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Introduction

Islamic banking, rooted in Sharia law, aims to provide a system of finance that
supports ethical principles, such as the prohibition of usury (interest), excessive
risk, and investment in industries considered harmful under Islamic law. The
primary goals of Islamic finance include promoting fair and just economic
practices, fostering social equity, and supporting sustainable development within
the Islamic economic framework. As a critical pillar in the Iranian economy, the
Islamic banking system is expected to allocate financial resources effectively,
which has implications for various sectors dependent on banking funds and credit.
The traditional assessment metrics used for conventional banks focus primarily
on financial performance, such as profitability, liquidity, and return on equity.
However, these metrics often fall short in reflecting the unique objectives of
Islamic banking, particularly regarding compliance with ethical and societal
principles. Thus, the lack of a suitable evaluation framework for Islamic banking
in Iran can lead to issues in building public trust, assessing bank performance
accurately, and attracting investment. This research seeks to bridge this gap by
proposing a comprehensive set of evaluation indicators tailored to Islamic banking
in Iran. Through these indicators, Islamic banks can enhance transparency, meet
stakeholders’ expectations, and contribute to the broader socio-economic
development goals within the Islamic framework.

Research Question: This study addresses the following central question:

What are the specific evaluation indicators for Islamic banking in Iran?

Literature Review
Several studies contribute insights into the evaluation criteria required for Islamic
banking. For example, Pratiwi (2024) analyzed factors influencing the adoption
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of digital Islamic banking services in Indonesia. Her study underscored the
importance of perceived credit risk and trust in customer adoption, two critical
components that could be integrated into Iran’s evaluation framework. In the
Maldives, Parayil Igbal et al. (2023) applied the UTAUT2 model (Unified Theory
of Acceptance and Use of Technology) to identify drivers of Islamic banking
adoption, finding that trust, social influence, and habitual use of services played
significant roles in customer acceptance. Other studies have proposed frameworks
based on both Sharia compliance and ethical standards. Satya et al. (2021)
developed a model for measuring the performance of Islamic banks that includes
ethical and sustainability criteria alongside traditional financial metrics. Their
model emphasizes the dual need for profitability and adherence to Islamic ethical
principles. Research by Rosmanidar et al. (2021) and Tarique et al. (2021)
similarly highlights the need for Sharia-compliant performance indicators that
extend beyond financial measures. Mohaghegh Nia et al. (2023) conducted a
comparative analysis of Islamic banking in Iran and Malaysia, pointing to areas
for improvement in Iran’s system, such as capital quality and operational
efficiency. Collectively, these studies suggest a broader, ethically oriented
evaluation framework for Islamic banking, suitable for addressing the unique
social and ethical dimensions within the Iranian context. This study synthesizes
these findings to develop an evaluation framework that aligns with Iran’s specific
requirements.

Research Methodology

This research uses a qualitative approach, focusing on content analysis of
interviews conducted with ten experts in Islamic banking. The exploratory nature
of this study allowed for a deeper understanding of the perspectives and
knowledge held by professionals with firsthand experience in Islamic banking
practices. The interview questions were structured to cover various aspects of
Islamic banking, including:

* The principles guiding Islamic banking and its differentiation from conventional
banking

» The challenges Islamic banks face, particularly in Iran’s unique economic
environment

* Key factors that have shaped the growth of Islamic banking over the past decade
* The influence of customer and stakeholder perceptions on Islamic banking
practices in Iran.

The qualitative data collected were coded and analyzed for recurring themes,
ensuring reliability through a high retest reliability rate of 72.72%. By drawing on
expert insights, the study could identify a set of indicators that encompass both
financial and non-financial dimensions relevant to Iran’s Islamic banking sector.

Results



Through content analysis of the expert interviews, thirteen key themes were
identified as essential for evaluating Islamic banking in Iran. These themes
provide a comprehensive view of the operational, ethical, and societal roles that
Islamic banks must fulfill. Below are the main indicators identified:

1. Improving public awareness and trust in Islamic banking

For the success of Islamic banking, it is necessary to increase public awareness
about this type of banking. Education and awareness of the principles of Islamic
banking can help increase the trust of customers in this system. Accountability of
financial institutions for their decisions and transparency in operations play an
important role in gaining the trust of society.

2. Education in the field of Islamic banking

Training employees and customers about the basics of Islamic banking is of great
importance. These trainings should include jurisprudential principles, how Islamic
financial products work and how to adapt them to the needs of society. Increasing
the knowledge and skills of employees helps to improve the quality of banking
products and services.

3. Observance of legal and religious principles in banking operations
Observance of jurisprudence and Shariah principles is not only legally necessary,
but also increases the credibility and acceptance of this type of banking. Banks
must ensure that all their products and services comply with Islamic standards,
and in this regard, careful monitoring of their performance is essential.

4. Innovation and use of technology in Islamic banking

Using new innovations and technologies in Islamic banking can help improve
efficiency and provide services to customers. Digital systems and fintech tools can
provide new opportunities to develop Islamic financial products and enhance
customer experience.

