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Abstract
 

This study contributes to the existing literature on the phenomenon of lower valume of Profit-Loss Sharing 
(PLS)-based products offered by Islamic banks by comprehensively discussing and analyzing the issue 
from the internal, external, and regulation perspectives, taking the case of PT. Bank Aceh Syariah (BAS) in 
Indonesia. Using a grounded theory approach, this study interviews selected informants who are 
knowledgeable in Islamic economics, banking, and financial theories and practices, including experts, 
practitioners, customers, and regulators. Viewed from three aspects, namely: internal, external, and 
regulation, the study found that, from the internal aspect, the problem of the low volume of PLS-based 
financing products is caused by six factors, namely: high risk, lack of quality and quantity of human 
resources, complicated handling, lack of banking product innovation, asymmetric information, and lack of 
socialization. Meanwhile, from the external aspects, it is caused by three factors, namely: moral hazard, 
lack of community's knowledge of Islamic banking products, and low demand. Finally, from the aspect of 
the regulation, it is caused by a lack of supportive regulation. By tackling these issues, it is believed that 
the Islamic bank could offer more PLS-based products that finally contribute to the prosperity of the 
public. 
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INTRODUCTION 

The banking institution plays a crucial 

role in promoting economic development 

(Imam & Kpodar, 2016; Setiawan, 2019). As 

an intermediary institution, a bank collects 

funds from the surplus units and channels 

them to the deficit units. In so doing, there is 

a need for clarity in the banking operational 

system. The emergence of many financial 

institutions that apply Islamic principles 

lately is an interesting phenomenon to be 

observed and researched. From an Islamic 

perspective, the activities of the bank are 

part of muamalah that regulates human 

relations. The regulation of banking 

institutions in the Islamic perspective is 

based on the principle in usul fiqh which 

states that "maa laa yatimm al-wajib illa 

bihifa huwa wajib", that is, something that 

must exist for mandatory needs is mandated 

to be provided. Seeking sustenance through 

economic activity must be done. Therefore, 

in modern times, without the presence of a 

banking institution, economic activity would 

not be run smoothly, thus the existence of 

banks in the economy becomes mandatory 

(Karim, 2010). 

According to Majid (2014), historically, 

Islamic banking entities in Indonesia have 

been started since 1983 with the release of 

1983 packages containing registration 

documents in the banking sector, one of 

which contains regulations that allow banks 

to provide interest-free banks. The policy on 

the banking sector conveyed by the Minister 

of Finance, the Republic of Indonesia in the 

October 1988 Package, containing banking 

deregulation which provided convenience for 

new Islamic banks. Until 1991, Bank 

Muammalat Indonesia (BMI) was established 

as the only commercial bank operated with 

the Islamic principles. 

Since the global economic crisis hit the 

United States in August 2007, Islamic banks 

have been increasingly being looked after and 

targeted due to their resilience. Amid waves of 

the global economic crisis, Islamic banks and 

other Islamic financial regulations were still 

able to reap profits and also recruit new 

employees. The Islamic banking industry is 

expected to grow to 10% with total assets 

reaching USD 1 in 2010. On the other hand, the 

conventional banks that were considered "too 

big to fail" incurred huge losses and even went 

to bankruptcy hit by the global economic crisis 

(Majid, 2011). 

Although the Islamic banking industry 

has been developing rapidly in Indonesia but its 

achievement is still far from the target. That is 

because there are still problems that hampering 

the Islamic banking business. There are still 

many people who think that Islamic banks are 

the same as conventional banks. This general 

perception exists among the public, so it is no 

wonder they are still reluctant to become 

customers and apply to finance from Islamic 

banking institutions. This can be seen from the 

slow growth of the Islamic banking industry, 

even though their potentials are huge 

considering Indonesia as the most Muslim 

populous country in the world.  

One form of Islamic bank business is to 

provide financing and conduct other activities 

based on Islamic principles and following the 

provisions stipulated by the central bank of 

Indonesia, Bank Indonesia. In its 

implementation, Islamic banks try to apply the 

values of justice brought by the Islamic 

economic system (Zaaba & Hassan, 2019). 

Efforts to establish the Islamic banks are to 

provide avenues for saving and financing 

activities that are free from interest or what is 

called usury (riba). Islamic banking provides 

interest-free services to its customers. Interest is 

prohibited in all forms of transactions. Islamic 

banking institution that is operated based on 

the PLS system; parties, customers, and banks 

would share profits or incur losses together. 

Thus, the PLS system echoes the value of 
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togetherness (ta’awun), justice (al-adl), and 

brotherhood (ukhuwah) (Majid, 2014a). 

Currently, there are, at least, seven 

financing-based contracts used in Islamic 

banking, namely: mudharabah, musharakah, 

murabahah, salam, istishna, ijarah, and 

qardh. However, according to Ascarya (2014), 

the main and most important Islamic 

banking contract agreed by the ulama is a 

contract with a PLS scheme, comprising 

mudharabah (trustee PLS) and musharakah 

(joint venture PLS). These contracts are 

based on the principle “al-ghunmu bi al-

ghurmi” or “al-kharãj bi al-dhomãn”, which 

means that there is no share in profits 

without taking part in risks or for any real 

economic benefits there must be real economic 

costs. 

Therefore, Islamic banking should 

develop and provide financing based on PLS 

systems, as it has several positive impacts on the 

economy (Beik, 2006; and Majid, 2014a). Islamic 

banks promote the real sector (Kassim, 2016), 

provides higher profit rate compared to the 

interest rest offered by the conventional banks, 

encourages the growth of entrepreneurs and 

investors who are willing to involve in risky 

business decisions, reduces the chances of an 

economic recession and financial crisis (Yüksel 

& Canöz, 2017), and offers an alternative 

solution to the existing banking problem of 

over-liquidity by providing mudharabah and 

musharakah based products. 

Table 1. Composition of Islamic Banking Products, 2015-2020 (IDR Billion) 

Islamic Banking Products Year 

Mean 2015 2016 2017 2018 2019 

PLS 

Mudharabah 14,207 15,292 17,090 15,866 13,779 15,247 

Growth (%) - 7.64 11.76 -7.16 -13.15 -0.23 

Musharakah 49,416 78,421 101,561 129,641 157,491 103,306 

Growth (%) - 58.70 29.51 27.65 21.48 34.33 

Share (%) 32.25 37.79 41.53 45.44 48.22 42.15 

Growth (%) - 17.17 9.91 9.42 6.11 10.65 

Total 63,623 93,713 118,651 145,507 171,270 118,553 

Growth (%) - 47.29 26.61 22.63 17.71 28.56 

Non-PLS 

Murabahah 115,979 139,536 150,276 154,805 160,654 144,250 

Growth (%) - 20.31 7.70 3.01 3.78 8.70 

Istishna 630 878 1,189 1,609 2,097 1,281 

Growth (%) - 39.37 35.42 35.32 30.33 35.11 

Ijarah 11,418 9,150 9,230 10,597 10,589 10,197 

Growth (%) - -19.86 0.87 14.81 -0.08 -1.06 

Qardh 5,628 4,731 6,349 7,674 10,572 6,991 

Growth (%) - -15.94 34.20 20.87 37.76 19.22 

Salam 0 0 0 0 0 0,00 

Share (%) 67.75 62.21 58.47 54.56 51.78 57.85 

Growth (%) - -8.17 -6.02 -6.69 -5.09 -6.49 

Total 133,655 154,295 167,044 174,685 183,912 162,718 

Growth (%) - 15.44 8.26 4.57 5.28 8.39 

Total 
Overall 197,278 248,008 285,695 320,192 355,182 281,271 

Growth (%) - 25.71 15.20 12.07 10.93 15.98 

Source: Sharia Banking Statistics (2020) - presented with modifications. 
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However, since its establishment in 

1991, the islamic banks have offered more 

non-pls-based financing products, 

comprising murabahah, salam, istishna, 

ijarah, and qardh, while the pls-based 

financing products, namely; mudharabah and 

musharakah have been relatively smaller. As 

illustrated in table 1, murabahah has been the 

most popular islamic banking product, while 

salam has not been introduced by islamic 

banks. Over the period 2015 to 2019, on the 

average, the proportion of the pls-based 

products was only 42.15% as compared to the 

non-pls-based products that accumulated to 

57.85%. Although the proportion of the pls-

based products has, on average, increased 

from 32.25% in 2015 to 37.79% in 2016, 41.53% 

in 2017, 45.44% in 2018 and to 48.22% in 

2019, but these figures are still far below the 

expectation. The pls-based products should 

dominate islamic banking products, if the 

banks expected to promote the real sector of 

the economy and, consequently, reduce 

poverty rate, income disparity, and 

unemployment rates. 

