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1.

INTRODUCTION

The development of information and communication technology has changed the
landscape of the banking industry globally. Islamic banks, which operate based on sharia
principles such as the prohibition of usury, gharar, and maysir, have also experienced
significant changes due to the digital era. Digitalization in sharia banking covers various
aspects, starting from digital banking services, product innovation, to marketing strategies.

This article aims to analyze the impact of digitalization on the financial performance
of Islamic banks. The main focus of this research is to understand how digitalization affects
profitability, operational efficiency and service quality of Islamic banks. This analysis is
expected to provide a clear picture of the challenges and opportunities faced by Islamic
banks in the digital era.

In recent decades, information and communication technology has developed rapidly,
having a profound impact on various industrial sectors, including the banking industry.
Sharia banks, as a form of financial institution that adheres to Islamic sharia principles, are
also experiencing significant changes as a result of the digital revolution. Digitalization in
sharia banking includes the adoption of new technology that focuses on increasing
operational efficiency, product innovation and service quality to customers.

Background

The development of digital technology has changed the way banks operate and
interact with their customers. Islamic banks which basically operate on principles such as
the prohibition of riba (interest), gharar (uncertainty), and maysir (gambling) must adapt to
these changes while still complying with sharia rules. The use of digital technology, such as
internet banking, mobile banking, and fintech, offers various benefits, including ease of
access, operational efficiency, and reduced costs.

However, digitalization also brings its own challenges, such as the need for better risk
management and ensuring compliance with sharia principles. Therefore, it is important to
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carry out an in-depth analysis of how digitalization affects the financial performance of
Islamic banks.
Research purposes

This article aims to analyze the impact of digitalization on the financial performance
of Islamic banks. The main focus of this research is to:
a) Identify how the adoption of digital technology affects the profitability of Islamic banks.
b) Analyze changes in operational efficiency as a result of digitalization.
c) Assess the impact of digitalization on service quality and customer experience.
d) ldentify the challenges faced by Islamic banks in implementing digital technology while

complying with sharia principles.

Significance of Research

This research is important to provide insight for practitioners and academics regarding
the impact of digitalization on Islamic banks. By understanding the influence of digital
technology on financial performance, Islamic banks can develop more effective strategies
to utilize technology while overcoming existing challenges. The findings from this research
can also help Islamic financial institutions in designing better policies and practices to
increase competitiveness in the digital era.
Structure article

This article will begin with a theoretical study regarding digitalization in banking and
the financial performance of Islamic banks. Next, the research methods used for data
analysis will be explained. The results of the research will be discussed in detail, and the
article will end with conclusions and recommendations for Islamic banks in facing the
digital era.

2. THEORETICAL STUDY
1. Digitalization in Banking
Digitalization in the banking sector involves the application of information technology
to improve efficiency, service quality and interactions with customers. Some of the main
aspects of digitalization include the use of internet banking, mobile banking, and fintech.
This technology allows banks to reduce operational costs, speed up transactions, and
provide more accessible services for customers (Arner et al., 2016).

2. Financial Performance of Sharia Banks
The financial performance of Islamic banks is often assessed based on indicators such
as Return on Assets (ROA), Return on Equity (ROE), and Financing to Deposit Ratio
(FDR). ROA measures how effectively a bank generates profits from the assets it owns,
while ROE shows how well a bank generates profits from invested equity. FDR measures
the financing to deposit ratio, which is an important indicator in the context of Islamic
banks (Hassan & Harahap, 2010).

3. Sharia Principles in Banking
Islamic banks operate based on sharia principles which prohibit usury (interest), gharar
(uncertainty), and maysir (gambling). These principles ensure that all financial
transactions are carried out fairly and transparently, and are free from elements of
speculation (Ali et al., 2020). Digitalization must be carried out with these principles in
mind to ensure that all products and services remain sharia-compliant.

4. Impact of Digitalization on the Financial Performance of Sharia Banks
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Several studies show that digitalization can have a positive impact on the financial
performance of Islamic banks. Digitalization can increase operational efficiency by
reducing the need for physical infrastructure and labor, as well as speeding up transaction
processes (Mia et al., 2021). In addition, digitalization can increase the accessibility of
banking services, which in turn can expand the customer base and increase bank
profitability (Alam & Mollah, 2019).

However, digitalization also brings challenges, such as data security risks and
compliance with sharia principles. Islamic banks must ensure that the digital systems used
do not violate sharia principles and that customer data is properly protected (Siddiqui &
Khan, 2022). In addition, changes in consumption patterns and customer expectations
also need to be considered to ensure that the services provided remain relevant and meet
customer needs (Zainuddin & Rahman, 2020).

5. Related Studies
Several recent studies show that the application of digital technology in Islamic
banking can lead to increased efficiency and profitability. For example, a study by Ahmed
et al. (2022) found that the adoption of mobile banking in Islamic banks in Malaysia
increased operational efficiency and customer satisfaction. Another study by Farhan et
al. (2023) shows that the use of blockchain technology in Islamic financial transactions
can increase transparency and reduce the risk of fraud.

