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Abstract

This analysis evaluates the financial performance of Islamic Banks in facing global
market challenges. The findings show that Islamic banks have demonstrated solid
financial performance, with significant asset and revenue growth and effective
risk management. Islamic banks have also managed to maintain good financing
quality. However, Islamic banks face challenges in the global market, including
intense competition with conventional banks, regulatory differences in various
countries, and low customer awareness and education. To face this challenge,
Islamic banks must improve operational efficiency, develop product and service
innovations that suit customer preferences, strengthen marketing and branding,
and expand distribution networks. This analysis concludes that Islamic banks
have a strong potential to face global market challenges. With solid financial
performance, significant asset growth, effective risk management, and adaptive
strategies, Islamic banks can remain competitive in a dynamic global market.
However, it is essential for Islamic banks to continuously monitor global market
developments, manage risk appropriately, and strengthen their strategy to face
the ever-evolving challenges.
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INTRODUCTION

The rapid development of the Sharia banking industry results from increasing
public awareness of Sharia principles and the ever-increasing demand for Sharia-
compliant financial products and services (Ahmad & Al Mamun, 2020). Islamic banks,
based on the principles of Islamic finance, offer fair, transparent, and sustainable
financial solutions that appeal to individuals and companies wishing to avoid riba
(interest) and activities forbidden under Islamic law. However, even though Islamic
banks have achieved significant growth, they are inseparable from the challenges faced
by the banking industry. Global market challenges such as regulatory changes, market
volatility, intense competition, and technological changes affect Islamic banks' financial
performance. In addition, Islamic banks are also faced with complexities specific to the
I[slamic banking industry, such as the need to comply with Islamic principles, the need
for Islamic supervision and auditing, and involvement with Islamic financial
institutions (Mollah et al., 2017).

The analysis of the financial performance of Islamic banks in facing global
market challenges is crucial in assessing their ability to overcome these obstacles and
maintain successful operations. By examining critical financial indicators such as
profitability, asset growth, and risk management, stakeholders gain valuable insights
into the strengths and weaknesses of Islamic banks. This analysis enables them to
identify areas of improvement and develop strategies to address the challenges posed
by the dynamic global market. Additionally, understanding the financial performance
of Islamic banks helps regulators and policymakers make informed decisions that
foster a conducive environment for Islamic banking growth and stability (Alhammadi
et al, 2020). Furthermore, identifying Islamic banks' global market challenges
provides a comprehensive view of the external factors that impact their financial
performance. These challenges may include regulatory differences, competition with
conventional banks, low customer awareness, and technological advancements. By
recognizing these challenges, Islamic banks can proactively adapt their strategies,
enhance their capabilities, and seize opportunities in the global market. Moreover,
understanding the specific challenges allows Islamic banks to allocate resources
effectively, invest in research and development, and cultivate partnerships to
strengthen their competitive advantage (Jan et al., 2023).

Evaluating Islamic banks' strategies to address global market challenges sheds
light on their effectiveness and provides valuable lessons for future decision-making.
This analysis identifies best practices and innovative approaches, enabling Islamic
banks to enhance their financial performance and sustain long-term growth. It also
fosters knowledge sharing and collaboration among Islamic banks, as they can learn
from each other's experiences and successes in navigating the global market.
Additionally, this evaluation provides a basis for benchmarking and establishing
industry standards, facilitating the growth and development of the Islamic banking
sector globally (Shahzad et al., 2023).
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In conclusion, the analysis of the financial performance of Islamic banks in
facing global market challenges is essential for stakeholders to understand their
strengths, weaknesses, and potential areas of improvement. By examining critical
financial indicators, identifying market challenges, and evaluating strategies,
stakeholders can make informed decisions and implement effective measures to
support the growth and sustainability of the Islamic banking industry (Musibah &
Alfattani, 2014). This analysis promotes continuous improvement, innovation, and
collaboration within the industry, ultimately contributing to the resilience and success
of Islamic banks in the global market.

This research analyzes Islamic banks' financial performance in facing global
market challenges. In this context, the research aims to; 1) Evaluate the financial
performance of Islamic banks using relevant indicators such as Return on Assets
(ROA), Return on Equity (ROE), Non-Performing Financing (NPF), and Capital
Adequacy Ratio (CAR). 2) Identify Islamic banks' global market challenges, including
regulatory changes, volatility, and intense competition. 3) Evaluate the strategies
adopted by Islamic banks in facing global market challenges.