Table 1 also shows that PLS-based 

products have increased from IDR 63,623 

billion in 2015 to IDR 118,553 billion in 2019. 

Similarly, the Non-PLS-based products have 

also increased from IDR 133,655 to IDR 162,718 

2019. However, if looking at the percentage 

changes in the proportion of the PLS-based 

products, it has been showing an increasing 

trend, on the average, by 10.65% during the 

2015-2019 period. On the other hand, the 

percentage changes in the proportion of the 

Non-PLS-based products have been declining, 

on average, by -6.49% during a similar period. 

Although, this shows a promising trend for 

Islamic banks to offer more PLS-based 

products, but the changes have been too 

slow. These facts further show the reluctance 

of the Islamic banks to offer more of their 

products based on the PLS-scheme (Sharia 

Banking Statistics, 2020).  

The reluctance of the Islamic bank to offer 

more PLS-based products also exercised by PT. 

Bank Aceh Syariah (BAS), the provincial bank of 

the government of Aceh, Indonesia. Table 2 

illustrates that the murabahah (Non-PLS-based 

products) has been the most popular Islamic 

banking product offered by BAS, amounting to 

IDR 21,170,717 million in 2017, IDR 20,905,668 

million in 2018, and IDR 21,240,284 million in 

2019. Meanwhile, the musharakah (PLS-based 

product) offered by the BAS only IDR 1,009,828 

in 2017, IDR 1,270,002 in 2018, and IDR 1,237,899 

in 2019. It shows that, on average, the proportion 

of the PLS-based products offered by the BSA 

only amounting to 5.50%, as compared to 

94.50% of its Non-PLS-based products over the 

2017-2019 period (Bank Aceh Syariah, 2020). 

These facts are too surprising since BSA is 

operated in the only province in Indonesia that 

has been granted by the central government of 

the Republic of Indonesia for the provincial 

government of Aceh to implement Islamic law in 

all aspects of life. With 98.21% of the Muslim 

population (98.21%) that adheres to the Shari'a, 

Aceh province should carry out economic 

activities fully in harmony with the Islamic 

injunctions, including bank. However, in the last 

three years (2017-2019), the share of PLS-based 

products although has shown an increasing 

trend, but it only experienced trivial changes 

from 4.55% in 2017 to 5.72% in 2018 and 6.21% in 

2019.  

On the other hand, the share of Non-PLS-

based products has experienced only a small 

decrease from 95.45% in 2017 to 94.28% in 2018, 

and 93.79% in 2019 (Bank Aceh Syariah, 2020). If 

the existing practices of the BSA are continued 

and no reformative changes are made, it is 

strongly believed that the bank would fail to 

promote economic justice, reduce poverty, 

income disparity, and unemployment rates, 

considering Aceh is one of the provinces that 

recorded high poverty, disparity, 
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unemployment, and economic growth in the 

Sumatran region. Besides, the presence of 

BSA would fail to promote the 

implementation of Islamic law, especially 

Islamic economic practices in the province. 

Table 2. Composition of Bank Aceh Syariah Products, 2015-2019 (IDR Million) 

Islamic Banking Products Year 
Mean 

2017 2018 2019 

PLS 

Mudharabah - - -  - 

Musharakah 1,009,828 1,270,002 1,433,867 1,237,899 

Growth (%) - 25.76 12.90 -13.67 

Share (%) 4.55 5.72 6.21 5.50 

Growth (%) - 25.76 8.40 -11.31 

Total 1,009,828 1,270,002 1,433,867 1,237,899 

Growth (%) - 25.76 12.90 -13.67 

Non-PLS 

Murabahah 21,170,717 20,905,668 21,644,466 21,240,284 

Growth (%) - -1.25 3.53 -1.87 

Istishna - - - - 

Salam - - - - 

Qardh 4,451 9,643 27,789 13,961 

Growth (%) - 116.65 188.18 -49.76 

Ijarah 757 656 1,538 984 

Growth (%) - -13.34 134.45 -36.04 

Share (%) 95.45 94.28 93.79 94.50 

Growth (%) - -1.23 -0.51 0.75 

Total 21,175,925 20,915,967 21,673,793 21,255,228 

Growth (%) - -1.23 3.62 -1.93 

Total 
Overall 22,185,753 22,185,969 23,107,660 22,493,127 

Growth (%)   0.00 4.15 -2.66 

Source: (Bank Aceh Syariah, 2020) - presented with modification. 

As one of the financial institutions, BSA 

has a crucial role in driving the economy of 

the people in Aceh in line with the Islamic 

economic principles. For this reason, BAS, a 

financial institution owned by the Aceh 

provincial government, which at the 

beginning was formed and operated with 

conventional principles and has been 

converted to a full-fledged Islamic 

commercial bank based on the decision of the 

Board of Commissioners of the Financial 

Services Authority (Otoritas Jasa Keuangan - 

OJK), No. KEP-44/D.03/2016 dated September 

1, 2016, concerning the granting of a license 

for Changing Business Activities of 

Conventional Banks to Islamic Commercial 

Banks of PT. Bank Aceh. With this 

conversion, BSA is expected to be able to 

introduce PLS-based financing which is a major 

milestone of Islamic banks to provide the 

Muslim community an interest (riba)-free 

transaction. Muslim community could free 

themselves from dealing with the interest (riba)-

based transactions that are prohibited in Islam, 

as mentioned in the Holy Quran, Chapter al-

Baqarah verse 275 (Departemen Agama Republik 

Indonesia, 2005). 

The reluctance of Islamic banks, including 

BAS to offer more PLS-based financing products 

has not only been the phenomenon of in 

Indonesia, but it has been a global phenomenon 

(Warninda et al., 2019). Globally, murabahah 

(Non-PLS-based financing products) has been 

the most popular product offered by Islamic 
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banks. If these conditions continue to occur, 

it is not impossible that mudharabah- and 

musharakah-based financing which is the 

main icon of Islamic banks will be abandoned 

if the banks do not make reformative 

improvements in their financing scheme. 

According to Ascarya & Yumanita 

(2005), the low phenomenon of PLS-based 

financing is an important issue that needs to 

be discussed. Various problems and 

appropriate solutions need to be sought by 

the Islamic banks to increase PLS-based 

financing products. Moreover, the low share 

of PLS-based financing tends to be a multi-

dimensional problem that has been 

happening for a long time and there has been 

no tendency to change. 

Previous studies have adopted both 

qualitative (Ascarya & Yumanita, 2005; 

Nurhasanah, 2010; Nabhan, 2010; and Adnan 

& Purwoko, 2015) and quantitative 

(Andraeny, 2011;  Khanifah, 2015; Annisa & 

Yaya, 2015; Choirudin & Praptoyo, 2017; and 

Aprilia & Mahardika, 2019) approach to 

investigate factors influencing the small 

proportion of PLS-based financing products 

offered by the Islamic banks. 

