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Abstract. The Indonesian Islamic banking industry, attaining the age of
more than 25 years tend to adopt conventional approach to measure its
bank performance. Although this method could well inform the
performance of the bank financial, this measurement fails to inform both
the characteristics of Islamic banking. This study is designed to evaluate
three Islamic bank performance measurements: Sharia Maqashid Index,
Sharia Conformity and Profitability (SCnP), and CAMELS. Sharia
Magqashid Index approach has three variables: educating individual,
establishing justice, and public interest. SCnP approach has two variables:
Sharia conformity and profitability. While CAMELS approach has five
variables: Capital, Asset Quality, Management, Earning, and Liquidity.
This study uses data from Islamic Commercial Banks registered on Bank
Indonesia from 2012-2016. The data analytical technique is quantitative
method using descriptive approach. The results of the study using Sharia
Maqashid Index reveal that there is a difference in Islamic Commercial
Banks performance. The used of SCnP reveals that none of Islamic
Commercial Banks on upper right quadrant. The used of CAMELS reveals
that all of Islamic Commercial Banks in Indonesia have Fairly Healthy
predicate. These findings suggest that, to provide a comprehensive picture
of its performance, the Islamic banks need to adopt both Sharia-based as
well as financial based measurement.

1 Introduction

Currently, the world is entering the era of Industrial Revolution 4.0. This also applies to
the banking industry where they are competing to utilize technology to provide excellent
service to its customers. This is in line with Senge et al. [1] which states the current
challenge is to develop sustainable businesses that are compatible with current economic
realities. The financial services sector was an early adopter of key technologies associated
with business transformation and it is currently one of the most intensive users of
information and communication technologies [2] .

Indonesia's Islamic banking is over 25 years old, but in its age of more than a quarter
century it has not had its own performance measurement tools and is still adopting
conventional measuring instruments and limited only to financial ratio measurement. The
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use of conventional measuring instruments as the only measure of performance in Islamic
banks is considered less suitable.

First, scholars [3] state that Islamic banks and conventional banks are characteristically
difficult to distinguish. Secondly, several studies have shown that the measurement of
performance of Islamic banks with conventional banks is not the same, since the views of
core functions and operational characteristics are clearly different [4]. Thirdly, most Islamic
banks rely on financial benchmarks to measure their performance results, therefore, many
stakeholders cannot clearly see the difference between Islamic and conventional banking.
Furthermore, by using conventional benchmarks to measure the performance of Islamic
banking there is a discrepancy between conventional banking performance indicators and
the broader objectives of Islamic banking. [5]

This is confirmed by researchers [6] which states that the characteristic difference
between Islamic banking and conventional banking is something very basic. So the
characteristics of services produced will be different, and evaluation of both types of
banking will also be different [7]. Therefore, efforts are needed to develop performance
measurement tools that will complement the financial objectives of Islamic banking [5].
The development of measuring instruments for performance of Islamic banks is needed to
answer one of the research results that the Islamic finance industry is fast growing and
innovating but slow in establishing its credibility [8].

In fact, research related to measuring instruments that have been aligned with the
characteristics of Islamic banking has been done. Past researchers have attempted to
improve performance measurements to align with the characteristics and objectives of
Islamic banking [5] with the Sharia Maqashid Index approach, and research with the Sharia
Conformity and Profitability (SCnP) method [9]. The results show that the model can be a
strategic alternative approach that can illustrate how well the performance of Islamic
banking is more universal and can be implemented in the form of a comprehensive policy
strategy [10]. The difference of this study with previous studies is in this study the author
use several approaches in assessing the performance of Islamic banking. Considering one of
the functions of banking is as financial intermediary, the bank is required to always
maintain the level of business performance and business health level in order to gain the
trust of stakeholders [7]. On the other hand, scholars [10] maintain that because Islamic
banks have different characteristics from conventional banks in both concept and practice,
Islamic banking should consider performance that not only focus on financial ratios, but
also pay attention to Non-financial ratio.

Based on the above background, this study is intended to assess three models of bank
performance measurement, namely the measurement of Islamic banking performance using
Sharia Maqgashid Index model, Sharia Conformity and Profitability model as well as
CAMELS model. Such a study is important to assist the Islamic banking industry to
evaluate their business performance and subsequently developing appropriate competitive
strategy.