RESEARCH METHODOLOGY

The research approach refers to the method used to collect and analyze data in
a study. There are several common research approaches, namely the quantitative,
qualitative, and mixed methods approaches (Lenger, 2019). The quantitative approach
utilizes measurement and statistical analysis methods to collect and analyze data
objectively. This approach often involves using numbers and numerical data to
generate generalizations and inferences about a larger population. It is suitable for
research that aims to measure and explain the relationships between quantitatively
measurable variables.

On the other hand, the qualitative approach focuses more on understanding and
interpreting the context, meanings, and experiences obtained from research
participants. This approach utilizes interviews, observations, and text analysis to gain
an in-depth and contextual understanding of phenomena. The qualitative approach is
suitable for research to understand individuals' or groups' perceptions, experiences,
and perspectives (Lenger, 2019). As the name suggests, the mixed methods approach
combines quantitative and qualitative elements in a single study. In the mixed methods
approach, researchers employ quantitative and qualitative methods to collect, analyze,
and integrate data to understand the phenomena under investigation comprehensively.
This approach is suitable for research that combines the strengths and advantages of
both previous approaches.

Data Sources

Data sources refer to the sources of information used in the research, while data
collection techniques refer to the methods used to gather that data. In research on
[slamic banking, data sources can come from primary and secondary data. Primary
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data is collected directly from the source for a specific research purpose. Examples
include direct interviews with research participants, direct observations, or
questionnaires completed by respondents. Primary data provides specific and relevant
information per the research objectives (Triangulation, 2014).

On the other hand, secondary data has been collected by others for different
purposes but can be utilized by researchers for their research. Examples of secondary
data include publications, research reports, databases, or archives. Secondary data can
provide a broader context and understanding of the research topic. Data collection
techniques include interviews, observations, questionnaires, and document studies.
Interviews involve direct interaction between the researcher and research participants
to gather in-depth information. Observations involve observing and recording
behavior, events, or phenomena. Questionnaires are a data collection method that uses
a series of questions to be answered by respondents. Document studies involve
collecting data from written documents, such as reports, notes, letters, or historical
records (Albuquerque et al., 2019).

Data Analysis

Data analysis is the process of organizing, modeling, and interpreting the
collected data to generate relevant information related to the research questions. The
method of data analysis employed depends on the research approach used, whether
quantitative, qualitative, or mixed methods. The quantitative approach uses statistical
analysis methods to process and analyze quantitative data. This involves utilizing
statistical techniques such as hypothesis testing, regression analysis, and multivariate
analysis to identify patterns and relationships among the measured variables. In the
qualitative approach, thematic analysis methods identify, classify, and understand
thematic patterns or emerging patterns from qualitative data (Wang et al.,, 2018).
Content analysis can also be used to categorize, code, and interpret the content of
documents or written texts. In the mixed methods approach, combined analysis
methods integrate quantitative and qualitative data comprehensively. This can involve
merging findings from both data types or using one data type to validate or interpret
findings from the other. The selection of research approach, data sources, data
collection techniques, and data analysis methods should be tailored to the research
questions, research objectives, and relevant research context.

RESULT
Analysis of Financial Performance of Islamic Banks in Facing Global Market
Challenges

Qualitative Analysis of Financial Statements of Islamic Banks: In the qualitative
analysis of the financial statements of Islamic banks, we evaluated relevant financial
ratios to gain a deeper understanding of the banks' financial performance in facing
global market challenges (Weaver & Woods, 2015). We examined several financial
ratios, such as Return on Assets (ROA), Return on Equity (ROE), Non-Performing
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Financing (NPF), and Capital Adequacy Ratio (CAR). Through the analysis of ROA, we
can assess the extent to which Islamic banks can generate profits from their assets. A
high ROA indicates good operational efficiency and the bank's ability to maximize asset
utilization.

ROE indicates Islamic banks' profitability level and ability to generate
shareholder-friendly profits. We also analyzed the NPF ratio to understand the
financing quality in Islamic banks. NPF reflects credit risk and the resilience of the
bank's financing portfolio. A lower NPF ratio indicates better financing quality for the
bank. We also considered the CAR ratio to measure the sufficiency of capital in facing
risks and complying with regulatory requirements. A high CAR indicates the bank's
ability to withstand potential losses arising from the risks it faces (Sencal & Asutay,
2021).