Using the Analytic Network Process 

technique, Ascarya & Yumanita (2005) found 

that the main causes of the lack of PLS-based 

financing of Islamic banks in Indonesia were 

due to the lack of understanding and quality 

of Islamic bankers and supports from 

regulations. Another study by Nurhasanah 

(2010) stated that the issue of the low volume 

of PLS-based financing might be related to its 

risk level. From the perspective of Islamic 

bank management, Adnan and Purwoko 

(2015) found several factors influencing the 

low volume of PLS-based financing, 

comprising the risk, uncertainty, report 

mechanism, high NPF, customer’s 

tranparency, Islamic human resource 

capacity, and lack of trust. 

Since the PLS-financing product is based 

on the principle of trust, thus the low level of 

mudharabah and musharakah schemes have 

been due to higher risks of the products. 

Nowadays, it is not easy to find people with 

trust. Meanwhile, murabahah (non-PLS-based 

financing product) is a cost-plus sale transition, 

which contains a very low level of risk that has 

attracted more Islamic banks to offer this kind of 

product. Finally, Nabhan (2010) categorized 

customers of Islamic banks into two groups, 

risk-averse customer and risk-taking customer. 

The inability of Islamic banks to maintain and 

improve their payment capabilities for risk-

averse depositors and provides the best return 

for risk-taking investors caused the Islamic 

banks to offer less of the PLS-based financing 

products. 

Another group of studies has explored 

quantitatively the causes of the low volume of 

PLS-based products among the Islamic bank in 

Indonesia. For example, using the partial least 

square approach, Andraeny (2011) found that the 

low volume of PLS-based financing of Islamic 

banking in Indonesia during 2006-2010 was 

positively influenced by the depositors’ funds 

and PLS rate and insignificantly influenced by 

non-performing financing. Khanifah (2015) 

researched the effects of the Bank Indonesia 

rate, Non-Performing Financing (NPF), 

exchange rate on the level of financing of the 

Bank Mega Syariah over the period from 2010-

2012 and found that all these factors have no 

insignificant effect on the PLS-based financing. 

Annisa and Yaya (2015) examined the impact of 

third-party funds, profit-sharing rate, and NPF 

on the volume of PLS-based financing for the 

period from June 2010 to September 2013. Using 

multiple linear regression analysis, they 

recorded that all variables have a significant 

impact on PLS-based financing. 
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Furthermore, Choirudin and Praptoyo 

(2017) investigated the effects of mudharabah 

deposits, capital adequacy, NPF, financing to 

deposit ratio, and operating expenses on the 

mudharabah financing of 10 Islamic banks 

during the 2012-2015 period in Indonesia. 

Using multiple linear regression, they found 

that mudharabah deposits, capital adequacy, 

and financing to deposit ratio had positively 

influenced mudharabah financing, NPF had 

negatively influenced mudharabah financing, 

and operating expenses did not influence 

mudharabah financing. Finally, Aprilia and 

Mahardika (2019) empirically explored the 

effects of capital adequacy ratio, NPF, and 

third party fund on PLS-based financing of 7 

Islamic banks in Indonesia over the 2011-2016 

period using the panel multiple regression 

analysis. Only third party fund deposits were 

found to have a significant effect on the PLS 

financing, while other variables were not. 

The above-observed facts and reviewed 

studies show that although the issue of a 

small volume of PLS-based products offered 

by Islamic banks has been an old 

phenomenon, but no significant 

improvement has been made by the banks to 

increase offering PLS-based financing 

products, as suggested by many the 

contemporary Islamic economists worldwide. 

Thus, this pressing issue becomes more 

relevant and it is timely be researched and to 

provide concrete and comprehensive 

recommendations to be implemented for the 

banks to offer more PLS-based products, thus 

making Islamic banks more Islamic. In 

addition, the above-reviewed qualitative 

studies have only explored the causes of the 

low volume of the PLS-based financing 

offered by the Islamic banking institution at 

large, but none of them has focused its 

analysis on the Islamic banks in Aceh, the 

only province that has implemented Islamic 

law in Indonesia. Similarly, the above-

reviewed quantitative studies have explored the 

causes of the low volume of the PLS-based 

products by only focusing on banks' 

characteristics and macroeconomic variables, 

while the internal, external, and regulation 

factors determining the reluctance of Islamic 

banks to offer more PLS-based products and 

their resistance to keep offering more 

murabahah and other Non-PLS-based products 

have been not reassessed.  

Against these backdrops, thus the present 

study intends to comprehensively analyze the 

main causes of Islamic bank reluctance to offer 

more PLS-based financing products, taking Bank 

Aceh Syariah (BSA) as the case of study. In 

analyzing the issue, the internal, external, and 

regulation factors will be comprehensively 

discussed using the grounded theory approach. 

The findings of this study are hoped to 

provide a comprehensive understanding of the 

reluctance of the Islamic bank to offer more 

PLS-based financing products and resistance to 

offering more Non-PLS-based products. Besides, 

this study also hopes to provide concrete 

recommendations for the Islamic banks to 

continuously increase offering PLS-based 

financing products and at the same time to 

reduce significantly offering Non-PLS-based 

products so that the Islamic banking institution 

could promote the real economic sector and, 

consequently, contribute to the government 

economic programs of alleviating poverty, 

reducing income disparity and unemployment 

rate. In short, these findings are expected to 

provide references for the Islamic banks and 

regulators in designing strategic policies to make 

Islamic banks more Islamic. 

The rest of this study is organized into the 

following sequences. Section 2 highlights the 

research method, followed by the discussion on 

the findings in Section 3. Finally, Section 4 

provides the conclusions and suggestions for 

further research. 
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METHOD 

The object of this study is PT. Bank 

Aceh Syariah (BSA) located in the Aceh 

Province, Indonesia. Since the objective of 

the study is described and analyze the 

problems of lack of PLS-based financing 

products offered by an Islamic bank, taking 

the case of BSA, thus the qualitative 

approach is identified to be the most suitable 

research method adopted in the study. 

Specifically, the study uses the grounded 

theory method. Grounded theory method is 

a method used in basic research that is 

directed at finding or strengthening a 

relevant theory by describing, evaluating, 

and analyzing the basic principles and rules 

that exist, then deriving conclusions that 

form the basic principles of the theory (Birks 

& Mills, 2015). 

The qualitative data are used in this 

study. These data are in the form of verbal 

words and not in the form of numbers. These 

data cannot be measured on a numerical 

scale and provide a general description of 

research objects, in the form of perceptions 

and opinions of the selected informants 

about the causes of the low volume of PLS-

based financing of BSA.  

The qualitative data used in this study 

are the form of primary data, which are 

collected directly from direct observations on 

the object of research by an interview the 

selected informants on matters relating to 

the factors influencing the lack of PLS-based 

financing of Islamic bank. Besides, secondary 

data are also gathered to support the primary 

data obtained through the literature, 

previous related journals, books, document, 

and reports relating to the topic of the study. 

The population in this study is all the 

BSA stakeholders, comprising customers, 

Islamic scholars, academicians, internal 

bank, Shariah supervisory board members, 

and regulators. The purposive sampling 

technique is used to selected informants 

comprise several parties who have experience 

and are able explain their thoughts in more 

depth to get more in-depth information about 

the topic of study. Informants who are well-

versed on the PLS-based products, including 

Islamic bankers (i.e., Executive Director, 

Manager of Financing Division, and Manager of 

Marketing Division) of the BSA, bank 

customers, Islamic scholars (i.e., Academicians, 

Sharia Supervisory Board Member, and Ulama), 

and regulators (i.e., Head of Financial Services 

Authority – Otoritas Jasa Keuangan (OJK) and 

Head of Bank Indonesia, Representatives of 

Banda Aceh, Indonesia) were selected for 

interview. Three people from each category of 

informants were interviewed, making a totality 

of 12 informants all together. 

