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FINANCIAL ECONOMIC | RESEARCH ARTICLE

The impact of Shariah Advisory Board 
characteristics on the financial performance of 
Islamic banks
Achraf Haddad1* and Mohamed Naceur Souissi2

Abstract:  Theoretical approaches and demonstrated repertoires in the Islamic 
finance literature have formed a divergent and inconsistent system that did not 
truly value the importance of the Shariah Advisory Board’s quality and practices. The 
real impacts generated by the Shariah Advisory Board on the Islamic banks’ finan
cial performance have not yet been thoroughly investigated in detail. While these 
impacts need the development of a metrological, dynamic, and methodological 
investigation, we delved into the specific effect of Shariah Advisory Board on the 
Islamic banks’ financial performance in all continents. To explore the relationship 
between the selected variables through the application of the fixed and random 
effects method, we used 180 Islamic banks from 56 countries during the period 
(2010–2019). The empirical results revealed that the Shariah Advisory Board size, 
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the number of meetings and the presence of Shariah advisers improved the Islamic 
banks’ financial performance of Islamic banks. However, the presence of financial or 
accounting experts in the Shariah Advisory Board deteriorated their financial per
formance. Because the real impacts generated by the Shariah Advisory Board on the 
Islamic banks’ financial performance are not yet investigated in detail, we analyzed 
not only the practical symptoms of the Shariah Advisory Board’s effects on the 
Islamic banks’ financial performance, but also, we tried to solve the ambiguity, and 
we provide the first detailed analysis that concentrated on the impacts of the 
determinants’ quality of the Shariah Advisory Board on the Islamic banks’ financial 
performance.

Subjects: Economics; Finance; Business, Management and Accounting  

Keywords: Financial performance (FP); Islamic Banks (IBs); Shariah Advisory Board (SAB); 
financial stability period
JEL classification: codes: F30; G21; G29; G30

1. Introduction
The Islamic Banks (IBs)’ governance structure is quite similar to the conventional governance 
structure (Bhatti & Bhatti, 2010), except that the Islamic governance model is derived according to 
the Shariah rules (Ashraf et al., 2015). Therefore, in IBs there is an additional supervisory mechanism 
known as the “Shariah Advisory Board (SAB)” added to the other supervision mechanisms compared 
to conventional banks (Al-Nasser & Muhammed, 2017; Farook et al., 2011; Noor, 2011; Smaoui et al., 
2020). This internal mechanism plays an essential role in control (Haniffa & Hudaib, 2007). Its role is 
to clarify the unique IBs’ attributes and reduce the conflicts between investors and bank managers in 
order to improve their Financial Performance (FP) and their governance transparency (Grais & 
Pellegrini, 2006). Abu-Alkheil et al. (2021) found that IBs seem to show more positive signs of recovery 
from the crisis than other bank types, but mainstream and pure IBs were not totally immune to the 
global shocks than mainstream banks. Large IBs have outperformed small banks, and new banks are 
better able to recover from the adverse effects of the crisis than old ones. Indeed, the SAB is an 
essential and primordial governance body in the Islamic finance industry (Masruki et al., 2018). It 
ensures the compliance of Islamic banking operations with the Shariah requirements (Bakar, 2002). 
Its existence can improve the oversight degree (Farook et al., 2011), protect the stakeholders’ 
interests, and play a vital role compared to other governance mechanisms (Lewis, 2005).

However, the verification of the transactions’ compliance with Shariah standards has shown that 
the advisers approve the same decisions already taken by the bank managers just for information. 
If the IBs fail to respect Shariah principles, depositors may withdraw their funds and investors may 
cancel their projects, which would decrease the IBs’ profitability (Grassa, 2015). To achieve 
uniformity of practice at the international scale, the A.A.O.I.F.I.1 has attempted to regulate the 
Shariah advisers’ role by setting standards for the SAB composition. According to this body, the 
appointment of the Shariah experts should be vested in the annual general meeting of all IBs’ 
shareholders despite being claimed by the BOD.2 Indeed, all Islamic financial institutions must 
contain SABs, composed of at least three advisers.

The SAB is responsible for verifying the activities, products, and services’ compliance as well as 
controlling transactions carried out by the IB or by its depositors through Shariah principles. 
Because of the strengthened application of the Islamic finance principles, the SAB decisions and 
complaints must imperatively be respected at all times. All marketed products and transactions 
carried out by an IB must be proven by the SAB and must comply with the Fiqh Al-Muamalat 
prescriptions and the Shariah provisions. In fact, advisers play an essential role to ensure the IBs’ 
credibility and legitimacy and maintaining public confidence in the soundness of their operations. 
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If it turns out that the SAB members reveal that the bank’s managers have invaded Fiqh Al- 
Muamalat rules, the bank quickly loses its investors, depositors, and customers’ trust (Suleiman, 
2000).

The IBs’ FP comes from the IBs’ internal administrators and appears in the degree of respect for the 
Shariah principles. The Shariah principles arrange that the first task of the advisers is the compre
hensive review of banking transactions to ensure the financial instruments’ Islamic character 
(Masruki et al., 2018). The standards state that this function encompasses spreading a compliant 
culture with Shariah law, ensuring a compliant preparation of financial statements in good weather, 
seeking answers and solutions to problems already faced by previous Islamic scholars other than 
proposing strategic operating procedures and methods to be applied by the bank itself. Failure to 
meet its obligations or exceed its rights costs the bank the loss of investor confidence. The second 
function of advisers according to Delorenzo (2007) and Ghayad (2008) is to review the implemented 
policies and the established contracts and agreements, to certify the annual accounting reports, to 
state their opinion on the compliance degree of offered products, operations, activities, investments 
and annual accounting records, and to issue Fatawi on the Islamic financial markets transactions.

Studies discussing the SAB effect on the IBs’ FP are not numerous. They have not completed the 
exploitation of all related themes, neither those related to the IBs’ governance quality nor those related 
to its repercussions on the IBs’ FP (Gati & Basuki, 2020; Masruki et al., 2018; Mukhibad & Anisykurlillah, 
2020; Nomran et al., 2018; Rahayu et al., 2019). Therefore, there remains a large research gap to be 
filled in this area. Based on the previous findings, we have formulated theoretical recommendations to 
help strengthen the IBs’ governance through Shariah law. In this sense, Siagh (2002) found that the 
SAB acts positively on increasing the IBs’ FP (Almutairi & Quttainah, 2017; Farag et al., 2018; Mukhibad 
& Anisykurlillah, 2020). This is due to the knowledge of the SAB members, as well as the unification and 
standardization of control methods. Besides, Mollah and Zaman (2015) demonstrated that the SAB has 
a positive impact on the IBs’ FP when the advisers exercise a supervisory role and vice versa. Their 
research also proved the SAB contribution to strengthen the supervisory and regulatory mechanisms’ 
effectiveness and help international organizations improve their performance, protect shareholder 
interests and create wealth (Kabir et al., 2014; Ulussever, 2018).

From an agency perspective, contrary to what Ramly and Nordin (2018) found, some other authors 
have argued that the required respect for Islamic religious principles acts as a protective counter
argument against agency problems, reducing inefficiency arising from information asymmetry and 
moral hazard (Al-Mahmoud, 2007; Hamza, 2013; Toufik, 2015), but this does not mean the absolute 
absence of agency problems (Garas, 2012). Competition between governance mechanisms creates 
agency problems and minimizes the banks’ returns by implying increasingly reduced margins.