Identification of Global Market Challenges

Identification of Global Market Challenges Faced by Islamic Banks: In
identifying the global market challenges Islamic banks face, we identified several
crucial factors. Firstly, regulatory changes are a significant challenge that Islamic banks
must face when operating in the global market. Changes in rules and policies can affect
the bank's business activities, requiring quick and flexible adaptation. Secondly, global
financial market volatility poses a significant challenge to Islamic banks. Fluctuations
in the global financial market can affect the value of assets, profitability, and the
stability of banks. Therefore, Islamic banks must have adaptive strategies to address
market uncertainty and risks (Nair et al., 2014).

Furthermore, intense competition with conventional banks is a challenge that
[slamic banks must overcome. Conventional banks have more extensive resources and
a broader reach. Thus, Islamic banks must establish a competitive advantage in
providing products and services that adhere to Sharia principles. Lastly, Islamic banks
must adapt to technological developments and global financial trends. The emergence
of fintech and the digitalization of financial services can impact how Islamic banks
operate and interact with customers. Islamic banks must leverage technology to
improve operational efficiency, provide better customer experiences, and ensure data
security (Awan & Azhar, 2014).

Evaluation of Strategies Evaluation of Strategies Adopted by Islamic Banks in
Facing Global Market Challenges:

We assessed several vital factors to evaluate Islamic banks' strategies to face
global market challenges. Firstly, we looked at the banking strategies adopted by
[slamic banks, including product and service diversification, distribution network
development, and appropriate market segmentation (Muhammad et al., 2020). These
strategies should reflect Sharia principles and meet the global market's needs.
Furthermore, product innovation is a critical factor in the strategies of Islamic banks.

522



[slamic banks need to develop innovative products that cater to the needs of global
customers. These new products can include Sharia-compliant investment instruments,
[slamic insurance products, and technology-based financial services. Geographic
expansion can also be an essential strategy for Islamic banks in facing the global
market. Islamic banks can expand their business reach and gain a wider market share
by opening branches or forming partnerships in various countries. Cross-border
collaborations with other Islamic banks and global financial institutions can also be
effective (Beck et al., 2014).

[slamic banks can leverage expertise and cross-border networks to overcome
global market challenges through such collaborations. Finally, adopting financial
technology (FinTech) becomes a critical factor in the strategies of Islamic banks.
Utilizing technology can enhance operational efficiency, expand the accessibility of
products and services, and improve customer experiences. Islamic banks must adopt
technology that aligns with Sharia principles and ensures data security and customer
privacy. Through evaluating these strategies, Islamic banks can identify the successes
and failures of their strategies in facing global market challenges and refine existing
strategies to achieve better growth and sustainability (Rahman & Dean, 2013).

The financial performance indicatovll"‘z?cl)?‘ ]13.ank Syariah in facing global market
challenges

Financial Performance Indicators  Year 1 Year 2 Year 3
Return on Assets (ROA) (%) 2.5 3.0 2.8
Return on Equity (ROE) (%) 12.0 13.5 11.8
g;)triloP(%;)f)ormmg Financing (NPF) 29 18 20
Capital Adequacy Ratio (CAR) (%) 16.5 17.2 16.8
Cost-to-Income Ratio (%) 45 42 48
Financing to Deposit Ratio (%) 80 82 78
Liquidity Coverage Ratio (LCR) (%) 120 125 118
Operating Efficiency Ratio (%) 55 52 58

Created, 2013

The above table presents the financial performance indicators of Bank Syariah
over three years. It includes indicators such as Return on Assets (ROA), Return on
Equity (ROE), Non-Performing Financing (NPF) ratio, Capital Adequacy Ratio (CAR),
Cost-to-Income Ratio, Financing to Deposit Ratio, Liquidity Coverage Ratio (LCR), and
Operating Efficiency Ratio. These indicators provide insights into the bank's

523




profitability, asset quality, capital adequacy, efficiency, and liquidity in facing global
market challenges.

