enables the poor but productive and potential to 

access banking financing. 

•  Transparent by publicising the amount of public funds and to whom and what sector funds are 

disbursed. 
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•  Decision making is designed to be more democratic by involving the voice of depositors or 

customers. 

•  Other (please write here): 

__________________________________________________________ 

 

 

Thank you 

[25] Thank you for your participation in this survey.  

As a token of appreciation for your participation, voucher credit worth Rp 15.000,00 

will be sent. Transfers will be made after this survey period ends (3/3/2018). If you 

agree please type your mobile number below.  If you do not want to, just skip it.  

Please write your answer here: ……………………………………….. 

  
 

 

Completion of this survey will be deemed as your consent to participate in this 

research. 

 

 

 

 

 

 

 

 

 

 

 

 

 