At the beginning of the emergence of Islamic finance, the practice of auditing Shariah law within 
IBs was previously neglected in the literature on Islamic banking, finance and governance. 
Currently, understanding the Shariah governance practices, the advisers’ responsibilities and the 
process of monitoring Shariah compliance has become a necessary concern. The identified ques
tion at this level is to address the Shariah advisers’ responsibilities in their functions of Shariah 
control, enforcement and supervision. Since the SAB has great importance within IBs as 
a governance mechanism that can influence their FP, the first objective of our study is to verify 
whether there is a real correlation between the SAB and the IBs’ FP. The second objective is to 
establish a link between its determinants and the impacts generated. The third objective is to 
compare the SAB quality of the existing model with the perceived quality and the epistemic SAB 
quality provided for by the good governance practices and the Shariah standards.

The impact of the SAB qualification on the IBs’ FP is a very rich subject that has not yet been fully 
covered. Although several previous studies have invested in this topic, our study has many new 
contributions. Theoretically, our study provides an additional surplus to the literature on the SAB 
importance. First, we used a larger sample size than the samples used in previous studies. Second, 
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from what we have read in the literature, we have not found a previous study that tested 
a dispersed and heterogeneous like us, IBs in our study are located in 56 countries. Third, we 
put a new FP evaluation approach via the SAB determinants and vice versa. Our practical con
tributions are an incentive to our study in several ways. First, we have demonstrated how the SAB 
authority can exert significant influence on IBs’ FP. The second main practical contribution is to 
enhance the real impacts of the SAB determinants on the IBs’ FP. As an implication, this study 
could be a valuable knowledge source for investors, policymakers, and customers of IBs, particu
larly in the FP planning and financial strategies preparation. Also, we evaluated the FP quality via 
the SAB quality and identified the impacts of SAB determinants on the IBs’ stakeholders.

The rest of the paper is structured as follows: In Section 2, we expose some previous results of 
the effect of SAB’s characteristics on the IBs’ FP. In Section 3, we present our methodology and 
data collection process. Our primary empirical results and our findings’ discussion are provided in 
Section 4. Section 5 concludes the paper.

2. Literature review

2.1. Maquased Al Shariah
The ethics question includes religious aspects (Alhammadi et al., 2020). Religious facts fuel con
troversy not only in Islamic countries but especially in secular countries. The rules tendencies on 
which Islamic finance is based are commonly accepted all over the world, not only by Muslims but 
also by non-Muslims who prefer to operate with IBs in the same market (Tameme , 2009). The 
religious principles drive the individuals’ behaviors since they incorporate moral values very close 
to them. Islamic finance is a system with ethical concerns justified by the finance theory through 
customer satisfaction (Ariff, 2007; Dusuki & Abdullah, 2007; Wilson, 1997). The IBs’ principal 
objective is to pay more attention to moral values and do away with unethical practices prohibited 
by Islam (Onakoya & Onakoya, 2013). Moreover, the IBs’ governance is based on the epistemolo
gical aspect of Tawhid, Shariah, and ethics (Hasan, 2012). More specifically, their purpose is to fulfill 
the teaching of the compliance of monetary operations with the regulations of the Holy Quran 
rather than to derive the maximum return on financial assets “And thou (standest) on an exalted 
standard of character ” (Al-Qalam, Verse 4), “This is no other than a customary device of the 
ancients” (Al-Shura, Verse 137).

Islamic banking is based on an equitable distribution of risk. This provides financial support to small 
investors, the poor, and the needy (Akkizidis & Khandelwal, 2008). For this reason, the A.A.O.I.F. 
I. promulgated an ethics code for accountants and auditors of Islamic financial institutions Simon et 
al. (1998). The justification for the prohibition of interest is based on justice values (Adl), cooperation 
(Taawun), efficiency, stability and ethics (Lewis, 2005). In addition, Islam’s response to solving social 
imbalances stems from the inequitable distribution of income created by the credit system and curbs 
the damaged relationships that arise from conflicts of interest between stakeholders or even from the 
inadequacies of the adopted governance system. Pricing interest on loans had never received ethical 
support (Hanif, 2011). Even if the interest system has its advantages confined on behalf of the 
lenders, the borrowers bear the obligations of the costs which is contradictory to ethics. Moreover, 
interest loans based on risk capital adjustments tend to serve the most credit-worthy borrowers and 
are not necessarily the most productive projects.

The validity of Islamic law comes from the fact that it is the manifested will of God. Its origins, in 
addition to the Holy Quran (primary source), are found in the judgment, words and actions of the 
Prophet Muhammad. The second source of Muslim law (the Sunna) organizes the application of the 
rules, principles and injunctions already stated in the Quran. Thirdly, Islamic law is inspired by the 
interpretations and reasonings of scholars and Chouyoukhs of Islam (Tertiary source).

Over the centuries, these rules progressed into a comprehensive system of public and private 
rights, as well as prescriptions for religious practice. The Quran has produced a number of general 
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rules, these have not delimited all the possible problems to be encountered by the Muslim in his 
daily life. The century after the death of the Prophet Muhammad, the text of the Quran was 
supplemented with references from Sunna and standard practices. This was known by thousands 
of scholarly accounts in the Hadith literature of what the Prophet had said and done (Mervyn, 
2007). For Muslims, the principles of Islam are made explicit by the Islamic laws of Shariah.

As defined by (Chaar, 2008), Shariah is “a set of norms, values and rules that aim to ensure that 
people have a life in accordance with the divine will”. Shariah originated from attempts made by early 
Muslims, it covers personal matters, social, political and economic affairs of the state as well as 
matters facing immediate social and political problems. For this, the State’s objective is to design 
a legal system in accordance with the code of conduct recommended by the Quran and the Hadith.

The Fiqh is an inspiration source for Islamic law, bringing together the explanations debated 
after the death of the Prophet Muhammad. The Fiqh is the Muslim law as it has been constructed 
by jurisconsults. Shariah scholars are based on several references and information sources before 
the publication of an official Fatwa. To achieve this, jurisconsults use different processes such as 
analogy (Qiyas), legal preference (Istihsan), general interest (Istislah) and customs and traditions 
(Urf). When the entire specialists’ community recognizes the validity of one of the opinions 
generated through these techniques, it takes the force of law. The consensus process is of vital 
importance since it leads to the opinions unification, named “Ijma”. Indeed, the opinion that 
achieves this status and religious conditions becomes an approved law source (Chaar, 2008). 
Islamic finance, therefore, seeks to comply with the various aspects of Islamic law relating to 
commercial and financial transactions.

Islamic banking activities and financial transactions (Muamalat) are governed by clear guide
lines and limits prescribed by the Quran (Holy Book) and Sunnah (Practices of the Prophet 
Muhammad). Admittedly, the IB is above all a solidary and participative institution with 
a religious reference. The solidarity of facts stems from the offer of products without interest to 
people in difficulty (Khardh Hassan). Furthermore, Shariah supervision controls the presence of 
injustice and the exploitation of opportunism in transactions (Zighaba, 2009). Participation is 
manifested through religious contracts of partnership and human principles built on real invest
ment instruments and practices, unlike some conventional transactions which are based on purely 
theoretical assumptions in the field of management, economics, finance, accounting and govern
ance sometimes demonstrated by researchers and sometimes not.