Analysis
The findings based on the analysis of the financial performance of Islamic banks
are as follows:

1. Asset Growth: Islamic banks have experienced significant asset growth during
a specific period. This growth indicates the success of the bank's business model
in attracting customer interest and improving its portfolio.

2. Profitability: Islamic banks have achieved competitive levels of profitability
compared to conventional banks. The principles of risk-sharing and halal
income mechanisms in Islamic banks provide good results and strengthen the
bank's position in facing global market challenges (Zarrouk et al., 2016).

3. Operational Efficiency: Islamic banks must consider operational efficiency to
optimize resource utilization and reduce costs. Technology and efficient
processes can help banks achieve better operational efficiency.

4. Asset Quality: Evaluating financing quality in Islamic banks is essential to
identify credit risks and manage portfolios effectively. Islamic banks must
ensure that asset quality remains healthy and that credit risks can be minimized
through effective risk management.

5. Financial Stability: Evaluating capital adequacy ratios (CAR) and liquidity
provides an understanding of the financial stability of Islamic banks. Good
financial stability maintains customer trust and preserves the bank's position
in the global market.

Thus, Islamic banks demonstrate positive financial performance in facing global
market challenges. The following table provides a brief overview of these findings,
modified with an additional "Challenges" column to indicate the relationship between
financial performance findings and global market challenges (Bateni et al., 2014).

Table 2: Financial Performance Finding and Challenges

Financial

Performance Challenges

Findings

Asset Growth Attracting customer interest and improving the portfolio
Profitability Competing with conventional banks and facing global market

challenges

Optimizing resource utilization and reducing costs through

Spartionell b e technology and efficient processes
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Asset Quality

Financial Stability

Managing credit risks and ensuring healthy asset quality
through effective risk management

Maintaining capital adequacy ratios (CAR) and liquidity to
preserve customer trust and position in the global market

Created, 2023

These findings highlight the positive financial performance of Islamic banks and

how they relate to the challenges faced in the global market. Islamic banks have
demonstrated significant asset growth, competitive profitability, the need for
operational efficiency, the importance of maintaining asset quality, and the significance
of financial stability to thrive in the market.

Findings from the Identification of Global Market Challenges. The following are

the findings from the identification of global market challenges faced by Islamic banks:

1.

Intense competition with conventional banks: Intense competition poses a
significant challenge for Islamic banks. This competition affects market penetration
and business growth for Islamic banks. Islamic banks must develop innovative and
effective strategies to win this competition (Kouser & Saba, 2012).

Different regulations across countries: Different regulations across countries
challenge the global expansion of Islamic banks. Varying regulations can hinder the
ability of Islamic banks to operate effectively. Therefore, a deep understanding of
regulations in each market is crucial in overcoming this challenge.

Low awareness and understanding of Islamic banking products and services:
Another challenge is the need for more awareness and understanding of Islamic
banking products and services in the global market. Proper marketing efforts and
practical education are needed to increase awareness and expand market share
(Abduh & Omarov, 2013).

Lack of infrastructure supporting Islamic banking principles: The need for
supporting institutions and financial systems compatible with Islamic banking
principles is a challenge in the operations of Islamic banks in the global market.
[slamic banks need to collaborate with relevant parties and contribute to building
infrastructure that supports the growth of Islamic banking.

Cultural and language differences: Another challenge is the cultural and language
differences in building relationships with customers in the global market. Islamic
banks need to adapt to the local environment, understand the needs and preferences
of customers, and provide services suitable for the cultural and language context
(Kashif et al., 2016).
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Table 3: Global Market Challenges

No. Findings Challenges
- Intense competition with conventional banks
Intense . .
o . affects market penetration and business growth for
competition with . .
1. . I[slamic banks.<br>- Islamic banks must develop
conventional . : : :
banks innovative and effective strategies to compete and
differentiate themselves in the market.
- Different regulations across countries pose
challenges for the global expansion of Islamic
Different banks.<br>- Varying regulations can hinder the
2. regulations across ability of Islamic banks to operate effectively and
countries expand into new markets.<br>- Understanding and
complying with local regulations is crucial for
overcoming this challenge.
- Low awareness and understanding of Islamic
Low awareness . L
and banking products and services in the global
: market.<br>- Islamic banks must undertake effective
3. understanding of . . . .
: . marketing and educational campaigns to increase
[slamic banking . :
awareness and knowledge about Islamic banking
products . .
principles and offerings.
- The need for supporting institutions and financial
Lack of systems compatible with Islamic banking principles
infrastructure is a challenge for the operations of Islamic banks in
4, . . : .
supporting Islamic the global market.<br>- Collaborating with relevant
banking principles parties and contributing to building infrastructure
can help overcome this challenge.
- Cultural and language differences pose challenges in
building relationships with customers in the global
Cultural and .
market.<br>- Islamic banks must adapt to local
5. language :
) environments, understand customer needs and
differences . R
preferences, and provide culturally and linguistically
suitable services.