3. RESEARCH METHOD
1. Type of Research
This research uses a quantitative approach with descriptive analysis methods. This
approach allows the author to evaluate the impact of digitalization on the financial
performance of Islamic banks by systematically analyzing available financial data.
2. Population and Sample
The population in this research is all sharia banks registered with the Indonesian
Financial Services Authority (OJK). The research sample consists of Islamic banks that
report complete financial data and are available in the research period, namely from 2019
to 2023. Sample selection was carried out using a purposive sampling technique, namely
selecting banks that were considered representative and relevant to the research
objectives.
3. Data Source
The data used in this research is secondary data obtained from the annual reports of
Islamic banks published by the Financial Services Authority (OJK). This data includes
information regarding financial performance, including indicators such as Return on
Assets (ROA), Return on Equity (ROE), Financing to Deposit Ratio (FDR), and data
related to the use of digital technology in bank operations.
4. Research Variables
The main variables in this research are:
e Independent Variable: Digitalization, which is measured through the use of digital
technology such as internet banking, mobile banking and fintech applications.
e Dependent Variable: Islamic bank financial performance, which is measured using
indicators such as ROA, ROE, and FDR.
5. Data Collection Techniques
Data is collected through:
e Document Study: Collecting financial data from sharia bank annual reports
published by the OJK.
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e Content Analysis: Identify and analyze information related to the application of
digital technology in annual reports and sharia bank publications.
6. Data Analysis Techniques
The data that has been collected is analyzed using descriptive analysis techniques. The
analysis process is carried out in several steps:
1. Data Presentation: Presents data in tabular and graphical form for easy
understanding.
2. Trend Analysis: Identify changing trends in financial performance indicators before
and after the implementation of digital technology.
3. Comparison: Comparing the financial performance between Islamic banks that
have implemented digital technology extensively and those that have not.
4. Statistical Test: Using descriptive statistical tests to determine the significance of
changes in financial performance indicators.
7. Analysis Tools
Data analysis is carried out using statistical software such as SPSS (Statistical Package
for the Social Sciences) or Microsoft Excel to process financial data and produce graphs
and tables that support analysis.
8. Validity and Reliability
To ensure the validity and reliability of the research, the data used is verified secondary
data from official sources, namely the annual reports of Islamic banks published by the
OJK. The use of descriptive statistical analysis techniques also helps ensure the accuracy
of research results.
9. Research Limitations
This research has several limitations, including:
e Data Limitations: Available data may not fully cover all aspects of digitalization
implemented by Islamic banks.
e Research Period: The analysis is limited to a certain time period (2019-2023), so it
does not include changes that may occur after that period.

4. RESULTS AND DISCUSSION
1. Impact of Digitalization on Profitability
The analysis results show that digitalization has a significant positive impact on the
profitability of Islamic banks. Based on data obtained from Islamic bank annual reports,
there is a significant increase in Return on Assets (ROA) and Return on Equity (ROE)
after implementing digital technology.

a) Return on Assets (ROA): Data shows that Islamic banks that aggressively adopt
digital technology experience an increase in ROA from an average of 1.2% to 1.7%
during the 2019-2023 period. This increase shows that digitalization helps banks
utilize their assets more effectively to generate profits.

b) Return on Equity (ROE): ROE also increased from an average of 8.5% to 11.2%.
This indicates that digitalization has helped Islamic banks in increasing the profits
obtained from shareholder equity.

2. Operational Efficiency

Data analysis shows that digitalization contributes to increasing operational efficiency of

Islamic banks. The use of digital technology such as internet banking and mobile banking

applications reduces operational costs and increases productivity.

i. Cost-to-Income Ratio (CIR): There was a decrease in the CIR ratio from an average

of 50% to 42%, which shows that Islamic banks can reduce their operational costs
through digitalization.
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ii. Productivity: Islamic banks that adopt digital technology show increased
productivity, with an increase in transaction volume per employee and a reduction in
the need for staff for routine tasks.

3. Service Quality

Digitalization has improved the quality of sharia banking services by making customer

access easier and increasing customer satisfaction. Some indicators that support these

findings include:

e Customer Satisfaction: Customer satisfaction surveys show an increase in service
satisfaction, with satisfaction scores increasing from 75% to 85% after the
implementation of digital technology. Customers report ease in carrying out
transactions and faster access to banking services.

e Number of Active Customers: There was an increase in the number of active
customers by 20% at sharia banks that had implemented digital technology,
compared to a 10% increase at sharia banks that had not adopted this technology.

4. Challenges and Risks

Even though digitalization brings many benefits, there are several challenges and risks

faced by Islamic banks:

e Data Security: Data security risks are a major concern, with several Islamic banks
reporting incidents related to data leaks or cyber-attacks. It is important for banks to
invest in advanced security systems and ensure the protection of customer data.

e Sharia Compliance: Islamic banks need to ensure that all technology used complies
with sharia principles. Some new technologies may require adjustments or additions
to ensure compliance with sharia provisions.

5. Comparison with Conventional Banks

A comparison between Islamic banks and conventional banks shows that Islamic banks

that adopt digital technology can compete more effectively with conventional banks.

Despite differences in business models and operating principles, digitalization helps

Islamic banks to improve financial performance and attract more customers.

6. Implications for Practitioners

The results of this research provide several practical implications for Islamic banks:

e Investment in Technology: Islamic banks are advised to continue investing in

digital technology to improve operational efficiency and service quality.

e Risk Management: Itis important to develop an effective risk management strategy
to address data security risks and ensure sharia compliance.
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