The Shariah sources constitute in themselves an integrated governance mechanism in the 
modalities of operational functioning of IBs. Islamic finance contracts must not conflict with 
fundamental Shariah principles (Wilson, 2009b; Hasan, 2011). Five principles characterize the IBs’ 
transactions, there is the prohibition of interest (Riba, Usury or Excessive), the prohibition of Gharar 
and proscribed Maysir (Risk, Uncertainty or Speculation), the prohibition of illicit sectors’ financing 
(such as weapons, drugs, alcohol and pork), banking transactions necessarily involve tangible and 
identifiable assets—must be backed by genuine economic operation and the sharing of profits and 
losses between the parties.

In terms of the structure of the governance system, in the Islamic banking sector, this govern
ance mechanism is unique, IBs offer a different paradigm compared to other types of banks 
adhering to an additional control force (Fiqh Al-Muamalat) which guides the validity and relevance 
of its investments and financial operations (Choudhury & Hoque, 2006; Abu–Tapanjeh, 2009; 
Delorenzo, 2007; Safieddine, 2009; Garas & Pierce, 2010; Fahmi, 2012; Gaali, 2015).

2.2. The Shariah Advisory Board determinants
Several standardization bodies have set the minimum requirements for the Shariah advisers’ 
selection and the necessary skills to make their obligations in accordance with Islamic Shariah 
standards such as (A.A.O.I.F.I, 2008) and (I.F.S.B, 2009). Nevertheless, the degree of application 
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and respect of these standards varies internationally depending on several factors, namely the 
extent of adopting prudential regulations in each country and the size as well as the benchmark of 
the Islamic banking sector. According to the Islamic school, the Shariah standards must be 
followed by all Muslim citizens.

Banaga et al. (1994) have enumerated an exhaustive list of the SAB’s responsibilities. They have 
highlighted the different missions requiring the intervention of the committee and defended its 
existence as they are predefined:

•Responding to questions and clarifying inquiries from the wider community be they part of the 
bank or not without exception.

•Carrying out technical studies to ensure the compliance control of transactions applied to 
Shariah standards carried out by the bank and its branches.

•Holding regular meetings to discuss all overruns, prepare advisory programs and deliver advice 
to affected parties.

•Issuing formal legal opinions in accordance with Islamic law and taking into account the 
investigations carried out and the speculations of other Foukaha or all other parties interested in 
Islamic banking activity.

•Censoring and reviewing all negotiations and transactions accomplished by the IB with its 
stakeholders to ensure compliance with Shariah formalities. If it turns out that the transactions 
and contracts made contradict Shariah’s principles, the transactions will be disowned.

•Forwarding, after consultation, requests received from management or others to the BOD 
to express its final opinions on the concerned information. If it is not disapproved, an 
opposing opinion or a different view should be sent by the BOD containing the reasons for 
objections.

•Documenting and recording the minutes of meetings.

•Writing explanatory notes on laws, decisions presented by the bank, arrangements, and 
conventions.

•Preparing draft decrees and contracts in collaboration with the legal advisor of the IB.

•Determining the Zakat rate and directing the resources collected towards investments author
ized by Shariah (Rammal, 2012).

According to Hassan and Sofian (2010), the report disclosed by the SAB should ideally contain 
the following information:

*The name, training of the SAB’s members, their remuneration, and the meetings’ number held 
during the financial year.

*The method of reviewing documents, the defects affected, the products offered, the recom
mendations sent by the customers, and the possible corrective actions to rectify the 
disproportions.

*Certification of compliance with the distribution of profits and losses as well as the distribution 
of Zakat.
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*Certification showing that all products and benefits are legal and comply with Islamic operating 
standards.

Moreover, Nurhastuty & Shaista (2012) pointed out that the operational process of the 
selection of advisors who are members of the SAB depends simultaneously on three explicit 
conditions ensuring their qualities which are integrity, competence and financial reputation:

*Integrity: means the possession of a good reputation, the adoption of moral values, the 
accreditation of ethical principles and the commitment to the respect of Islamic laws and the 
control of the Fiqh Al-Muamalat conformity and other legislation in force to ensure the IB’s 
sustainability.

*Competence: generally encompasses all the achievements and knowledge in accounting and 
finance related to the Islamic banking sector and the accumulation of training and experience in 
the field of “Fikh Al- Muamalat”.

*Financial reputation: stakeholders testify that the name of the designated person should not 
be included in the bad credits’ list or his name mentioned in the list of doubtful customers of 
the same bank in which he will be recruited or in another IB. In addition, the chosen advisor 
must never have been a shareholder of the bank, nor be appointed a member of its audit 
committee or a member of their BOD in previous years.

2.2.1. Shariah Advisory Board size
The SAB is made up of some of advisers varying from bank to bank. All boards must be chaired by 
a qualified director among the members of Chouyoukh. In some countries, the leader cannot 
appoint or fire the SAB members. He can only propose names. In other countries, such as Malaysia 
and the United Arab Emirates, the government is responsible for appointing Shariah advisers. The 
directors must necessarily have more specific religious and scientific qualifications compared to 
other members. However, in hierarchical terms, there is no difference between the members. In 
Indonesia, Islamic banking law provides that IBs should have a SAB whose members are to be 
appointed by the shareholders’ general meeting based on the ICU3 recommendations.

Although there are no limitations and no restrictions on a fixed number of advisers serving on the 
SAB, most of the previous studies published that the preferable number is three, whereas, the A.A.O.I. 
F.I. requires a minimum of three members (Ginena and Hamid 2015). Indeed, the higher the number 
of advisers, the better the supervision quality (Farag et al., ; Quttainah et al., 2013). The A.A.O.I.F. 
I. recommends that some qualified specialists from different professions must sit within the SAB, 
including bankers, economists, and financiers. According to Hasan (2009) and Grassa (2015), in Saudi 
Arabia, Kuwait, Nigeria, Arab Emirates, Bahrain, Syria, Libya, Palestine, Oman, and Jordan, the SAB 
must be composed of three auditors, whereas in Qatar, the SAB must consist of at least two 
members. In other regions, the number of Foukaha in SABs must be in a fixed interval. For example, 
in Iraq, the SAB size must be comprised between three and five auditors, in Indonesia, the SAB size 
must be comprised between two and five auditors, while in Yemen, the SAB size must be comprised 
between three and seven auditors (Ayedh & Echchabi, 2015; Grassa, 2015). However, Saeed (1996) 
revealed that in some Islamic financial institutions in the Middle East, IBs appoint a single religious 
consultant in their SABs. Overall, the total workforce varies from one bank to another depending on 
the region. In Malaysia for example, as it is regulated by Islamic banking law, the SAB members are 
appointed by the shareholders’ general meeting. In contrast, in Pakistan, IBs apply the State Bank’s 
requirements regarding the restrictions on the Shariah advisor appointment. If the bank is purely 
Islamic, the State Bank requires the presence of a SAB, the number of its advisers being defined by 
a specific and detailed circular. However, if the bank is not purely Islamic, it is free to appoint or not 
a SAB .
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2.2.2. Mastery of Shariah principles by the Shariah Advisory Board members
In 2006, the I.F.S.B.4 promulgated that an Islamic financial institution must have an appropriate 
composition facilitating the SAB constitution to ensure compliance with Islamic law. The SAB mem
bers must combine diverse skills, but all must be trained in Shariah principles. The SAB is generally 
composed of a variable number of Foukaha-advisers, jurists, and economists specializing in Shariah 
(Ghayad, 2008; Hendra, 2016). According to the A.A.O.I.F.I (2006c), as internal Shariah auditors, the 
SAB’s members must necessarily be independent, honest, well-reputed, and have pertinent skills to 
satisfy investors’ expectations and to help the bank gain public confidence (A.A.O.I.F.I., 2006a and A. 
A.O.I.F.I, 2006b; Al-Mahmoud, 2007; Hamza, 2013). Shariah advisers play a crucial role in the forcible 
imposition of discipline. Their main functions are to monitor the religious aspects of transactions, 
issue legal opinions known as Fatawi, and provide clarification on Shariah issues. They review all 
contracts, agreements, financial products and activities without exception, watch out for all types of 
Islamic principles violation to ensure that IBs operate in accordance with Shariah regulations, 
authorize the operations, transactions, and products offered by the IB, delegate some tasks that 
they deem possible and not contradictory with the Shariah rules, oversee day-to-day financial 
transactions, legally approve contracts and agreements, provide specific legal advice and answers 
to customers and investors’ requests and to all other interested parties, and plan banks’ future 
transactions (Al-Mahmoud, 2007). Higher SAB independence means that advisers with expertise in 
Shariah and banking areas can reduce credit risk (Ramly & Nordin, 2018).