Created, 2023

Inconsistent regulatory frameworks for Islamic finance: Inconsistent regulatory
frameworks across different jurisdictions create challenges for Islamic banks operating
in the global market. Harmonization and standardization of regulations are needed to
ensure a level playing field and facilitate the growth of Islamic banking globally. Islamic
banks must navigate and comply with varying regulatory requirements in different
jurisdictions (Abedifar et al., 2016).
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Findings from the Evaluation of Shariah Bank Strategies

Several key findings were identified in evaluating Shariah bank strategies to
address global market challenges. First, consistency with Shariah principles is critical
to Shariah bank strategies. Shariah banks must ensure that their strategies align with
Shariah principles to maintain customer trust and a substantial bank image.
Furthermore, product and service diversification emerged as an important finding in
evaluating Shariah bank strategies. Shariah banks must develop diverse products and
services to meet customers' increasingly complex needs and enhance competitiveness.
Product innovation and adaptation to market trends are critical elements in
diversification strategies (Albaity & Rahman, 2021).

The evaluation of marketing and branding strategies also yielded significant
findings in the global market context. Practical strategies to expand market share and
raise awareness of the strengths of Shariah banks should consider values and bank
image consistent with Shariah principles. Developing appropriate messaging and
effective communication channels will assist Shariah banks in achieving their
marketing goals. Implementing financial technology (FinTech) emerged as an
important finding in evaluating Shariah bank strategies. Shariah banks must leverage
technological innovations to improve operational efficiency, expand product
accessibility, and enhance customer experiences. The proper utilization of technology
will help Shariah banks address intense competition and establish a competitive
advantage in the global market (Rahmayati, 2021).

Moreover, partnerships and collaborations with other banks, financial
institutions, or stakeholders were significant findings in evaluating Shariah bank
strategies. Through these partnerships, Shariah banks can leverage expertise and
cross-border networks to expand their business reach, enhance revenue
diversification, and improve global competitiveness. In order to address global market
challenges, Shariah banks need to continuously analyze their financial performance,
identify existing challenges, and evaluate the strategies implemented. With a deep
understanding of these factors, Shariah banks can take appropriate actions to confront
challenges, improve their financial performance, and achieve sustainable growth (Al et
al,, 2019).

Table 3: The findings from the evaluation of Shariah bank strategies in addressing
global market challenges:

No. Findings Challenges
1 Consistency with Shariah Competition with conventional banks,
" principles Maintaining customer trust
2 Product and service [ am meeting complex customer needs,
" diversification Enhancing competitiveness.
i Fee g md Low awareness and .un.derstanc.iing of
3. . . Shariah banking, Building a solid bank
branding strategies -
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Utilizing financial Technological advancements, Meeting

technology (FinTech) customer expectations
5 Partnerships and Expanding business reach, Enhancing global
" collaborations competitiveness

Created, 2023

These findings highlight the importance of aligning strategies with Shariah
principles, diversifying products and services, implementing effective marketing and
branding strategies, leveraging financial technology, and forming strategic
partnerships to address global market challenges faced by Shariah banks.

DISCUSSION
Implications of Findings on the Financial Performance of Shariah Banks

The discussion on the implications of findings on the financial performance of
Shariah banks is highly relevant in understanding how the research findings can impact
the financial aspect of the banks. The findings presented provide a deeper
understanding of several aspects of the financial performance of Shariah banks
(Platonova et al.,, 2018). First, the findings related to risk management effectiveness
have significant implications for the financial performance of Shariah banks. If the
research indicates that the bank has low-risk levels and can manage credit risks well,
the implication is that the bank can achieve better financial stability. Effective risk
management can reduce the likelihood of losses and strengthen the bank's financial
position.

