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Sharia Banking Performance Measurement
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ABSTRACT--Execution assessment on Sharia budgetary foundations, particularly Sharia banks, intends to
gauge the exhibition and strength of banks de pendent on the recently set targets. This is done as a control to improve
future execution by distinguishing inadequacies of Sharia banks activity consistently. Building the correct
exhibition estimation appropriate with the attributes of an organization is a significant angle, particularly in a
world unbounded, to stay serious and monetarily solid. As a bank that works dependent on Sharia values, there are
sensible results in particular certain criteria that must be met in the operational procedure. There are in any event
three components of execution that are significant attributes in the operational act of Sharia banks. To start with,
Sharia banks in completing their activity, as a major aspect of the financial facet, are benefit situated.
Notwithstanding, profit must be accomplished through tasks that hold fast to Sharia values.
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I. INTRODUCTION

Sharia banks in doing their job and capacities must maintain the standards of equity and fellowship. Third,
Sharia banks in conveying salary and riches must be equivalent. One of the guiding principle that structure the
vision and mission of Sharia banks is that all assets essentially belong to Allah. Therefore, Sharia banks must be
focused on this point of view by circulating assets similarly to assemble a gainful society. Subsequently, it very
well may be said that Sharia banks have a job as business element, yet additionally as social and da'wah substance
through item advancement dependent on Sharia morals and good standards. Along these lines, the exhibition of
Sharia banks isn't restricted to the money related angle, yet additionally should be connected to the social and
da'wah execution where the Sharia banks are found. This requires an exhibition estimation model that can quantify
both money related and non-monetary execution of Sharia banks. A few presentation stage and criteria that are in
accordance with Sharia standards are solidified in the detailing of an exhibition estimation that can control and
assess Sharia banks to ensure they remain in accordance with these standards.

The instance of Bank Muamalat that neglected to meet its base capital prerequisite of 12 percent uncovers a
few auxiliary issues dissolving sharia banks in Indonesia. Notwithstanding this issue, sharia banks additionally
need to improve their intensity to stay aware of customary banks. This can be accomplished principally through

enhancements in business effectiveness and an attention on notable business sections.
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II. IMPROVING SHARIA BANKING PERFORMANCE

To start with, sharia banks need to improve their business proficiency. In September, sharia banks' arrival on
resources (ROA) and net working edge (NOM) remained at 1.66 and 1.84 percent, individually. In the interim,
customary banks'ROA and net premium edge (NIM) remained at 3.52 and 4.2 percent around the same time. These
figures show that sharia banks are less proficient than ordinary banks. High costs erode their profitability, which
leads to lower capital increase. As a consequence, their assets (mainly driven by financing) growth will be
constrained by the capital requirement. In other words, sharia banks will face difficulties in growing their financing
from the asset side, since they can only raise limited capital from the equity side. In addition, less efficient business
compels sharia banks to charge higher prices when channeling their funds to borrowers in order to sustain a
profitable business. Consequentially, they are unable to compete with conventional banks that have greater
efficiency and lower prices. To deal with this issue, some sharia banks turn to subprime borrowers with higher
credit risk, further undermining their competitiveness. Business efficiency can be achieved by streamlining
workflows, improving the integration of a bank’s information technology (1T) systems, upgrading data reporting
and improving compliance and risk management efficiency. The implementation of these processes is not easy but
feasible, since guidelines for benchmarking are widely available.

Second, sharia banks have to exploit their competitive advantage by focusing on business segments not
dominated by conventional banks. Due to the lack of expertise, the attempts made by a number of sharia banks to
expand in the corporate segment resulted in increased nonperforming financing that eventually eroded their
profitability instead of increasing it. Instead, sharia banks need to focus on smaller borrowers, such as retailers and
small and medium enterprises (SMEs).This segment has vast room to be exploited considering the low financial
inclusion rate in Indonesia. A 2018 report from the World Bank shows that the rate was only 49 percent in 2017.
Even though the businesses of retailers and SMEs are less sophisticated than those of corporates, assessing their
risk 1s easier. If sharia banks can improve their risk management system n this segment-for instance by improving
borrower screening, data management and financial anal ysis-the risk associated with financing retailers and SMEs

can be mitigated.