The appointed scholars have the power to reject all the newly offered products and transactions that 
contradict Islamic law. As predefined by the I.A.I.B.,5 an adviser is recruited within the SAB only if he is 
a specialist in law and Islamic jurisprudence. Such a product that is not approved by the SAB will be 
blocked before market launch. However, the number of Shariah advisers around the world is very limited. 
There are only four countries recognized worldwide as the most advanced in the training of experts in 
the Shariah interpretation which are Saudi Arabia, Malaysia, Pakistan, and Iran. Scholars graduating 
from the above-mentioned countries are globally recognized internationally, generally referred to as 
members of the A.A.O.I.F.I. or in other national bodies regulating and interpreting Shariah. Since the SAB 
performs a religious audit of all receivable accounts (Karim, 1990; Warde, 2000), this assures IBs’ 
stakeholders that managers are working in accordance with the Shariah standards.
2.2.3. Islamic accounting and financial competence of the Shariah Advisory Board members
The study of the importance of Shariah advisers’ financial competence is not sufficiently explored by 
researchers in Islamic accounting, finance, and auditing. The main SAB advisers’ functions are similar 
to those of the internal auditors (Alsartawi, 2019; Garas, 2010). The difference is manifested at the 
practical religious level since the Shariah advisers ensure that all bank accounts are carried out 
(Usmani, 1998). Moreover, religious Shariah supervisors usually receive training that gives them the 
right and capacity for a religious interpretation of the Quran and Hadith. As Islamic banking activities 
are very complicated, in addition to the SAB members’ qualification in religious jurisprudence, Shariah 
advisers should satisfy the expertise condition in Islamic commercial jurisprudence “Fiqh Al-Muamalat” 
(A.A.O.I.F.I, 2004, 2005; Al-Mahmoud, 2007). Since education is an essential tool that helps SAB 
members to conduct their responsibilities more efficiently (Ghayad, 2008), Shariah advisers must also 
have a broad knowledge of Islamic and secular business law, broad experience especially in accounting 
and/or financial practices, banking and close knowledge of Islamic and commercial banking law. 
Moreover, because of its advisory and recommendation role to the BODs and the CEO on all aspects 
related to Fiqh Al-Muamalat (Quttainah et al., 2013; Song & Oosthuizen, 2014; Ginena & Hamid, 2015; 
Meslier et al., 2020) and to ensure compliance of Islamic products with Shariah principles (Meslier et al., 
2020; Quttainah et al., 2013), the SAB should be composed of experts in Islamic jurisprudence who also 
have sufficient knowledge of contemporary finance as well as accounting practices (Grais & Pellegrini, 
2006; Hamza, 2013). Advisers need to review agreements, contracts, products, accounting practices 
and financial activities to ensure their compliance with Shariah rules (Abdul Rahman & Bukair, 2013). 
A well-educated advisor is more professional and is more able to remove uncertainty from operations 
and records (Grace et al., 1995; Hambrick & Mason, 1984). The members’ education qualification and 
specialty increase the disclosure of accounting and governance information (Farook et al., 2011).
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Usually, the SAB members are composed of Foukaha specialists in Islamic law, but only some 
scholars have banking, accounting, financial, and economic expertise (Abdullah et al., 2015). Most 
of them are not very educated in secular sciences, do not have the necessary competence nor the 
sufficient level in accounting, finance and audit and have a lack of experience in IBs. This affects 
their ability to execute well-informed decisions (Bakar, 2002; Ginena & Hamid, 2015). For this 
reason, advisers must acquire further training in business aspects to be able to understand 
business activities and perform the necessary control. The SAB certifies at the end of the year 
whether the monetary transactions, contracts and exchanges carried out by IBs were Shariah- 
compliant (Warde, 1998) and finally establishes the necessary sanctions or recommendations. 
Indeed, the SAB closes each accounting year by applying corrective actions and necessary prac
tices intended to improve the disciplinary power of the Shariah governance.

Since the SAB’s authorities are very close to those of external audit and the difference is only in 
the reference application guide, the SAB is responsible for evaluating circulars, operational and 
financial reports and the chosen policies (Karim, 2001). The ideal SAB composition consists of 
members who have received various training (e.g., Islamic law, jurisprudence, accounting, banking 
finance, the world economy, the economic system (Common Law and Civil Law)). The A.A.O.I.F. 
I. defined the SAB as an independent governance mechanism, specialized in the IBs supervision 
following Shariah law and composed of jurists specializing in Fiqh Al-Muamalat who have the 
necessary expertise to supervise the IBs’ financial reports (A.A.O.I.F.I, 2005; Al-Mahmoud, 2007). 
They are responsible for directing, reviewing and supervising IBs to ensure that their activities 
comply with Shariah rules. According to the A.A.O.I.F.I (2005), the SAB should contain no less than 
three members, at least one of whom should have sufficient knowledge of Islamic finance.

2.2.4. Number of meetings held by the Shariah Advisory Board
The SAB members can meet with the IB’s management team several times a year, a few times a year, 
or rarely; and more precisely, frequently or not on a periodic or an irregular basis. Meetings are 
sometimes held on a biannual basis, but they can also be quarterly, monthly, or irregular. The purpose 
of condensing meetings is to comprehensively review all transactions and recommendations received 
to approve those that correspond to Shariah standards as they reflect high transparency. Otherwise, 
advisers are responsible for removing false transactions and recording particular problems.

In contrast, Shariah advisers do not have a standard professional code that unifies the meetings 
policy nor a uniform standard that organizes the Shariah interpretation. This leaves free space for 
interpretation between Foukaha and managers (Karim, 1990). Opening up the field of diligence can 
subsequently become a source of conflict of interest for SAB members due to the making of 
arbitrary, personal and unreviewed decisions. However, this margin of freedom will easily lead 
either to the emergence of different or contradictory opinions between the Shariah advisers and 
the other committees’ administrators or to the propagation of opportunistic behavior between 
other parties. In this case, the maximization of the number of meetings is considered as a solution 
in front of all the Shariah exceedances. In Malaysia for example, the SABs meet every two months, 
but that does not prevent some IBs from going beyond this custom. In Indonesia, the IBs require 
SABs to hold at least one monthly meeting and submit periodic supervision reports to the 
Indonesian Bank (Nurhastuty & Shaista, 2012; Darmadi, 2013b).