In order to maintain the independence 

and confidentiality of informants, when 

discussing and analyzing their opinions, the 

study will mention their names with initials. For 

example, for 3 informants from the category of 

Islamic bankers the initials IB1, IB2, IB3 are 

given. Likewise, for informants from the 

category of Islamic scholars, the initials IS1, IS2, 

and IS3 are given. Furthermore, for informants 

from categories of bank customers and 

regulators, the initials BC1, BC2, BC3, and RG1, 

RG2, RG3 are, respectively, given. Structured-

open ended questionnaires were prepared as the 

guideline for the interview and constructed 

based on the informants' background. On 

average, the interview was designed for a half 

hour. 

Sequentially, this study is conducted 

based on the following four steps, namely: i) 

data collection; ii) data reduction; (iii) data 

display; and (iv) conclusion drawing and 

verification. In the first step, the data are 

collected from the informants and gathered 

form references, reports, and so on. In the 

second step, the collected data are reduced or 

reconfigured. The data are condensed and 

transformed for the sake of manageability and 

intelligibility of the addressing issues. In the 
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third step, the data is displayed in an 

extended piece of text or a diagram, chart, or 

matrix to provide an organized and 

compressed information. At this stage, 

additional isssues could emerge from the 

data that go beyond those first discovered 

during the initial process of data collection 

and reduction. Finally, the conclusion is 

drawn and verified based on the analyzed 

data and integrally linked to conclusion 

drawing, entails revisiting the data as many 

times as necessary to cross-check the 

emergent conclusions (Miles et al., 2014). In 

short, the data are collected from both 

secondary and primary sources are reduced 

and adjusted following the needs of the 

study, displayed for in-depth-analyses, and 

finally, the conclusions are made and 

verified. 

 

RESULTS AND DISCUSSION 

This part This study discovers and 

describes the factors influencing the 

reluctance of PT. Bank Aceh Syariah (BSA) to 

offer more PLS-based financing products. As 

mentioned in the earlier section of the study, 

to get an in-depth-analysis and provide more 

comprehensive findings, these factors are 

viewed from three different aspects (i.e., 

internal bank, external bank, and 

regulation). For these purposes, three 

informants from the groups of Islamic 

bankers, bank customers, Islamic scholars, 

and regulators were interviewed. During the 

interview, the structured-open ended 

questionnaires that have been prepared were 

used as the guideline.  

In the interview process, several steps 

have been taken to analyze the data. The first 

step is to prepare data for analysis, including 

interviewing informants, taking field notes, 

sorting important data or information 

depending on the purpose of the study. At 

the time of the interview, the results or 

information were recorded using a Smartphone 

audio recorder. Each respondent spends 

approximately 30 minutes in the interview 

process with questions that are designed as 

easily as possible so that they could easily 

respond to. Furthermore, to obtain in-depth 

information, several additional questions were 

posed to follow up the informants’ opinions 

following the objective of the study. 

The next step is data analysis, which is 

looking and reading carefully all data, giving a 

general understanding of research information 

and translating the meaning of the overall 

information from the interview results, namely 

what are the main factors that the informants 

considered. The next step in data analysis is the 

interpretation of the results and discussion. 

This includes scrutinizing the results of the 

study, confirming the results of the study by 

comparing it to the previous relevant studies. 

Finally, the study summarizes and makes 

conclusions and suggestions for future research. 

The informants’ feedbacks to the research 

problem formulation, namely analyzing factors 

causing the reluctance of the Islamic bank to 

offer more PLS-based financing products are 

reported and discussed from three aspects, 

namely: internal bank, external bank, and 

regulation.  

The perspective of the internal aspects of 

the bank, almost all informants gave the same 

opinion about what caused the lack of PLS-

based financing at BAS, namely in terms of 

high-risk factors. According to them, there are 

several from internal aspects of the bank that 

caused the reluctance of the bank to offer more 

PLS-based products, including: 

High risk is the main problem that caused 

the lack of PLS-based financing of the Islamic 

bank. The bank as the owner of capital is very 

risk-averse, the bank is afraid of the uncertainty 

that will occur to cause the bank to bear huge 

losses. Because in PLS-based financing there are
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risks that might occur. Therefore the bank 

wants to minimize the risks that exist in the 

PLS-based financing by switching to Non-

PLS based financing such as murabahah. The 

risk of Non-PLS-based financing is lower 

than the risk of PLS-based financing. As 

stated by an Islamic scholar (IS1), who is the 

professor in Islamic economics, as below: 

"... why is the PLS-based product in the 

Islamic bank low? Due to risk factors, it 

means that the Non-PLS-based financing has 

lower risk compared to the risk of PLS-based 

financing. While banks want to reduce the 

risks to their financing, therefore, the bank 

prefers PLS-based financing products ..." 

The high risk is the main cause of the 

low volume of PLS-based financing, similar 

to the statement of Adnan & Purwoko (2015). 

He stated that the first factor of lack of PLS-

based financing of mudharabah is high risk. 

The bank as the owner of the fund does not 

want to suffer a large loss, thus the bank in 

providing financing opts to avoid the high 

risk. 

Several risk indicators are causing the 

lack of PLS-based financing in Islamic 

banking, including the effect of the PLS rate 

fluctuation on the lower level of trust of the 

depositor in the bank. Banks are afraid of 

losing money when investing funds in PLS-

based financing. Because when the level of 

PLS in the bank decreases, the benefits 

obtained in it becomes uncertain, all 

influenced by the merits of the business 

carried out by customers as managers of 

capital (mudharib). Another Islamic scholar 

(IS2), who is an academician, specialized in 

Islamic finance, stated: 

"... the PLS ratio will also affect the demand at 

the bank. Even though the ratio determined by 

the Islamic banking does not change ... the 

PLS ratio might be different from one to 

another type of business carried out by the 

bank’ customers who are financed by the bank 

using PLS-based products, but the PLS ratio did 

not change over the financing contract period." 

In addition to losing trust from the 

depositor, the bank is also afraid of the risk of 

capital loss or called an asset loss. Because in 

PLS-based financing of mudharabah, especially 

full venture capital from banks (full-equity 

based investment), customers are only as capital 

managers (mudharib). Then there is also no 

collateral in the PLS-based financing so that 

banks in addition to reducing flexibility in using 

bank funds are also at great risk of losing capital 

when the business financed by the bank fails. 

This is as stated by Islamic scholar (IS3), who is 

a shariah supervisory board member: 

"So, if you are giving a loan to someone, then the 

asset loss is the assets given as collateral or as 

mudharabah, there is no need for collateral. 

Because mudharabah is essentially imposes no 

collateral. When there is no collateral, it turns 

out all the funds are a loss. When all the funds 

are lost due to negligence or as something else, 

then the risk is very high." 

Of course, in the filing of PLS-based 

financing, the purpose of the bank is to avoid 

the risk of failure that will result in large losses 

to the bank, so that in minimizing the risk, the 

bank does not arbitrarily provide financing for 

this outcome. Because when businesses run by 

customers go to bankruptcy or not successful, 

the bank will occur bad financing, default, and 

even loss of capital. So, in this case, the bank 

prioritizes the filing of financing for businesses 

that have been experienced and the business 

has been proven successful for several years. 

This was stated by a bank customer (BC1), who 

has experience of granting PLS-based financing, 

as below: 

"Because Islamic banks do not want or do not yet 

dare to use the mudharabah and musharakah 

PLS agreements. In terms of the efforts of the 

customer is still not tested its success or well-

known. So, banks do not want to lose because 
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there is a risk, so the bank offers murabahah 

financing”. 