Islamic

Financial System

figure 1: Islamic Financial System
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Figure 1 shows Islamic Financial System. Therefore, sharia banks face some structural challenges that hamper
their business growth. These challenges include the lack of risk culture and a less competitive business model.
Fortunately, these problems can be resolved in a realistic manner. Since all of these challenges are interrelated,
they have to be tackled simultaneously.

In the previous article, I suggested the implementation of thorough risk assessment in compliance with Basel
HIrequirement and credit risk specialization (subject-matter experts) to improve the risk culture in sharia banks.We
thinkback-end office investment, such as to improve data reporting and IT integration, will improve the efficiency
of sharia banks.Credit or business segment specialization also leads to a more focused business model and greater
efficiency through a lower nonperforming financing that eventually can improve the cpmpetitiveness of sharia
banks. This condition 1s supported further by the growing demand for sharia-related products in Indonesia and
strong government support in promoting the industry If all of these factors are combined, sharia banks have a lot

of potential to grow their business sustainably.

III.  ESTIMATION OF SHARIA BANKS WELLBEING

Execution estimation is firmly identified with corporate administration, in which one of the apparatuses to
gauge the nature of corporate administration is through execution estimation. This implies execution estimation is
an appraisal, assessment and thought reason for improving the nature of Sharia bank administration. It is impor tant
to remake execution estimations that is created from the substance of Sharia banks an incentive as neighborhood
shrewdness to have the option to reveal the nature of Sharia bank administration in its job as a business, social and
da'wah element.

As to estimation of Sharia banks wellbeing, BI set up Bank Indonesia Regulation (PBI) No 91/1/PBL/2007
concerning the Health Evaluation System for Sharia Banks. Bl stressed that the money related wellbeing level of
Sharia banks is dictated by CAMELS factors which include quantitative evaluation utilizing Capital, Asset Quality,
Earnings, Liquidity and Sensitivity to Market Risk (CAEL) proportions and subjective appraisals of the executives.
Concerning appraisals, Bl repeated that subjective evaluations is an appraisal of the variables that help the
consequences of quantitative appraisals. Along these lines, in view of this article, the executives quality factor is
situated as a supporting variable in accomplishing money related execution. In this way, money related viewpoints
are at the center of operational objectives which guides the executives to unify their operational procedures just on
accomplishing budgetary execution. While the non-budgetary perspectives, particularly the elaboration of

Shariaethics and ethics which are significant qualities, are disregarded.

IV. CONCLUSION

Analysis of tradiional monetary execution estimation which expresses that the administration conduct of
Sharia banks that actualize CAMELS and RGEC as a presentation estimation device, will be co-selected by values
that attention on money related objectives as top need. Sharia banks will be decreased to material and individual

arranged banks, which will prompt broken conduct of Sharia bank the board as an expert in completing bank
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activities.Inquiring about which discovered useless conduct, for example, overlooking the arrangement of gainful

subsidizing to little clients. Deviation of Sharia standards in the enhancement of Sharia banks items to accomplish

greatest benefit. Sharia notoriety is a central point for clients to pick Sharia banks, consequently, worries of client

distrustin Sharia banks develops as this useless conduct comes open. In the interim, expressed that ordinary

execution estimation that have been actualized in Sharia banks depends on utilitarianism morals esteem which is

clashing with the attributes of Sharia banks. Hence, it is important to assemble a model for estimating the bud getary

presentation of Sharia banks. The primary center is the manner by which the estimation models would have the

option to speak to the capacities and duties of Sharia banks as business, social and da'wah foundations.
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