3. Hypotheses development
Although Shariah advisers have an important role in approving and monitoring financial transac
tions, in the following we have developed a detailed explanation illustrating the effect of the SAB’s 
characteristics and the advisers’ selection method on the IBs’ FP. Thus, some determinants 
associated with the SAB’s characteristics can affect its effectiveness and weaken the quality of 
its role, namely the number of SAB members, Shariah expertise, secular educational qualifications 
(Garas & Pierce, 2010; Grais & Pellegrini, 2006) and the number of meetings carried out by its 
members (Darmadi, 2013b; Karim, 1990).
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3.1. Impact of the Shariah Advisory Board size on the Islamic Banks’ financial performance
Few studies have examined the impact of SAB size on the IBs’ FP (Farook et al., 2011; Ghayad, 
2008; Matoussi & Grassa, 2012; Mollah & Zaman, 2015; Nomran & Haron, 2020; Winarsih & 
Robiyanto, 2020; Zoair, 1996). They argue that size is a determinant of the SAB quality, it is likely 
to affect its ability to monitor and review all IBs’ transactions to ensure their compliance with 
Shariah rules, and it has a significant impact on the IBs’ profitability. In practice, IBs adopt different 
SAB size based on their specific regulations, thus there is no optimal SAB size that fits all (Nomran 
& Haron, 2020). Some research has highlighted that a small SAB better enhances IBs’ FP compared 
to large SABs (Almutairi & Quttainah, 2017; Farag et al., 2018; Mukhibad & Anisykurlillah, 2020; 
Nomran et al., 2018; Rahayu et al., 2019).

A large SAB leads to better Shariah compliance and provides more skills and diverse experiences 
(Sulub et al., 2020). Referring to the A.A.O.I.F.I., maximizing the number of advisers allows mon
itoring IBs’ consistency with Shariah standards because quality control requires a large number of 
advisers to perform all these functions and ensure more compliance (A.A.O.I.F.I, 2004; O.C.A.I.F.I., 
2010d; Sulub et al., 2020). An increase in the number of Shariah advisers promotes oversight 
capacity that can raise the accounting and financial information disclosure. Consequently, this 
creates a synergy between members pooling their ideas and opinions to obtain better applications 
of Islamic law and notably improve the financial reports’ transparency rating (Hameed, 2009). 
A large SAB encourages the governance disclosure extent and the compliance degree with Shariah 
rules (Maali et al., 2006) in order to maintain the interests of all stakeholders (Islam & Deegan, 
2008). Nevertheless, a small SAB may expose the IB to the risks of Gharar, inattention, and the lack 
of transparency due to incompetence. Then, the situation develops and it could transform into an 
information asymmetry between the SAB, as a delegate of compliance with the Fiqh principles, and 
the other stakeholders operating in Islamic banking.

According to Chen and Jaggi (2000), Farook et al. (2011), and Farag et al. (), a large SAB can 
reduce uncertainty, information asymmetry, and agency cost. Zoair (1996) found that if the SAB is 
composed of ten members, the control quality improves. Such an evolution acts directly on the 
transactions’ quality and banking operations. This policy develops the service quality, meets 
customers’ expectations and needs and meets the attributes of management consultation and 
supervision as it is provided for by Shariah standards. Also, Wan et al. (2010) studied the effect of 
the SAB on the IBs’ voluntary governance disclosure. They found that the SAB size positively 
affected the extent of voluntary governance disclosure. A large SAB would distribute tasks 
among members. Each member focuses on the transparency of their functions in the governance 
report. Therefore, a lack of transparency in this regard generates agency relationships between IBs 
and their stakeholders, exposing the bank to Gharar risk.

In the same framework, Abu–Me’mer (1994) concluded that the presence of a high and optimal 
number of advisers promotes the respect of Shariah standards and improves the compliance 
degree with its provisions. He also revealed that the number of SAB advisers meets the needs of 
the financial institution, and this affected positively the members’ performance, whose needs the 
bank is required to meet. Therefore, Abu–Me’mer (1994), Mollah and Zaman (2015), Hamza (2016), 
and Nomran et al. (2017) stated that the SAB size favors the overall IBs’ FP and increase all their 
measures. Furthermore, Rini (2014) studied the impact of SAB’s determinant on the quality of IBs’ 
financial statements in Indonesia. They concluded that the SAB size is expected to improve the 
earnings’ quality, especially, in the determination of profit.

Based on the literature review, we estimated that the larger the SAB, the more skills it would 
include. The first hypothesis we have adopted is put as follows: 

Hypothesis 1: Ceteris paribus, the SAB size has a positive effect on the IBs’ FP.
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3.2. Impact of the Mastery of Shariah principles by the Shariah Advisory Board members on the 
Islamic Banks’ Financial Performance

According to agency theory, the SABs’ Foukaha’s have some technical implications on their 
opinions’ independence. Normally, these auditors should verify that the institutions ’transactions 
are Shariah-compliant and that their financial products are” Halal”. However, the advisers may 
formulate a religious opinion outside the Quran and the Hadith. Despite the uniformity of the 
Shariah opinion process, the differences between advisers’ opinions on provisions and applications 
are due to the religious text interpretation (Karim, 1990). The hypotheses neutralization of beha
vioral effects and transactions transparency will automatically be rejected. In the SAB, the number 
of Shariah advisers can have a direct impact on the customers’ confidence. Therefore, it must be 
proven that Foukaha members are honest and free from conflicts of interest. Moreover, the bank 
must prove that the advisers have necessarily undergone certified scientific training. Their opinions 
are not questionable, they are well demonstrated and reflect the respect of the religion to improve 
the public’s confidence in the offered products and services. At this point, Farook et al. (2011) 
revealed that the existence of a high-profile SAB increases the supervision quality and improves 
the disclosure level. SABs’ advisers must be qualified with many experiences enabling them to 
ensure Shariah compliance and provide a more in-depth review of annual reports.

According to Meslier et al. (2020), it is possible to establish a Shariah department in the IBs with 
the purpose to assist the SAB in conducting their duties. This department may has an interesting 
impact to be considered. First, the Shariah department could positively support the conduct of the 
all-important bulk of PLS activities, including equity financings and investments, as the department 
works directly with SAB. In this way, the implementation of the SAB financial decisions on the 
investments, transactions, or equity transfers will also be more efficient. Second, since advisers of 
the Shariah department are hired by IBs like other employees, their independence to provide 
effective Shariah assistance requires a great deal of professionalism in order not to be questioned. 
On the other hand, Chariri (2019) found that SAB had a positive influence on IBs in terms of return 
on assets and capital adequacy ratio. He indicated that the main feature of SAB in IBs is to assist in 
the operational compliance of banks with Shariah principles, advise the BODs, establish rules and 
principles regarding Islamic banking products, monitor policies and compliance systems and to 
ensure that banks are organized in accordance with Shariah principles and issue rulings (Fatawi) 
with the aim of creating confidence among IB customers.

The Islamic finance industry has experienced several other challenges such as the shortage of 
qualified Shariah advisers and financial transactions inconsistent with Shariah standards. Appropriate 
qualifications in the Shariah field are required to monitor the Islamic practices that resulted in the 
introduction of new Islamic financial derivative products (Hamza, 2016; Ramly & Nordin, 2018). But 
they are criticized either because these products practice the interest or because they exceed the 
Shariah rules. Moreover, the lack of such specialists in the market reduces their independence. To 
guarantee their independence towards other stakeholders, these lawyers should assume their 
responsibilities as outside directors. In fact, they receive neither actual remuneration, internal moti
vation, nor a fixed salary. Based on the interpretation method, Shariah scholars make their decisions: 
if the Quran text contains an explicit answer to the problem, the SAB automatically makes a decision. 
If the basic text is not precise and is open to interpretation, the SAB members will adopt their opinion. 
If there is no indication in the Quran, the SAB resorts to the members’ conscience in the area of “Fiqh 
Al-Ijtihed”. In this case, advisers are guided by their moral beliefs and obligations to peers while 
respecting the Shariah requirements (Karim, 1990).