5. Attention to social justice and fair distribution of resources

Islamic banking should pay attention to the fair distribution of resources and the
support of the weaker sections of the society. These institutions can help economic
development by providing loans without interest or with low fees, and at the same
time, help reduce the class gap in society.

6. Compliance with social and environmental responsibilities

The social responsibility of banks towards the society and the environment should
be in the center of attention. Banks can play an active role in sustainable
development by investing in sustainable and green projects and supporting social
businesses.

7. Attention to moral, human and cultural factors

Moral, human and cultural factors play an important role in the formation of
Islamic banking. Banks should pay attention to the needs and demands of their
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customers and respect the culture and values of society in the design of products
and services.

8. Establishment of Sharia monitoring and enforcement mechanisms

Continuous monitoring of banking activities and their compliance with Shariah
standards is of great importance. Establishing Shariah committees and monitoring
transactions and contracts can help maintain the credibility of Islamic banking.

9. Fight against corruption and rent in banking operations

Transparency and fight against corruption in Islamic banking is one of the main
pillars of this system. Banks should have clear policies for transparency of
activities and reporting to customers and regulatory authorities to gain public trust.
10. Participation in risk and profit and loss

Participation in risk and profit and loss, as one of the basic principles of Islamic
banking, can help create closer relationships between banks and customers. This
approach leads to shared responsibility in investments and creates motivation to
improve performance.

11. Trust management in Islamic banking

Trust management in Islamic banking must be done in accordance with Sharia and
ethical principles. In their processes, banks should pay special attention to
trustworthiness of financial resources and clients' funds.

12. Supporting prosperity and sustainable economic development

Islamic banking should pay attention to supporting the welfare of society and
sustainable economic development. This system can help economic growth and
prosperity by providing facilities and financial services to small and medium
businesses.

13. Attention to the quality of Islamic banking products and services

Attention to the quality of Islamic banking products and services should be at a
high level. Providing high-quality services tailored to the needs of customers can
increase their satisfaction and trust in the Islamic banking system.

Discussion and Conclusion

The study’s findings underline the importance of incorporating ethical, social, and
Sharia-compliant principles into the performance evaluation of Islamic banks.
Traditional banking metrics alone are insufficient to capture the unique
responsibilities of Islamic banks, as these institutions must balance profitability
with adherence to Islamic values. The indicators identified provide a holistic
framework that addresses both financial and non-financial aspects of Islamic
banking, thus reflecting its broader social mandate. For instance, while
conventional banks may focus solely on maximizing shareholder value, Islamic
banks must consider the social implications of their investments, ensuring they
contribute positively to society. This dual focus requires a robust risk management
framework that aligns with Islamic values, avoiding speculative practices and



promoting stable growth. Additionally, indicators such as customer satisfaction,
transparency, and ethical investment reflect the ethical obligations of Islamic
banks, as they strive to build a trustworthy relationship with customers and the
community. Practical Implications The evaluation framework proposed by this
study can guide Islamic banks in improving their operational practices and
aligning more closely with the principles of Islamic finance. By adopting these
indicators, Islamic banks in Iran can enhance their credibility, address public
concerns, and contribute more effectively to national economic goals. The
framework also serves as a tool for regulators to monitor Islamic banks’
compliance with Sharia principles, promoting a standardized approach to
evaluation across the sector. Moreover, this framework could foster innovation by
encouraging Islamic banks to develop new products and services that meet Sharia
requirements while addressing customers’ evolving needs. This adaptability is
essential for Islamic banks to remain competitive in an increasingly globalized
and technology-driven financial environment.

This study proposes a comprehensive set of evaluation indicators for Islamic
banking in Iran, covering thirteen key areas that reflect the unique requirements
of Islamic finance. These indicators include both traditional financial metrics and
Sharia-based ethical criteria, offering a well-rounded framework for assessing the
performance of Islamic banks. By integrating these indicators, Islamic banks can
not only improve their internal operations but also align more closely with Islamic
ethical standards, fostering trust and supporting sustainable development. The
findings highlight the need for Iranian Islamic banks to adopt a more
comprehensive evaluation approach that transcends profitability and includes
broader societal and ethical impacts. Implementing these indicators will help
Iranian Islamic banks strengthen their role in the economy, support social welfare,
and build a trustworthy reputation in the eyes of both local and international
stakeholders. As Islamic banking continues to evolve, this evaluation framework
offers a foundation for more standardized, transparent, and ethical banking
practices that align with the principles of Islamic finance.

Future Research

Future studies could expand on this framework by exploring how digital
transformation and emerging technologies, such as blockchain and Al, could
further enhance Sharia-compliance and operational efficiency in Islamic banks.
Additionally, comparative studies between Iranian Islamic banks and those in
other countries, like Malaysia and Indonesia, could provide valuable insights for
refining this evaluation model and identifying best practices globally.
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