2 Literature review

In the highly competitive business environment, as as in Islamic bank industry, having a
high performance is imperative [11]. Performance appraisal is a management tool for
knowing how far the company's objectives have been achieved, evaluating business
performance, managers, divisions and individuals within the company, as well as for
predicting future company expectations [12]. The information used as a performance
measurement or assessment tool is grouped into two categories namely financial
performance and Non-financial information [13]. The performance of a bank can be
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identified by using a measuring tool known as CAMELS (Capital, Asset Quality,
Management, Earning, Liquidity, and Sensitivity of market risk) analysis. Bank health
measurement and rating model through CAMELS analysis has been determined by Bank
Indonesia [14]. Non-financial information can increase confidence in the quality
management supervision process. A comprehensive performance measurement technique
developed by several organizations and companies is a balanced scorecard which includes
four measured aspects: financial perspective, customer satisfaction, internal process
efficiency, and learning and growth [13].

Mohammed [5] uses a method to define the concept of Maqashid Sharia into a
measuring instrument for measuring the performance of Islamic banking. This method
describes the Concept (C) into observable behavior and is called Dimension (D). The
dimension is then translated into several measurable behaviors called Elements (E). This
measurement of performance that have been developed from the framework of Maqashid
Sharia and then weighted so that the concept can be used to measure the performance of
Islamic banking by weighting each Objective (O) and Element (E) [5].

In the Sharia Conformity and Profitability (SCnP) model there is a merger between
profitability indicators to assess conventional financial performance with an index of
conformity to sharia values to assess the socio-economic obligations of Islamic banks. The
sharia compliance variable consists of the ratio of sharia investment, sharia income, and
profit sharing ratio. While the profitability variable consists of ROA, ROE, and profit
margin [9]. From each sharia compliance ratio and profitability ratios are averaged and the
result is a graph of four quadrants.

One of the bank's performance appraisal tool is CAMELS method, as stated in Bank
Indonesia Regulation dated January 24, 2007 [14] regarding Rating System of Commercial
Banks Based on Sharia Principles. The Bank's Health Level is the result of qualitative
assessment of various aspects affecting the condition or performance of an Islamic
commercial bank or Islamic business unit through; quantitative assessment and qualitative
assessment of capital factors, asset quality, profitability, liquidity, sensitivity to market risk;
and qualitative assessment of management factors. The CAMELS approach in this study
do not include sensitivity to market risk factor due to the limited data obtained, especially
related to the data of excess capital and the potential loss of exchange rate which become
the formula/ratio to calculate the sensitivity factor.

3 Method

This research useses descriptive quantitative approach. In this case, the researchers
describe the quantitative data that have been obtained. After the statistical process, the data
is interpreted. The reason for choosing this research method is because all data is in the
form of financial ratios and can be directly and easily explained. The population of this
study are all Islamic Commercial Banks registered in Bank Indonesia from 2012-2016 as
many as 13 Banks [15]. While the sample for this research consists of four Islamic Foreign

Exchange Banks.
4 Result
Table 4.1. Islamic Commercial Bank rating based on Sharia Maqashid Index
BANK SHARIA MAQASHID INDEX
Plof1stO | Plof2nd O | Pl of 3rd O SMI RANKED
Bank Syariah Mandiri 0.00235 0.18596 0.10431 0.29262 2
BNI Syariah 0.00663 0.17580 0.09888 0.28131 3
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Bank Muamalat 0.00391 0.21483 0.11298 0.33172 1
Bank Mega Syariah 0.00071 0.15546 0.10621 0.26237 4

Based on Table 4.1 the total calculation of Sharia Maqashid Index of Bank Muamalat
was ranked first followed by Bank Syariah Mandiri at the second level, while BNI Syariah
and Bank Mega Syariah ranked third and fourth. These results are similar to the results of
Prasetyowati, et. al [16] study which reveals that Bank Muamalat is the best performing
bank based on Sharia Maqashid Index measurement compared to other Islamic banks.

Table 4.2. Performance of Islamic Commercial Banks based on SCnP

2012 2013 2014 2015 2016
BANK [SC | P sc [ p SC [ p SC P scl P

Wl | Llew ]l Llewmlew| Tl owm] 2 len o] 2
Bank
Syariah 74 | 12 |tRQ | 74 | 8 |1RQ| 73 | 2 |tQ| 75 | 4 |RQ | 76 | 4 |1RQ
Mandiri
BNI 71| 8 |Q| 72| 8 |wo| 72| 8 |ul| 3|7 ||| 7 |Uu
Syariah
Bank
oK i | 81|12 | RQ | 83 | 6 |IRQ| 82 | 2 |IRQ | 8 | 2 |IRQ| 84 | 2 |LRQ
Bank
Mega 67 | 25 Q| 67 | 13 |uQ| 66 | 4 |UlQ| 66 | 4 |LQ |67 | 7 | ULQ
Syariah