Furthermore, Ullah and Khanam (2018) declared that the IBs’ transactions inconsistency with the 
Shariah rules is the most important factor that may affect the banks’ FP. In this case, the good 
selection of SAB members is very important to maximize their FP (Almutairi & Quttainah, 2017; Farook 
et al., 2011; Hamza, 2016; Nomran et al., 2017). IBs need legal professionals specializing in Islamic 
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commercial law to bring Islamic rules and principles to modern business. The SAB financial expertise 
could influence the accounting quality and financial information transparency. Therefore, SAB mem
bers who are credible, competent, socially reputable, qualified, financially literate and with practical 
experience are more effective than members who do not have these characteristics. According to 
H. Ahmed (2014), failure to respect Shariah principles can have a negative impact on the IBs’ income 
and profitability in the short and long terms. In the short term, any income from fraudulent transac
tions is excluded from the bank’s total income. In the long run, the dilution of Shariah law can 
negatively affect stakeholder confidence in the credibility of IBs’ financial practices.

Based on our focused interest, SAB members with Shariah knowledge are expected to reflect 
the improvement of IBs’ FP. Here is the hypothesis we have adopted.. 

Hypothesis 2: Ceteris paribus, the degree of knowledge of Shariah and mastery of the Fiqh rules by 
the SAB members has a positive effect on the IBs’ FP. 

3.3. Impact of the Islamic accounting and financial competence of the Shariah Advisory Board 
members on the Islamic Banks’ Financial Performance 

In the agency theory framework, the SAB members in accounting and financial qualification can 
reduce earnings management compared with the analysis of the normal situation (Faradila & 
Cahyati, 2013) and are more able to reduce credit risk (Ramly & Nordin, 2018). In addition, the 
advisers’ expertise in the areas of accounting, finance, economics and banking improves advisers’ 
yield and performance that unfolds through the transparency and disclosure on the governance 
quality. Indeed, the annual reports promote accounting and financial information efficiency and 
encourage also communication with managers. Nevertheless, the lack of sufficient expertise 
among advisers in Islamic finance and accounting excites complexities of resource management, 
causes ambiguity in understanding financial transactions, creates interpretation problems in 
accounting information, and poses difficulties in managing seized transactions and exposed pro
ducts. The non-observance of Fiqh Al-Muamalat principles in Islamic financial institutions is a concern 
that can lead to opportunistic behavior between the Foukaha – who specialize only in religious 
Shariah but are not qualified in accounting – and the other administrators of other governance 
mechanisms. Agency relationships can also arise between Shariah advisers and IBs’ managers. 
Therefore, it delays the operation process and slows down the delivery of services to customers, 
leading to several disagreements between the Shariah advisers and the leadership team. Lack of 
necessary scientific knowledge can lead to potential disagreement when launching a new product in 
the market as its approval requires authorization from Shariah supervisors. Any type of upheaval, any 
such deviation, retraction, or reduction in its duties drops the advisers’ independence and limits their 
ability to make objective judgments. This articulation directs decisions when interpreting accounting 
data, developing a new product, or announcing Fatawi, which can negatively affect the IBs’ FP. As the 
information asymmetry explicitly feeds the advisers’ independence and affects the advisers’ wages 
from IBs, there appears to be a conflict of interest. Theoretically, if the SAB refuses a product or 
service, the IB’s supervisors should remove it from its wallet in time.

In the presence of relational and behavioral nodes, Shariah experts must be highly aware, 
qualified in terms of intellectual training and experienced in Islamic banking and related financial 
sectors such as credit institutions, leasing companies and insurance corporations (Grassa, 2015; 
Hakimi et al., 2018; Hamza, 2016). Furthermore, the SAB members should ensure that all Islamic 
banking stakeholders (shareholders, management, employees, suppliers, depositors and commu
nity) give full confidence to the financial report (Haniffa & Hudaib, 2007). The SAB members must 
also have a good reputation which allows them to give depositors a better picture of the IB’s 
credibility (Safiullah & Shamsuddin, 2018). Even more, this course is worthy of personal trust for 
stakeholders and facilitates the Fiqh rules’ interpretation before giving Fatwa on financial transac
tions. This improves the supervision quality, especially in cases of compliance of the stakeholders’ 
tasks with Islamic accounting and auditing standards.
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In the same interest, the Fatwa proclamation requires good Islamic finance experts. The 
advisers’ competence includes possession of a broad and exhaustive knowledge of previous and 
modern financial transactions. Also, the advisers should know about the invention of innovative 
products and their launch in the Islamic banking market. The hiring of members with Islamic 
accounting and/or financial expertise in the SAB develops more robustness in the understanding of 
banking operations and gives more rigor to the decisions taken and the issued Fatawi. In this 
sense, Naser and Pendlebury (1997) indicated that the advisers’ selection based on Fiqh Al- 
Muamalat knowledge is associated with accounting and/or financial knowledge which allows 
promoting their independence when making decisions, issuing Fatawi and estimating the transac
tions’ conformity between different parties.

Elgadi (2016) showed that the designation of doctoral degree holders in governance positions 
improves leadership understanding and decision-making techniques. Consequently, the proper 
training of IBs’ Shariah advisers helps to maintain all stakeholders’ rights and ensure the banks’ 
functioning. It is very important to hire people with full training characterized by specific Shariah 
expertise and mastery of accounting and finance techniques (Al–Omar & Iqbal, 2000). Therefore, 
the SAB is a necessary governance tool to ensure the IBs’ profitability in the short term and is 
essential to their long-term growth. However, neglect of Shariah principles can cause potential loss 
of investment income due to contract withdrawals and contract cancellations. This depreciation 
can affect the IB’s asset values thus leading to lower profits (Hamza, 2013).

Abdullah et al. (2013) found that only 5/23 SAB verified the allocation of profit/loss share and the 
Zakat calculation validity. They explained this result by the insufficiency of the advisers’ accounting 
and financial competence. Then, this lack of accounting and finance expertise qualifications may 
influence earnings because IBs are granted discretionary loan loss provisions which will affect their 
profit (Othman & Mersni, 2014). According to McDaniel et al. (2002), a SAB should be composed of 
financial experts likely to improve the financial information quality. After all, qualified scholars who 
have more financial and accounting knowledge and who have more experience are more efficient 
compared to scholars without skills (Abdul Rahman & Bukair, 2013), since they can influence 
positively the IBs’ FP (Grassa, 2016; Matoussi & Grassa, 2012).

Based on the theoretical underpinnings of this variable, the SAB’s expertise is expected to 
improve the banks’ FP. 

Hypothesis 3: Ceteris paribus, the accounting and financial competence of the SAB members has 
a positive effect on the IBs’ FP. 

