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Figure 1. Development of Islamic Banking Assets in Indonesia 2019 to 2023
Source: OJK
Globally, the Islamic Financial Services Board (IFSB) report shows that the

world's total Islamic banking assets have reached USD 3.4 trillion by the end of
2022, where Indonesia plays an important role as one of the key markets in the
industry. 'The Islamic banking industry in Indonesia has recorded significant
growth in the past five years, making it one of the main pillars of the national
financial system.? Based on data from the Financial Services Authority (OJK)
in 2023, the total assets of national Islamic banks reached IDR 892.17 trillion,
growing 11.21% compared to the previous year, with consistent double-digit

growth over the last five years.?
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This significant asset growth is inseparable from the role of Islamic
Corporate Governance (ICG) in maintaining public trust in the applied Sharia
principles.* In the enforcement of Sharia principles, there is a responsible body,
namely the Sharia Supervisory Board. The is an independent body tasked with
ensuring that all operational activities and products of Islamic financial
institutions are by Islamic Sharia principles.®

SSBconsists of experts in figh muamalah and sharia finance, who are
authorized to provide fatwas, advice, and supervision on the implementation of
sharia rules in the institution’s activities.® The existence of SSBis regulated by
regulatory authorities, such as the Indonesian Ulema Council (MUI) and the
Financial Services Authority (OJK), to maintain the integrity and public trust in
the Islamic financial system.

The existence of SSBcauses this governance to be a solid foundation for the
operations of Islamic banks. However, the industry still faces challenges, such
as low Islamic financial literacy in the community and limited product variety
available. These obstacles need to be overcome to ensure sustainable growth.

The phenomenon of rapid growth of Islamic banking in Indonesia shows
interesting dynamics, especially in terms of increasing total assets.” According
to the 2022 OJK report, the market share of Islamic banking reached 6.57% of

the total national banking industry.® In this context, total assets are considered
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relevant as an indicator that reflects the competitiveness, stability, and
efficiency of Islamic banks. The research also included total assets as a form of
bank characteristics to understand how economies of scale affect financial
performance.

The financial performance of Islamic banks is measured using several
financial ratios, namely, liquidity ratio, solvency ratio, activity ratio, and
profitability ratio.® Return on Equity (ROE) is one of the main indicators in
assessing the financial performance of a company. ROE measures the rate of
return that shareholders get on the equity they invest. This ratio is calculated by
comparing net income with shareholders' equity, which is then expressed as a
percentage. The higher the ROE value, the more efficient the company is in
utilizing its equity to generate profits.1°

In assessing the financial performance of banks, bank characteristics are one
of the factors that have a significant impact on profitability and operational
efficiency.!! These characteristics can be measured through various indicators,
one of which is total assets, which is often expressed in the form of natural
logarithm (Ln Total Assets) to provide a more proportional picture of the size
of the bank. This characteristic plays a role in determining the competitiveness,
cost efficiency, and ability of the bank to manage its financial resources.

In addition, the size of the bank also determines its ability to diversify risk.
Large banks have broader loan and investment portfolios, thus reducing market
and credit risks. With better risk management, profits become more stable, so

ROE remains optimal.
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However, large bank sizes also face challenges in regulation and
management complexity. Stricter regulations may limit flexibility in business
decision-making. In addition, complex organizational structures may hinder
efficiency, potentially lowering ROE.*? The relationship between Ln Total
Assets and ROE is not always linear. Medium-sized banks often have higher
ROE than very large or very small banks. This is due to the balance between
operational efficiency and managerial complexity.

Several studies have explored the relationship between Islamic Corporate
Governance (ICG), bank characteristics, and financial performance. Tarihoran
found that ICG had a significant effect on ROE in Islamic banks. Meanwhile,
Dianti identified that several elements of ICG affect operational efficiency,
which ultimately impacts ROE.

13 research confirms that bank size contributes

Ayusaleha and Laila's
significantly to financial performance through economies of scale effects.
International research such as Hassan and Basri shows that strict governance in
the Middle East results in a significant increase in ROE. The local context
remains a key factor, as Al-Harbi said, that the effectiveness of governance
depends on regulations and public trust in the Sharia system.

The focus of this research is to explore how the indicators of the general
guidelines for the governance of Indonesian sharia entities (PUG-ESI)
published by the National Committee on Governance Policy (KNKG) are
applied specifically in measuring ICG related to financial performance. In
previous research, this guideline has not been used as a reference for measuring
ICG in companies.

This guideline guides Sharia governance, covering stakeholder rights,

regulatory oversight, ethics, and risk disclosure. The eight main principles of

this guideline include the responsibilities of the board of directors, the board of
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commissioners, and the DPS; composition and remuneration; constructive
working relationships; ethical behavior; risk management; transparency;
protection of shareholder rights; and stakeholder respect. These principles are
applied through 195 recommendations to improve the efficiency, transparency,
and sustainability of Islamic finance.'*

Based on this background, this research aims to fill the gap in previous
research in that it identifies the relationship between Islamic corporate
governance, bank characteristics, and financial performance measured through
ROE. This research is different by identifying the simultaneous relationship
between Sharia governance, total assets as a Form Characteristic, and ROE. The
low efficiency compared to conventional banks indicates the need for further
strengthening of Sharia operational and governance strategies.

This research uses a sample of 12 Islamic banks in Indonesia during the
2019 to 2023 period, reflecting the latest dynamics in the industry. Thus, this
research is expected to make a significant contribution to the development of
sharia governance literature and practices in Indonesia. Based on this, this
research is entitled "The Influence of Islamic Corporate Governance (ICG) and
Form Characteristics on the Financial Performance of Islamic Banking in

Indonesia in 2019 to 2023”

B. Problem Formulation
Based on the Research background description above, the problems

identified in this research are as follows:

1. Does Islamic Corporate Governance (ICG) positively impact on the

financial performance of Islamic banks in Indonesia?

2. Does the Characteristic Form positively impact on the financial

performance of Sharia Banks in Indonesia?

14 "Pedoman Umum Governansi Entitas Syariah Indonesia (PUG-ESI)" (KOmite
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3. Does Islamic Corporate Governance (ICG) and form characteristics
positively impact on the Financial Performance of Islamic Banks in

Indonesia?

C. Puspose of Research

1. To analyze the influence of Islamic Corporate Governance (ICG) on the
Financial Performance of Islamic Banks in Indonesia.

2. To analyze the influence of the Form Characteristics on the Financial
Performance of Islamic banks in Indonesia.

3. To analyze the influence of Islamic Corporate Governance and the Form

Characteristics on the Financial Performance of Islamic banks in Indonesia.

D. Research Benefits

The results of this research are expected to provide benefits for the

following parties:

1. Benefits for academics
This research is expected to increase the knowledge of academics
and provide a deeper understanding of the influence of Islamic Corporate
Governance (ICG) and Form Characteristics on the Financial Performance
of Islamic Banks in Indonesia.
2. Benefits for practitioners
1) Government
This research is expected to be considered by the government
or financial institutions in Indonesia to improve financial
performance, especially for Islamic banks.
2) Social society
This research is expected to increase finansial literacy in the
community, both for investors and potential investors, by allowing
them to review the financial performance of the banking that will be

used.



3) Researcher
This research is expected to be a medium for the application
of science and can increase knowledge about financial literacy, and

financial attitudes and behaviors.