Table 4.2 shows the performance measurements using the SCnP approach. It indicates
that for five years all Islamic Commercial Bank in Indonesia spread in upper left quadrant,
lower right quadrant, and lower left quadrant. These results are fairly similar to the finding
of Ratnaputri [17] research. This result suggests that there is no Islamic Commercial Bank
in Indonesia is located in upper right quadrant, indicating a high sharia compliance while
having high profitability.
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Fig. 4. SCnP Quadrant

In general, Islamic commercial bank performance based on SCnP approach in the
period of 2012-2016 is depicted in Figure 4.1
Note:
1. Bank Syariah Mandiri (1) and Bank Muamalat (3) are in lower right quadrant,
meaning have a high level of sharia compliance but having low profitability level.
2. BNI Syariah (2) is in lower left quadrant, indicating of a low level of sharia
compliance and profitability level.




MATEC Web of Conferences 218, 04020 (2018) https://doi.org/10.1051/matecconf/201821804020
ICIEE 2018

3. Bank Mega Syariah (4) is in upper left quadrant, means having a low level of
sharia compliance but has a high level of profitability.

Table 4.3 Performance of Islamic Commercial Banks based on CAMELS

Years 2012 2013 2014 2015 2016
Bank Result | Predicate | Result | Predicate | Result | Predicate | Result | Predicate | Result | Predicate
Bank . . . . .

. Fairly Fairly Fairly Fairly Fairly
Syarlgh_ 7675 Healthy 76.81 Healthy 6628 Healthy 70.17 Healthy 7047 Healthy
Mandiri
BNI Fairly Fairly Fairly Fairly Fairly
Syariah 7062 Healthy 7651 Healthy 75.30 Healthy 76.60 Healthy 76.68 Healthy
Bank . . . . .

Fairly Fairly Fairly Fairly Fairly
Muamalat | 76.16 Healthy 69.49 Healthy 66.97 Healthy 67:36 Healthy 67.27 Healthy
Bank . . . . .
Fairly Fairly Fairly Fairly Fairly
Megg 78.49 Healthy 77.67 Healthy 69.02 Healthy 69.34 Healthy 76.89 Healthy
Syariah
Table 4.4 Comprehensive Measurement Performance
Bank Ranked Quadrant Predicate
Bank Syariah Mandiri 2 LRQ Fairly Healthy
BNI Syariah 3 LLQ Fairly Healthy
Bank Muamalat 1 LRQ Fairly Healthy
Bank Mega Syariah 4 ULQ Fairly Healthy

Table 4.4 shows that two Islamic banks (Bank Syariah Mandiri and Bank Muamalat)
which have the highest index maqashid value and have a fairly healthy predicate not
necessarily that the banks have a high level of sharia suitability and a high profitability.
This finding also shows that there is also an Islamic bank which is in the lowest maqashid
index (Bank Mega Syariah) and has a fairly healthy predicate but has a high profitability
level (in upper left quadrant).

However, for Islamic banks with first and second ranking with the index magqashid
method, the result consistently shows the possibility of being in two quadrants, i.e. in upper
right quadrat or low right quadrant. This means that an Islamic bank with a first and second
ranking maqashid index does not necessarily have a high level of profitability. Further, the
result indicates that every Islamic bank with a first and second ranking maqashid index has
a high sharia conformity value.

5 Conclusion, implication, and future research

The measurement of Islamic Commercial Banks performance in 2012-2016 using
maqashid index method shows the varied results of Islamic Commercial Banks in
Indonesia. The best performance was achieved by Bank Muamalat who consistently
maintained the performance that was ranked first. Performance measurements using the
SCnP approach indicate that for five years all Islamic Commercial Banks in Indonesia are
spread out in upper left quadrant, lower right quadrant, lower left quadrant, and that means
no Islamic Commercial Banks in Indonesia in the upper right quadrant which has a high
sharia suitability and has a high profitability. The measurement of performance using
CAMEL approach shows that for five years all banks has a fairly healthy performance
rating. These findings suggest that, to provide a comprehensive picture of their
performance, Islamic banks need to adopt both Sharia-based and financial-based
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performance measures concurrently. The inclusion of these approaches will enable the
Islamic bank growing fast and building the public confidence. This study bears a drawback
related to the sample used, which contains of four banks. Considering the important of this
study’s finding; thus, it is recommended that this performance measurement assessment
need to be tested in other Islamic banks and in other financial institution.
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