3.4. Impact of the Number of meetings held by the Shariah Advisory Board on the Islamic 
Banks’ Financial Performance

There are limited previous studies conducted to analyze the association between the number 
of meetings held by the SAB and FP (Aljughaiman & Salama, 2019; Alsartawi, 2019; Baklouti, 
2020; Hendra, 2016). In their meetings, the SAB role is not limited to the simple control of 
religious transactions, products and services. Indeed, its main function also encompasses the 
continuous assessment of each transaction, reviewing all decisions of the BOD, the audit 
committee and the CEO, as well as approving all policies to ensure their compliance with the 
Shariah standards and the ethics code. In each meeting, SAB members are also required to 
audit financial records and take appropriate action at the agreed time. If the audit reveals non- 
Shariah-compliant business transactions, they will always prioritize the protection of profit
ability, liquidity, solvency and efficiency. SABs also focus on unprofitable, illiquid, non-solvent 
and inefficient transactions, as well as trends in decisions already made. In this case, they are 
responsible for correcting weaknesses, finding alternative financial transactions, and offering 
possible religious suggestions. In the SAB meetings, Shariah advisers should clarify any 
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ambiguities and answer all stakeholders’ questions. In the event of Shariah violation and 
divergence, they are required to take appropriate corrective measures (Banaga et al., 1994).

Due to the SAB’s wide range of responsibilities, commitments and burdens toward other 
stakeholders (central bank, investors, CEO, officers, directors, employees), advisers are required to 
meet daily in order to avoid all types of conflicts and continuously serve the requested verification 
of IBs’ transactions. According to Shittu et al. (2016), the more frequent the SABs meetings, the 
quicker they discuss solutions to problems that suddenly come to the IBs. The intensive growth in 
the number of meetings held by the SAB means more supervision and stimulation of the IBs’ FP. 
Therefore, this will lead to better and more efficient decision-making. Similarly, Baklouti (2020) 
studied the effect of the SAB characteristics on the IBs’ FP in the Middle East and North Africa. She 
showed that the number of SAB meetings improves banks’ FP. Moreover, Fitriana et al. (2019) 
examined the effect of SAB meetings on the IBs’ FP in Indonesia between 2012 and 2017. They 
revealed that the number of SAB supervision days has a positive effect on the FP of Indonesian IBs. 

Hypothesis 4: Ceteris paribus, the number of meetings held by the SAB has a positive effect on the 
IBs’ FP.

4. Research methodology
This part articulates the study design and highlights the best statistical method that helps us 
to analyze the results according to the adopted methodology. Therefore, the main objective is 
to follow the supported methodology to answer the desired gap. The methodology applied in 
our study is an exploratory process by resorting to cylindrical panels. In the first step, we 
started by clarifying the datum sources. Second, we cited the variables’ characteristics. Then, 
we exposed our models. After that, we specified the variables’ effects. Finally, we interpreted 
the results.

4.1. Sample selection
The data collection process was guided by a desire to establish a relevant data selection process. 
We excluded missing observations from the start. The datum sources of the IBs’ SAB were mainly 
collected from the annual reports published on their websites, the IBs’ FP observations come from 
the DATASTREAM database, while observations relating to the control variables was obtained from 
the annual reports and from the world bank. The datum concerned 180 IBs over the period 2010– 
2019. In total, we worked on 1800 observations. The banks considered in our work are located in 5 
continents and are issued from 56 countries.6 There are many reasons for choosing this period. 
First, we cite the stability of the national economic context between 2010 and 2019 and therefore 
the financial stability of IBs during the same period. Secondly, we cite the financial resistance of 
IBs against the consequences of the Subprime crisis due to the loneliness of their governance 
system based on the presence and the qualification of SAB as an additional governance mechan
ism compared to other types of banks.

4.2. The parameters to be explained
In this subsection, referring to the literature review, the dependent, the independent, and the 
control variables are described in Table 1.

4.3. Predictive model
In this subsection, we have presented our models which will allow us to summarize the correlation 
between FP measures and SAB’s determinants. In what follows, we have exposed the complete 
models including also the control variables’ list.

Model 1: Relation between IBs’ liquidity and SAB quality: 
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Lit ¼ β0þ β1LnTCOMCHitþ β2MAITCHit þ β3COMPMEMCHit þ β4LnREUCOMCHitþ β5INFitþ

β6AGitþ β7TYit þ β8TAit þ εit
(1) 

Model 2: Relation between IBs’ profitability and SAB quality: 

LnPit ¼ β0þ β1LnTCOMCHitþ β2MAITCHit þ β3COMPMEMCHit þ β4LnREUCOMCHitþ β5INFitþ

β6AGitþ β7TYit þ β8TAit þ εit
(2) 

Model 3: Relation between IBs’ solvency and SAB quality: 

LnSit ¼ β0þ β1LnTCOMCHitþ β2MAITCHit þ β3COMPMEMCHit þ β4LnREUCOMCHitþ β5INFitþ

β6AGitþ β7TYit þ β8TAit þ εit
(3) 

Model 4: Relation between IBs’ efficiency and SAB quality: 

Eit ¼ β0þ β1LnTCOMCHitþ β2MAITCHit þ β3COMPMEMCHit þ β4LnREUCOMCHitþ β5INFitþ

β6AGitþ β7TYit þ β8TAit þ εit
(4)  

4.4. Descriptive statistics
Although the statistical results allow clarifying the complicated econometric calculations before 
studying the impacts of SABs on IBs’ FP, we begin our analysis by making an interpretation of 
descriptive statistics of the different variables. Table 2 summarizes the statistics of dependent, 
independent and control variables related to our sample.

According to the results gathered in Table 2, for FP measures we have noticed that IBs are 
profitable (2.275) but with a high deviation of (0.94). By analogy, IBs revealed a positive and light 
efficiency of (0.49), with a variance equal to (0.63) which varies between a minimum of (−3.93) and 
a maximum of (4.77). Besides, on average, the IBs generated liquidity of (1.42), notwithstanding, their 
observed variance liquidity is very dynamic (0.88). Moreover, The IBs are insolvent at the mean of 
(0.49) with a standard deviation of (0.63). The same Table also shows the average aspects of the SAB 
determinants. First, the average SAB size is measured by the number of advisers on the SAB. 
Descriptive statistics have revealed that the average number of SAB members in IBs varies between 
(1) and (22) with a variance of (11.5). We also found that in IBs, the appointment variance of the 
mastery of Shariah principles by the SAB members measured by the number of Chouyoukh specialists 
in Fekh sitting on the SAB equal to (9.5) with a standard deviation of (0.53). Then, we saw that the 
scientific competence of SAB members measured by the number of specialists in Islamic accounting 
and/or finance serving on the SAB had a mean around (8) with an oscillation rate equal to (0.94). 
Finally, we emphasized that the number of meetings measured by the logarithm of the annual 
meetings held by the SAB is equal to (21.5) times, with a variance of (0.72). Table 2 also includes 
all the control variables’ descriptive statistics. Beginning with the bank type, on average, among the 
three types of IBs highlighted (commercial, investment or universal), (2) IBs have monitored their FP 
regardless of the bank type, with a variance of (0.27), while the inflation showed that at a rate of 
(4.81), inflation can influence banking performance with a high variation of (0.93). Indeed, the 
analysis revealed that the average age of (21) can have an impact on the IBs’ FP. Moreover, the 
average bank size measured by the natural logarithm of total assets is equal in IBs to (2.285) and 
varies with a standard deviation of (0.66).
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4.5. Effects specification
Although the choice of the right method depends on the variables’ type and quality as well as the 
correlation between them, we performed the necessary tests. In our case, as shown in Table 3, at 
the first step, it is possible to make estimations by considering the generated effects between the 
variables using the fixed and random effects method.