Other bank customers also stated: 

"In proposing PLS-based financing, surely the 

proposed business must have a good 

experience or track record. In fact, the 

customer is very eager to propose PLS-based 

financing, it is just that it is constrained 

because the business that the customer is 

running is not going well and the bank is at 

risk of loss. Thus, the bank will be a reluctance 

to provide us the PLS-based financing, 

because when our business going to fail, the 

bank does not bear the loss" (BC2). 

“The Islamic bank prioritizes to earn 

maximum profit by avoiding risk. This causes 

the bank to offers PLS-based products. It is 

really unfair and un-Islamic. The bank only 

wants profit, but avoid taking the risk. The 

bank is only willing to provide us mudharabah 

or musharakah financing for our business 

that has been proven profitable. For a new 

start-up business, let alone the micro-small-

medium enterprises, it is very hard and almost 

impossible to get financing from the bank 

unless there is regulation required the bank to 

give us financing" (BC3). 

The above opinions conclude that the 

bank is unwilling to use PLS-based financing 

because the bank does not want to bear large 

losses, including the bank fearing the risk of 

losing trust from the depositors when the 

PLS rate or ratio at the bank decreases, then 

the bank is also afraid of the occurrence of 

bad loans, failed to pay, and banks are also 

afraid of losing capital (asset loss) when a 

business that is run by customers fails 

because the businesses submitted by 

customers are uncertain of success, 

customers who apply for financing do not 

have good business experience. Thus, the 

opportunity for banks to incur losses is huge 

since the Islamic bank should not impose 

collateral for the PLS-based financing. 

Therefore, bank strongly prevents or avoids 

using the PLS-based financing due to some of 

these risks, findings similar to the studies by 

Ascarya & Yumanita (2005) and Adnan & 

Purwoko (2015). 

Nevertheless, banks should channel their 

funds more to the productive sector using PLS-

based financing, even though murabahah 

financing is safer and less risky. However, the 

bank plays an important role in developing 

community economic growth, because the 

money circulating in the community is 

increasing. This is as stated by one of Shariah 

Supervisory Board member, as below: 

"And it is not productive, if for the safety of the 

bank okay. But this bank is not only a goal for 

self-safety, but it must also grow the people's 

economy. As the community's economy grows, 

banking activities will also be better. When there 

is a lot of money in society, the business will 

grow up and the economy will be enhanced and 

people will demand more for financing, thus 

make banks become better and stronger " (IS2). 

The lack of experience and expertise of 

Islamic Human resources (IHR) or Islamic 

bankers is a problem that occurs at BSA. Almost 

all existing IHR did not come from Islamic 

economics graduates. Moreover, BSA is an ex-

conventional that has recently been converted 

from a conventional bank to a full-fledged 

Islamic bank, thus, automatically, the existing 

IHR did not yet have the special capacity as an 

Islamic banker in handling, processing, and 

overseeing PLS-based financing. Their mindsets 

are still conventionally oriented. This is in 

accordance with what was conveyed by one of 

the top managers of the bank, specialized in 

financial services authority and supervision 

division:                                                                
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"The problem is also the competence of IHR 

entering Islamic banks that also cannot 

support the implementation of monitoring 

and communication with debtors effectively 

and there is no efficient. Because why? The 

Islamic bank industry is still young, still new, 

especially our bank. Maybe his understanding 

of sharia is still limited and looking for IHR 

that has sufficient competence to understand 

technical bank regulations, prudential or risk 

management and also understanding Shariah 

is difficult" (IB1). 

Indeed, the IHR of Islamic bank who 

really understand the Islamic finance and 

banking system is very rare. This is as 

revealed by a customer of the bank (BC2): 

"Islamic Human Resources in Islamic bank 

are lacking knowledge and practices on 

Islamic finance and banking. They do not 

really understand the Islamic bank well. 

Because most of them who work in Islamic 

bank having an educational background from 

conventional economics, finance, and 

banking. If there are IHR who have the 

relevant educational background to the 

Islamic bank, it is estimated only about 10%." 

In addition, in terms of quantity, IHR 

of BSA is still lacking, the number of IHR 

that can handle PLS-based financing 

properly is very minimal so that when 

customers come to apply for financing, it 

cannot be processed quickly. This is as 

revealed by another top manager of the 

bank, who is specialized in the financing 

division, as follows: 

"The constraints of the internal banks here 

may be the number of IHR that is still lacking, 

officers who are specifically tasked with 

finding customers for these PLS-based 

products are relatively lacking, here are only 

five people and it is still lacking, sometimes 

when customers are coming, we cannot 

process it quickly because sometimes we still 

need taking care of the others. Then the second 

reason may also be the ability of IHR is 

inadequate because they are not from a graduate 

of Islamic Economics, Finance, and Banking" 

(IB2). 

The above statements are in line with the 

previous study by Prasetyo and Burhan (2012) 

and Adnan and Purwoko (2015), that in the 

internal aspects of banks, the factors that 

influence the low volume of PLS-based 

financing are the lack of understanding, quality, 

and quantity of IHR in Islamic banking. 

Handling PLS-based financing is not as 

easy as handling Non-PLS-based financing 

products. For example, in the Non-PLS product 

of murabahah financing, the bank is more 

certain in determining the price and profit to be 

gained. Meanwhile, in PLS-based financing, the 

role of the bank is only as capital owners 

(shahibul maal), the limited role of banks as 

investors. The Shariah Supervisory Board 

member said: 

"If from the public, the customers ask for 

financing with a murabahah contract, it is easier 

and simpler. Why? Because murabahah 

financing provides a guarantee for the bank when 

customers are getting financing for consumptive 

purposes. If the bank uses murabahah financing, 

it tends to be more safety, is not that right? For 

example, the consumption of civil servants, that 

is the most dominant financing provided by the 

bank using murabahah contract” (IS2). 

Moreover, to reduce the risk of bank 

losses, the bank must be able to supervise and 

monitor to ensure that the business run by the 

customer smoothly and when the customer 

fails, the bank must be ready to guide the 

customer so that the customer's business is 

successful. But in the process of controlling and 

supervising the customer's business, the bank 

must incur significant operational costs and 

take a long time, especially in the case of 

mudharabah financing. This has caused banks 

to be reluctant to implement PLS-based 
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financing and divert it to Non-PLS financing 

of murabahah. This is as stated by the top 

manager of the bank, who is specializing in 

supervision of the financial services authority 

division, as below: 

"The bank must provide guidance, proper 

monitoring. If the bank wants to distribute 

PLS-based financing, the bank must always 

standby together with the customer (the 

debtor) to oversee the debtor, to oversee the 

business of the customer" (IB1) 

This is in line with the opinion of the 

Islamic scholar, who stated that: 

"So as long as this IHR is more watched from 

the office, even though if they have applied the 

principle of PLS-based financing they must be 

ready to review the customer's business 

directly to the field. Because when the 

customer fails, it must be ready to be guided 

by the bank as well, so that the customer's 

business becomes successful. Maybe, IHR 

doesn't exist yet for overseeing the customers’ 

business on site. Then the second is high 

operational costs, because if the principle of 

PLS-based products bank he must control and 

supervise the customer to ensure that his 

business will be successful. So the bank must 

go to the field directly and it will cost more" 

(IS1). 

In the handling of PLS-based financing, 

in addition to being complicated, it also 

requires large operational costs in 

monitoring the customer's business. The 

PLS-based financing operational cost cannot 

yet be measured, thus requires a more 

critical analysis system. This is as opined by 

one of the bank managers, specializing in 

financing division, as below: 

"Because, in financing these PLS products, it 

cannot yet be measured, automatically 

something that we already know with 

something that we have not measured will be 

different, the way we react will also be different 

as if we cannot project it. So, this financing is 

more complicated and riskier... " (IB3). 