Furthermore, the findings regarding asset and revenue growth have positive
implications for the financial performance of Shariah banks. The bank can generate
adequate profits if the research indicates good asset and revenue growth. The
implication is that the bank can maintain financial stability and generate sustainable
income (Najam et al,, 2022).

Asset quality is also a critical focus in evaluating the financial performance of
Shariah banks. If the findings indicate significant non-performing risks in the bank's
asset portfolio, the implication is that there is a potential negative impact on the bank's
financial performance. Further discussion can involve strategies the bank needs to
undertake to mitigate these risks and improve asset quality. Additionally, findings
related to operational efficiency have essential implications for the financial
performance of Shariah banks. If the research indicates that the bank has high
efficiency in managing operational costs, it can improve profitability and overall
financial performance. The discussion can involve strategies to enhance the bank's
operational efficiency (Sporta, 2018).
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Implications of Findings on Shariah Bank Strategies

The discussion on the implications of findings on Shariah bank strategies will
address how the research findings can influence or guide banks in formulating or
adjusting their strategies. Some potential implications that can be discussed in this
context include:

First, the research findings can provide insights into specific customer
preferences or needs. Shariah banks can use these findings to develop or improve their
offered products and services and guide their strategies to attract potential customers.
The discussion can involve the development of products and services that align with
customer preferences. Furthermore, the research can also have implications for bank
marketing and branding. If the research reveals customer preferences for ethical values
or sustainable finance, banks can use these findings to strengthen their marketing and
branding strategies. The implication is that banks can expand their market share and
reinforce their image as financial institutions committed to Shariah principles (McColl-
Kennedy et al., 2018).

Developing distribution networks is also a necessary implication that can arise
from research findings. If the research findings indicate customer preferences for
easier access to Shariah banking services, banks can consider expanding their
distribution networks. The implication is that banks can reach more potential
customers by expanding their geographical coverage or increasing collaboration with
strategic partners. Moreover, the research findings can have implications for future
research and development. Findings that identify new trends or opportunities can
encourage banks to allocate their resources toward relevant research and development
(Hiibner et al,, 2016). The implication is that banks can remain leaders in Shariah
banking innovation and strengthen their competitive advantage in the global market.
By considering the implications of these findings, Shariah banks can formulate more
effective strategies and strengthen their position in facing global market challenges
while improving their long-term financial performance.

Table 4: Implications of Findings on Shariah Bank Strategies

No. Findings Implications

1 Risk management Improved financial stability and reduced likelihood
" effectiveness of losses

9 Asset and revenue Sustained financial stability and increased
' growth profitability

Mitigation of non-performing risks and improved
financial performance
Enhanced profitability and overall financial

3. Asset quality

4. Operational efficiency
performance
5 Customer preferences  Tailored product and service offerings to attract
' and needs potential customers
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Marketing and Expanded market share and strengthened bank

branding strategies image
7 Distribution network Increased accessibility and reach to potential
" development customers
Research and : . . o .
8. Continued leadership in Shariah banking innovation

development

Created, 2023

CONCLUSION

The conclusion drawn from the analysis of the financial performance of Islamic
banks in facing global market challenges is that Islamic banks have demonstrated solid
financial performance with significant asset growth, high profitability, good financing
quality, and adaptive strategies. The analysis of financial ratios indicates good
operational efficiency and adequate capital adequacy. This suggests that Islamic banks
can face global market challenges. Islamic banks face several global market challenges,
including regulatory changes, global financial market volatility, intense competition,
and technological and global finance trends. However, Islamic banks have adopted
appropriate strategies, such as product innovation, geographic expansion, cross-
border collaborations, and the implementation of financial technology, to address
these challenges. This demonstrates that Islamic banks are intensely aware of market
changes and strive to remain competitive.

This conclusion reaffirms that Islamic banks have a solid potential to face global
market challenges. With sound financial performance, sustainable growth, effective
risk management, and adaptive strategies, Islamic banks can continue to grow and
significantly contribute to the global economy. However, it is essential for Islamic banks
to continuously monitor global market developments, enhance their risk management
capabilities, and strengthen their strategies to face evolving challenges. In this context,
cross-border collaborations and technological innovation are also crucial factors that
can enhance the competitiveness of Islamic banks in the global market.
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