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ABSTRACT

Indonesia is becoming one of the powerhouses of Islamic banking and finance globally.
Currently, there are 34 Islamic banks in Indonesia. The number of Islamic banks grew
gradually, with 12 full-fledged and 22 Islamic Bank Windows. However, the
development of Islamic banks is not growing enough compared to conventional banks'
growth in Indonesia. The phenomenon of Indonesian Islamic banking growth continues
to be an exciting topic in this study. It is worthy of further discussion and study due to
its dominance within the Islamic finance market. Accordingly, this study investigates
Indonesian Islamic banks' growth based on the phenomenon and lack of literature from
an organisational growth perspective. Therefore, the need to investigate Islamic banking
growth was triggered by a lack of research to examine the declining growth of Islamic
banking in Indonesia over the last 30 years. The study's objective is to expose the root
causes of Indonesian Islamic banking's stagnancy from accounting and governance
perspectives. This study examines relevant contingent factors of organisational growth
in Indonesian Islamic banks, including organisational climate, service orientation,
corporate governance, intellectual capital, and regulation. This study combines primary
and secondary data analysis to create a comprehensive Indonesian Islamic bank model.
It attempts to develop a model for analysing Indonesian Islamic banks' growth based on
an organisational perspective. For secondary data, this study uses Islamic banks' annual
reports from 2016 to 2018 drawn from the Financial Service Authority database and the
websites of each Islamic bank. Furthermore, the research instrument for primary data is
a questionnaire survey, with the target respondents being managers of Islamic banks in
Indonesia. The managers are respondents as they are best positioned to provide evidence
regarding Islamic banks' growth factors. According to the first model's result, only
board independence and intellectual capital were accepted to determine an Indonesian
Islamic bank's growth. The result of path analysis shows that service orientation has a
significant indirect effect on mediating organisational climate and Islamic banks'
growth. Service orientation became a mediator between Islamic banks' growth and
organisational climate. The analysis result of the second model captured the joint
meetings among the Sharia Supervisory Board (SSB), Board of Commissioners (BOC),
and Board of Directors (BOD) have positive significance in determining the growth of
Islamic banks in Indonesia. All board members' meetings will enhance Islamic banks'
quality, strengthening their supervision. Structural capital (SCE) and relational capital
(RCE) have significant value for intellectual capital traits, negatively affecting profit
growth. Human capital has a significant impact only on Islamic banks' revenue growth
in Indonesia. This study contributes to the Islamic banking literature on organisational
growth and its contingent factors for Indonesian Islamic banks. It also provides
significant insight and suggestions to the regulators and policymakers of Islamic banks,
such as the Financial Service Authority (Otoritas Jasa Keuangan) and Bank Indonesia.
This study contributes to the new discussion regarding Indonesian Islamic banks'
organisational growth. It provides significant insight and suggestions to the regulators
and policymakers of Islamic banks, such as the Financial Service Authority (Otoritas
Jasa Keuangan) and Bank Indonesia. In addition, the results of this study impact the
area of organisational growth for further research by academicians, researchers and
practitioners.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Islamic banks were established to serve customers to conduct business transactions
more transparent, prudent, and fair. Islamic banking provides an alternative concept to
complete business transactions such as Sharia compatible investment, financing, and
trading opportunities. One of the main functions of Islamic banking is to manage
financial transactions. In other words, Islamic banking attempts to create Sharia

compliance concepts to protect business transactions from maysir, gharar, and riba.

According to the Global Islamic Finance Report (2019), Islamic banking has
registered exponential growth throughout the world, with an annual growth rate of 21.8
per cent globally. Moreover, based on the Global Islamic Finance Market Report
(2019), Islamic Banking is the largest sector contributing 71 per cent or USD 1.72
trillion to the Islamic finance industry. Furthermore, Islamic banks' development has
not been restricted to Islamic countries but is progressing in minority Muslim
communities. Therefore, Islamic banking has become a financial intermediary for
activities in the economic sector. The financial sector's turnover can impact economic

growth and is closely related to the country's development.

Nevertheless, consistent evidence shows that the Islamic banking system is still
lagging behind the conventional banking system regarding product offerings and size.
In the Indonesian case, preliminary evidence shows that the Islamic banking industry's
growth has been significantly inferior to conventional banks' growth for the past 15
years. A similar issue coming from Malaysia, the Islamic banking industry also
experienced a similar decline in growth with its annual growth rate from a double-digit
in 2011 (24.2%) to 8.2% in 2016. It signals that the Islamic financial industry needs to
explore further new opportunities for sustained growth (BNM, 2018). Despite the



growing popularity and acceptance of Islamic banking globally, its lagging in growth
in the biggest Muslim countries justifies further investigations.

With the development of Islamic finance influencing the economic sector, on
the other hand, managing an organisation will also have an indirect effect on the growth
of Islamic financial development to withstand environmental change (Weinzimmer,
2000). Numerous studies on organisational growth have asserted their limitations in
determining growth. Previous studies have suggested that despite some organisational
growth determinants within strategy and organisation theory, the studies have not
reached the factors that lead to organisational growth (Davidsson, 1991; Kazanjian,
1988; Whetten, 1987). Hence, the need to study further determines organisational

growth elements to contribute to Islamic banking development literature.

This study will focus on the organisational growth of Islamic banks. In contrast,
most studies on Islamic banks' performance are limited to study on determinants of
Islamic bank’s profitability and efficiency. Hassan & Bashir (2003) found that Islamic
banks' profitability measures respond positively to the increase in capital and negatively
to load ratios. Furthermore, Yudistra (2003) noted that Islamic banks suffered slight
inefficiencies during the global crisis 1998-1999 within the Middle East region.
Additionally, the enormous Islamic market power, common in the Middle East, does
not significantly impact efficiency. This is because Islamic banks from outside the
Middle East region are relatively new and supported by their regulators. Studies by
Haron (2004) documented a positive association between growth and profitability in
Islamic banks. There was no significant variation in earnings between Islamic banks in

a competitive and monopolistic market.

In Indonesia, Islamic banking growth is determined significantly by the
dynamics of the actual rate of return and real interest rate (Kasri, 2010). A study by
Mukhlisin (2010) on the growth of Islamic banks' assets in Indonesia concluded that
industrial production does not have a causal relationship with asset growth. This is due
to the size of the industrial output that is too big to cause asset growth the size of Islamic
banks' assets is too small to provide significant support for the industrial production in

the country. Therefore, there are many pieces of evidence and reasons leading to the