Complicated handling of PLS-based 

financing causes banks to be reluctant to offer 

more of these products to customers. On the 

other hand, handling murabahah financing is 

easier; the bank could transfer all forms of 

financing to murabahah contracts. Thus, when 

handling the PLS-based products is 

complicated, it will automatically require a large 

handling fee as well. This finding is supported 

by the previous studies conducted by Ascarya 

and Yumanita (2005) and Adnan and Purwoko 

(2015). 

The lack of PLS-based financing products 

offered by the Islamic bank as compared to 

other Non-PLS-based financing is due to 

difficulties in handling PLS-based products and 

they are also uncertain. Moreover, the Islamic 

bank is now faced with increasingly fierce 

competition with conventional banks. 

Conventional banks that offer innovative and 

cheaper products would be a challenge for the 

Islamic bank to win the competition. Thus, 

Islamic bank tends to leave away the PLS-based 

products that are expensive and complicated 

and, instead, offers alternative financing with 

lower risks, namely murabahah financing. 

Therefore, banks do not dare to use this PLS-

based financing which is at high risk because it 

will result in stunted growth of the bank itself. 

This is as opined by one of the bank managers 

from the division of Finance, as follows: 

"Compared to murabahah, surely musharakah is 

more risky, complicated, and costly. Thus, for the 

bank, it will be more interesting to offer 

murabahah. The PLS-based products are less 

innovative as compared to various non-PLS-

based products. We also still have to develop our 

products so that we do not only race on 

murabahah. So there must be PLS-based product 

innovation."(IB2).                                                 
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In addition, the bank is also less serious 

in offering the PLS-based products, thus 

their innovation. Meanwhile, the PLS-based 

products should be more superior and 

effective in their application so that they 

could contribute to enhancing the 

productive sector in the bank itself and can 

foster community economic development. 

An Islamic scholar from Islamic State 

University of Ar-Raniry (UIN Ar-Raniry) 

opined that: 

"Banks now are like cooperatives, there is not 

the slightest effort for innovation. So what is 

done is only selling vehicles for employees who 

do not want to face challenges. Banks only 

think that there must be money coming in, 

banks should think that in the real sector, 

banks are less supportive of community 

businesses, banks only support consumptive 

people. So there is no economic growth 

because there is no innovation there is only 

the transfer of money from one person to 

another. Bank does not have anything or does 

not play a role in economic growth" (IS1). 

In line with the above-mentioned 

opinions, in his study, Majid (2014a) and 

Anwar (2016) stated that competition in 

financial institutions is very aggressive and 

tight, this has been pressing Islamic banks to 

offer products that are profitable and less 

risky rather than having to use products with 

the high cost and riskier. The existing 

completion in the banking industry has 

forced Islamic banks to provide alternative 

financing that is less risky, especially 

murabahah. Offering more mudharabah 

financing causes the Islamic bank into a high 

risk and costly transactions, the practices 

that the bank always strives to avoid losses to 

maximize profit. 

 

The other factor that influences the 

lack of PLS-based financing is asymmetric 

information. This happens because of 

differences in information obtained between the 

Islamic bank and the customer (Zafar & 

Siddiqui, 2019). In this case, the customer 

knows more about the condition of the business 

he is running compared to the Islamic bank. 

Consequently, the possibility of deviations by 

the customer is very large. An Islamic economic 

scholar from the Islamic State University, UIN 

Ar-Raniry opined that: 

"Called counterpart risk, how the trust of the 

bank in a customer, while the customer does not 

keep and obey that trust might put the bank into 

a problem. It also becomes very fragile in the 

banking system. So, this is the risk of the most 

feared of which is most feared by the banks" 

(IS3). 

The PLS-based financing requires 

transparency between the two parties, but what 

happens by their customers is not honest in 

reporting the results of the business being run. 

This causes a lack of trust from the bank to the 

customer and the bank is always careful and 

always monitors the development of the 

business that is run by the customer. One of 

manager, specialized in the supervision of the 

financial services authority opined that: 

"The PLS-based financing requires transparency 

from both parties, we have also regulated the 

bank regarding transparency and accountability. 

Likewise, the customer of financial services from 

Islamic banking must also be transparent if he 

receives PLS-based financing products. What 

should be done at the bank due to this 

asymmetric information? It is often when we 

read the financial services industry statistics for 

financial results for the results are often 

problematic. Because why? Information held by 

the debtor (bank customer) is not forwarded 

sufficiently to the bank. The hope is that the 

bond between the bank and the debtor for this 

PLS-based financing should be very close. In this 

contract, honest customers periodically inform 

the bank how much profit or loss he/she earns" 

(RG1). 
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This asymmetric information is a 

problem for banks because in PLS-based 

financing there should be transparency 

between the two parties so that customers do 

not report only losses and manipulate profits 

so that banks will experience losses. Bank 

tends to fear the risk of customers who 

commit fraud and non-transparent, so banks 

avoid offering PLS-based financing. This is in 

line with what Adnan and Purwoko (2015)  

and Zafar and Siddiqui (2019) statements are 

that the transparency of customer is one of 

the factors affecting the low volume of PLS-

based financing products offered by the 

bank. In many cases, the dishonesty of the 

customers in reporting their business 

performance has put the bank into the 

problem. 

The sixth factor that causes a lack of 

PLS-based financing offered by the Islamic 

bank is the lack of socialization by the bank 

to the public. The bank should socialize the 

PLS-based financing products so that the 

public understands that these products are 

totally different from the conventional bank's 

interest system. The Islamic scholar who is 

also the Shariah supervisory board member 

opined that: 

"One of the factors in our Islamic banking is 

that our ability to socialize to the PLS-based 

product to the community is very limited". 

The public sometimes confuses various 

products of Islamic bank and they are in 

difficulty to differentiate one Islamic product 

to another. Not only that, most of the people 

even still perceived that Islamic banking 

products are not much different from the 

products of a conventional bank, the only 

difference is only the name of products that 

are named in the Arabic terminology" (IS2). 

Similarly, another Islamic scholar opined 

that: 

"To make the public more aware of PLS-based 

financing product, the IHR of Islamic bank must 

often go to the field to socialize so that 

customers understand and want to take 

musharakah financing. The public should be 

made aware of the Islamic banking products that 

the PLS-based financing products that are totally 

different from the products offered by its 

conventional counterparts and they are better 

than conventional systems." (IS3). 

In short, Islamic banks should pay more 

attention to the public by socializing the 

existing system and products offered by Islamic 

banks. The community plays an important role 

in PLS-based financing, thus their 

understanding and knowledge about Islamic 

banking are important. With the socialization of 

Islamic banking, when the public understands 

the Islamic banking system, the public will 

definitely prefer to use the PLS-based financing 

products. 

After discussing the causes of lack of PLS-

based financing from the internal bank 

perspective, the causes of the external aspects of 

the bank are now discussed. Three main causes 

are identified as opined by informants. 

First, The existence of the moral hazard. 

From the customer perspective, the first 

problem that causes the reluctance of Islamic 

banks to offer more PLS-based financing is the 

moral hazard of the customer.  The customers 

are reluctant to submit financial reports and 

tend to hide actual profits. This is a problem 

due to the dishonesty of customers because they 

do not want to share profits with banks. The 

Islamic scholar from the UIN Ar-Raniry opined 

that: 

"Banks are worried about the moral hazard of 

customers. When there is a profit, for example, 

they do not report to the bank, but when there is 

a loss, they report it. Therefore, the bank prefers 

not to channel funds into PLS-based financing. 

The customers also do not want to share their
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business income statement with the bank, for 

example, if business owned by them can get 

more profit, the customer wants to enjoy it 

himself and do not want to share with the 

bank" (IS3). 

In addition, banks are also concerned 

about the misuse of funds due to the 

dishonesty of customers. When funds are 

given, customers use the funds for other 

purposes. In this case, the moral hazard 

factor has significantly influenced the low 

volume of PLS-based financing at the BAS, as 

opined by the manager of the bank, 

specialized in financing division: 

"The misuses of funds by customers have been 

a problem for us when providing the public the 

PLS-based products. Customers are ready not 

to report every month how much income is, 

how much profit is, not until when the profit 

is said to be a loss, then it affects the risk of 

financing. So, here dishonesty or moral 

hazard of customers is very high” (IB3). 

The above-mentioned opinions that 

moral hazard is one of the causes of lack of 

PLS-based financing offered by Islamic bank 

is in line with the finding of previous studies 

by Prasetyo and  Burhan (2012) and Adnan 

and Purwoko (2015) who found that PT. Bank 

BRI Syariah, Malang Branch and the BPRS in 

Yogyakarta, respectively, have also 

experienced moral hazard problems. Moral 

hazard is a problem that has arisen when 

bank customers (mudharib) misuse the PLS-

based financing funds for other purposes 

that are not agreed in the financing contract. 

The second reason for the lack of PLS-

based financing in Islamic banks is due to the 

lack of public understanding of the products. 

The public does not understand the existing 

financing system in Islamic banks. Many of 

them still perceive that Islamic banks are the 

same as conventional counterparts. Thus, the 

public who are familiar with conventional 

banks is reluctant to switch to Islamic banks 

for financing. This is as opined by one of the 

Shariah supervisory board members, as below: 

"But sometimes customers (external factors), for 

example, do not understand the Islamic banking 

products, their level of knowledge is very low ... 

Common constraints, for example, are the views 

of the misleading community, they perceived that 

PLS-based products are still similar to 

conventional bank practices and they are also 

difficult to obtain.... they do not understand 

well..." (IS2). 

Islamic bank pays considers seriously the 

issue of moral hazards of customers, thus 

implement strict requirements for the 

customers to be financed using the PLS-based 

products. This lack of public understanding and 

their dishonesty greatly influences the progress 

of PLS-based financing in an Islamic bank. To 

overcome this issue, the bank could conduct 

more complex outreach to the public so that the 

public can really understand the financing 

system in Islamic banking. Because the role of 

the community is very important when people 

understand the Islamic bank and finally will 

definitely select Islamic banks for them to get 

financing. Another Islamic scholar, who is a 

professor in Islamic economics from the UIN 

Ar-Raniry opined that: 

"Therefore, in terms of PLS financing, it is 

actually less understood by customers about how 

to negotiate profits. But, I am sure that in the 

next 20 years, when customers understand 

mudharabah and musharakah, the community 

already understands the system, the community 

will ask for them because he will not accept the 

risk if the bank really adheres to the PLS-based 

system" (IS1). 

This is in line with the previous studies 

conducted by Ascarya & Yumanita (2005) and 

Adnan & Purwoko (2015), who stated that the 

factors causing the lack of PLS-based financing 

by Islamic banks include the lack of people's 

understanding of mudharabah. He further 
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claimed that this case is not only in 

mudharabah but also in other Islamic banks’ 

financing products. Public knowledge has 

been still lacking, they still perceive and 

think that Islamic banks are not much 

different from their conventional 

counterparts. 

The last factor causing the lack of PLS-

based financing products from the external 

bank perspective is the low demand of PLS-

based products from the customers. The 

Islamic scholar opined that: 

"…It is only a small amount of demand for 

PLS-based financing products. So that causes 

low PLS-based financing due to lower 

demand of customers. This can be seen from 

the Islamic bank composition of financing, 

the PLS-based financing always the lowest 

one compared to other Non-PLS-based 

financing products" (IS3). 

The low demand of PLS-based 

products might be caused by several reasons. 

It might be because the customer is less 

interested, or the customer does not want to 

share the profits with the bank, the customer 

does not want to share the profits with the 

bank, or maybe also because the customer 

does not understand the related financing 

available at the Islamic bank.  

However, to the bank customers, their 

low demand for the PLS-based financing 

product is due to the difficulty they 

experience in getting such financing. The 

terms and conditions and requirements for 

getting financing are complicated and take a 

longer process for approval. This is as opined 

by one of the Islamic bank customers, as 

below: 

"The main reason why we demand less for the 

PLS-based financing products is simply due to 

complicated requirements regulated by the 

bank. Bank will ensure our business that we 

apply for financing producing sustainable 

profit; otherwise, the bank will not consider and 

approve our financing proposal.  In addition, the 

process of approval is also taking a long time. 

That is why we think that Islamic bank has no 

different from conventional bank" (BC3). 

The above opinion also shows that the 

customer perception of similarity between 

Islamic banks and conventional banks causing 

low confidence of customers in an Islamic bank. 

In addition, customer needs are also influential 

factors, because customer demand is according 

to needs. Inevitably the consumptive behavior 

of the community causes them to use more 

funds from bank financing for consumption 

(Bidabad, 2019), such as to buy houses, cars, and 

other vehicles, house furniture and so on. The 

demand for bank funding to these consumptive 

purposes contains a higher risk of financing 

defaults, thus to avoid this problem, the bank 

prefers to provide the Non-PLS-financing such 

as murabahah that is less risky and gives bank 

more certainty of profits (Nor & Ismail, 2020), in 

line with customer’s needs. This is as opined by 

the one of middle manager of the Islamic bank, 

specialized financing division: 

"So the lack of PLS-based financing has an effect 

on customer needs/demand. Because demand 

depends on needs. That is why murabahah is the 

most popular financing in our bank? Because of 

this, the first of our people in Aceh is still 

consumptive enthusiasts. Murabahah is the most 

savior product for us. We need to ensure profit 

for our sustainability" (IB3). 

From a regulatory point of view, the main 

problem causing a lack of PLS-based products 

offered by Islamic banks is the lack of support 

from regulators. Thus, to increase PLS-based 

financing products, supporting policies from the 

regulator are needed. Regulators are less 

assertive by providing supporting policies such 

as what percentage of the provision PLS-based 

financing and it has imposed double tax 

incidences from the Islamic banking products
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(Ascarya & Yumanita, 2005). The Islamic 

scholar from UIN Ar-Raniry opined that: 

"The regulator is only limited to just 

supervising and appealing. But it is all up to 

the bank itself. If the bank wants 

mudharabah, please. If the bank wants 

murabahah is also, please. The regulators do 

not say what should be prioritized. No 

regulation regulates the portion of PLS-based 

financing that must be applied by the bank for 

each year. So, the lack of regulator support 

and no tax incentive for Islamic bank causes 

PLS-based product cannot run well” (IS3). 

Thus, the role of regulators is crucial in 

promoting PLS-based financing of Islamic 

banks. If there is no supportive policy, the 

bank will continue to use Non-PLS-based 

products of murabahah that is more certain 

and low risk. The principle of PLS-financing 

is a major milestone of Islamic banks that 

need strong support from the government. 

However, without a bank regulation policy, 

the bank has no incentive to offer PLS-based 

products. The Islamic scholar, who is also the 

Shariah supervisory Board member of the 

bank opined that: 

"Their role is crucial; the PLS-based financing 

is very dependent on regulations. The 

regulator, in this case, is the Financial 

Services Authority (OJK). In the context of 

Islamic financing, there is a link with the 

National Shariah Supervisory (DSN-MUI) 

fatwa. So, this role is very important if there is 

no DSN role, there is no DSN Fatwa, the 

public still doubt whether the Islamic banking 

products it is Islamic or not. but even if there 

is no OJK regulation, there is no umbrella, no 

framework ... Therefore, the components of 

these two must really provide guarantees so 

that the PLS-based financing can develop 

properly" (IS2). 

 

The above-mentioned opinions are in line 

with the findings of the study by Ascarya and 

Yumanita (2005) who stated that the main 

problem of the lack of PLS-based financing is 

caused by unsupportive Islamic banking 

regulations. The incentive system, the 

minimum standard for Islamic bank managers, 

and directed market-driven strategy should be 

regulated as for the development of Islamic 

banks to stay on its Islamic tracks that make 

Islamic banks be able to contribute positively to 

the economic development by reducing poverty 

and income disparity, and offering more job 

opportunities for unemployed population in 

Indonesia (Majid, 2017). 

Table 3 summaries the causes of lack of 

PLS-based financing products offered by BSA, 

based on the opinions of the Islamic scholars, 

Islamic bankers, Islamic bank customers, and 

regulators viewed from the perspectives of 

internal and external Islamic banks as well as 

regulators. 

As illustrated in Table 3, the internal 

aspects of the Islamic bank, that is high risk is 

found to be the most dominant cause of lack of 

PLS-based financing at the BSA. However, in 

fact, if seen more clearly, this factor is not a 

reason for banks to abandon PLS-based 

financing if the bank innovatively improves 

PLS-based products so that the risk contained 

in the products could be minimized and 

customers will be more interested in them 

(Majid & Zulhanizar, 2016). 

Various socialization programs should be 

more progressively initiated and the 

introduction of PLS-based financing products to 

the public with the main purpose to improve 

public understanding and knowledge on the 

unique characteristics of Islamic banking 

products that are totally different from the 

products offered by conventional banks (Latif, 

2019). If both parties between the bank and the 

customer already truly understand the related 

PLS-based financing products, these products 

would be able to develop and dominate the 
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products of BSA, as urged by many 

contemporary Islamic economic scholars 

(Chowdhury et al., 2019). 

These PLS-based products are fairer, 

where the profits or losses are shared 

between the parties. If between the parties 

could exchange ideas based on shura (mutual 

consultation) principles related to the 

customer’s businesses financed by the bank, 

the business would surely avoid the dreaded 

risks, and the business would run successfully 

and gain even more profits. Karim (2001) stated 

that profits or losses arising from business 

activities are borne jointly based on an agreed 

ratio. In the PLS-financing products, there are 

no pre-determined fixed returns as interest 

(riba), but they have a shared ratio between 

bank and customer based on the profitability of 

the business. 

Table 3. Summary of Informants’ Perception of the Lack of PLS-based Financing Products 

Aspect 
Causes of lack of PLS-based 

product of Islamic bank 

Informants 

Islamic 

Scholars 
Customers 

Islamic 

Bankers 
Regulators 

Internal 

1. High risk                     

2. Low quality of Islamic bankers                     

3. Complicated handling                -             

4. Lack of product innovation        -             

5. Asymmetric information        -              

6. Lack of socialization       -        - 

External 

1. Moral hazard        -                

2. Lack of understanding                        

3. Lack of demand        -                

Regulation 1. Lack of supportive regulation         -        - 

 

Furthermore, to avoid the high risk of 

the PLS-based products, Islamic banks could 

overcome if Islamic banks really provide 

financing to customers following what is 

needed, then it will be certain that the total 

portion of the financing in BSA will be as 

reasonable as it should be. But what is 

happening now, in practice, the bank always 

avoids the risks of PLS-based products for 

reasons of fear of harming the bank (Zaaba & 

Hassan, 2019; and  Nor & Ismail, 2020) so 

that the bank issues financing that is not 

what the customer needs, such as impressing 

the customer by offering other Non-PLS 

financings of murabahah that has lower risk. 

This makes the mudharabah and 

musharakah increasingly abandoned by 

banks. 

Viewed from the external aspect of the 

bank, the low understanding of the community 

that caused low demand for the PLS-products 

offered by Islamic bank could be overcome by 

the way the public is expected to find out and 

better understand the related PLS-based 

Products, following the socialization programs 

conducted by an Islamic bank (Latif, 2019). If 

the community has understood well the Islamic 

banking products, the public would perceive 

that the Islamic bank is totally different from 

the conventional counterpart, making the 

public more prefers to deal with Islamic banks 

rather than conventional banks. The public has 

a better understanding that the interest-based 

products of the conventional bank are a form of 

usury that is forbidden in Islam, while in the 

Islamic bank using the principle of PLS that is 
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fair, the benefits and losses are shared 

together, no one party is disadvantaged, and 

they are free from riba. Mansour (2019) 

stated that the financing of musharakah and 

mudharabah is the cooperative contracts in 

certain businesses carried out between two 

or more parties jointly contributing funds 

with an agreement that the benefits and risks 

will be shared together following the agreed 

PLS-ratio. 

Finally, from the regulatory aspect, 

support from regulators is strongly needed in 

the development of PLS-based financing 

(Nastiti & Kasri, 2019). Banking regulators, 

OJK, for example, are expected to be able to 

provide supporting policies, such as 

establishing rules that each Islamic bank 

must offer at least 50% of their financing 

based on the PLS-products. This was done to 

encourage PLS-based financing to dominate 

Islamic banking products (Ascarya & 

Yumanita, 2005), especially BSA that is 

operating in Muslim dominated Province of 

Aceh, Indonesia that has implemented 

Islamic law in all aspects of life. PLS-based 

products, finally, would drive the real sector 

of the economy and contribute to alleviate 

the high poverty level, reduce high levels of 

employment and income disparity in the 

province. In the end, the Islamic bank could 

solutions for economic problems and would 

further realize the prosperity of people's 

economy, as urged by many scholars (Majid 

& Kassim, 2015) 

 

CONCLUSION 

This study identified and descriptive 

discussed factors influencing the reluctance 

of the Islamic bank to offer more PLS-based 

financing products, taking the case of PT. 

Bank Aceh Syariah in Indonesia. Using a 

grounded theory approach, this study 

interviewed relevant informants who are 

knowledgeable in Islamic banking theories and 

practices, including experts, practitioners, 

customers, and regulators. In this study, the 

problem of the low volume of PLS-based 

financing products is viewed from three aspects, 

namely: internal, external, and regulation. 

They concluded that, from the internal 

aspect, the problem of the low volume of PLS-

based financing products is caused by six 

factors, namely: high risk, lack of quality and 

quantity of human resources, complicated 

handling, lack of banking product innovation, 

asymmetric information, and lack of 

socialization. Meanwhile, from the external 

aspects, the low volume of PLS-based financing 

is caused by three factors, namely: moral 

hazard, lack of community's knowledge on 

Islamic banking products, and low demand. 

Finally, from the aspect of the regulation, the 

low volume of loss and PLS-based financing 

products is caused by a lack of support from the 

regulator.   

Based on these findings, the study 

suggested for the Islamic bank to develop and 

innovate its products to minimize the risk, as 

well as to socialize to the community so that 

they understand and have a vast knowledge of 

the products of Islamic banking. Islamic banks 

should also increase the understanding and the 

quality of Islamic human resources by allocating 

sufficient budget for short- training and long-

term education, introducing an incentive 

scheme and requiring managers of Islamic 

banks to fulfill the minimum standard via 

periodical fit and proper tests. The regulators 

are advised to enhance more supporting policies 

to encourage the growth of PLS-based financing 

products such as the collectability classification 

of PLS financing and initiating incentive system 

to the Islamic bank that offers PLS financing. By 

implementing all these suggestions, the Islamic 

bank with its PLS-financing could finally 

enhance the public economic welfare shortly. 
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Further studies on this topic could 

provide comprehensive findings by 

interviewing more informants across the 

areas in Indonesia and more variety of 

financing products offered by all Islamic 

banks in Indonesia. A mixed-method, 

combining qualitative and quantitative 

approaches to research the issue is also 

believed could provide comprehensive and 

robust findings. 
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