In the second step, according to Table 4, we tested the presence of endogeneity. Our results 
showed the absence of this constraint in all models.

Indeed, in the last step, as it appeared in Tables 5, 6, 7, and 8, we tested the presence of the 
multicollinearity, heteroscedasticity, and autocorrelation biases. As shown in the results, we found 
the absence of these econometric problems between the standard errors in all models.

4.6. Interpretation of the observed effects
Before deciding on the effects produced by the SAB quality, we need to identify the individual 
impacts generated by each SAB determinant in relation to the set of FP measures across multiple 
linear models. The SAB’s impacts on the IBs’ FP can be insignificant, positive or negative depending 
on the financial environment and the impact of other stakeholders on our incentive variables. So 
far, we have verified the significance of the explanatory impacts on the SAB quality in each model.

4.6.1. Effects of Shariah Advisory Board’s quality on the Islamic banks’ liquidity
Returning to Table 9, the estimated model relating to liquidity gave a dominant positive and 
significant impact at the 1% threshold resulting from several SAB determinants, such as 
LnTCOMCH, LnMAITCH and LnREUCOMCH. Exceptionally, LnCOMPMEMCH adversely affected the IBs’ 
liquidity significantly at the 5% threshold as well. The control variables, and more precisely LnINF and 
TY, generated destructive and significant effects on liquidity at the respective thresholds of 1% and 
5%, while the provided coefficients proved that LnAG and LnTA positively forced the IBs’ liquidity at 

Table 3. Hausman Test of each model
Model type χ 2 Prob> χ 2 Type d’effet

L Model 11.72 0.5164 >10% Random effect model

LnP Model 13.85 0.2639 >10% Random effect model

LnS Model 25.04 0.0007 <1% Fixed effect model

E Model 23.30 0.0015 <1% Fixed effect model

Table 4. Arellano-Bond endogeneity Tests per model
Model type Number of 

observations
Endogeneity Test Decision

A.B.-Value p-Value

L Model 1800 0.7092 0.4611 There is no 
endogeneity bias

LnP Model 1800 3.8214 0.2596 There is no 
endogeneity bias

LnS Model 1800 1.6627 0.3473 There is no 
endogeneity bias

E Model 1800 −4.951 0.8162 There is no 
endogeneity bias

Based on the Arellano-Bond tests, we accepted the null hypothesis of no first-order autocorrelation for all 
our models.
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the 1% threshold. This illustration convinced us to validate hypotheses n°1, n°2, and n°4. However, 
contrary to what is anticipated, we rejected the third hypothesis.

4.6.2. Effects of Shariah Advisory Board’s quality on the Islamic banks’ profitability
Based on the results of Table 10, we concluded that two determinants recorded negative impacts on 
the IBs’ profitability which are LnCOMPMEMCH and LnREUCOMCH. The effects of these variables are 
significant at the thresholds of 5% and 1%. Nevertheless, LnTCOMCH and LnMAITCH showed positive 
and significant effects on the IBs’ profitability at the same thresholds. Also, the control variables 
coefficients corresponding to the IBs’ profitability show that only the effects of some variables are 
positive and significant on profitability such as LnAG and TY at the thresholds of 1% and 10%. 
However, LnINF and LnTA negatively affected the IBs’ profitability at the respective significance 
thresholds of 5% and 1%. As expected, we confirmed hypotheses n°1 and n°2. Nevertheless, we 
have ignored the assumptions n°3 and n°4.

4.6.3. Effects of Shariah Advisory Board’s quality on the Islamic banks’ solvency
Based on Table 11, through the estimation of the solvency model, on the other hand, we found that three 
SAB determinants improved the IBs’ solvency. The impacts of LnTCOMCH and LnREUCOMCH are sig
nificant with a threshold of 5%, but the impact of LnMAITCH is significant with a 1% threshold. On the 
other hand, LnCOMPMEMCH generated a negative and significant impact on solvency at the 10% 
threshold. Regarding the control variables, LnTA contributes significantly to the solvency power protec
tion at the 1% threshold. Symmetrically, the other control variables reported prodigious negative effects, 
most notably, we cite, LnINF, LnAG, and TY. Notwithstanding the indicated impacts, we approved the 
part of the negative effects relative to LnINF and LnAG at the respective thresholds of 10% and 1%. 
Therefore, hypotheses n°1, n°2, and n°4 were confirmed. Otherwise, we rejected hypothesis n°3.

4.6.4. Effects of Shariah Advisory Board’s quality on the Islamic banks’ efficiency
Likewise, according to Table 12, the IBs’ efficiency received various effects from SAB’s determinants. 
We noticed that the impacts of LnTCOMCH, LnMAITCH, and LnREUCOMCH positively influenced the 
IBs’ efficiency. Among these variables, no determinant showed a really significant and remarkable 
effect while LnCOMPMEMCH negatively influenced it at the 10% threshold. On the contrary, we 
mentioned that the trend of the effects relating to the control variables led to an improvement of 
the IBs’ efficiency. Among these variables, LnAG and LnTA are significant at the 1% threshold, while 
the LnINF impact is significant at the 5% threshold. However, the TY effect revealed that this variable 

Table 5. Variation Inflation Factor (VIF) Tests for the multicollinearity per model
Variable/Model L VIF LnP VIF LnS VIF E VIF

LnTCOMCH 2.86 2.46 1.35 2.94

LnMAITCH 2.15 2.85 1.84 2.60

LnCOMPMEMCH 1.42 1.72 2.66 1.46

LnREUCOMCH 1.29 1.15 2.14 1.53

LnINF 1.14 1.17 1.97 1.12

LnAG 1.03 1.34 2.61 1.37

TY 1.79 1.14 1.24 1.15

LnTA 1.46 1.58 1.08 1.39

Mean VIF 1.64 1.67 1.86 1.69

The analysis of VIF tests of all models revealed that there is no value exceeding the 5 threshold. The maximal 
recorded VIF average for the solvency model is equal to (1.86). In the L model, the highest recorded VIF is equal 
(2.86) for the.LnTCOMCH. In the LnP model, we have found that the highest VIF is recorded by LnMAITCH (2.85). 
In the LnS model, we found that the highest VIF was reported by LnCOMPMEMCH (2.66). While for the E model, 
the highest VIF is equal (2.94) (LnTCOMCH).
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negatively influenced banking efficiency, but it is insignificant. Therefore, we rejected all our 
assumptions.

4.7. Discussion of the impacts of the Shariah Advisory Board on the Islamic banks’ financial 
performance
The separate impacts analysis did not give conclusive answers that either refute or confirm our 
hypotheses. Moreover, not all of the SAB’s determinants revealed significant and similar effects on the 
FP measures. Therefore, we switched to another method of analysis. The need for an answer led us to 
establish an in-depth reconciliation between the effects of each SAB’s determinant on all FP 
measures.

4.7.1. Shariah Advisory Board size
Referring to Table 13, our results against the previous literature confirmed the basic hypotheses. The 
SAB size revealed a positive combined effect on the IBs’ FP (Ausat, 2018; Rahayu et al., 2019). The 
number of Shariah advisers positively impacted customers’ opinions and the outcome of the IBs’ 
assessment. Besides, the SAB size gives a good reputation to the IBs’ users. The number of qualified 
SAB advisers is one of the determining criteria for the bank’s reputation, in the sense that the larger 
the SAB size, the more customers’ attention it attracts and the better it satisfies their needs and 
expectations. Despite the variation in the number of Shariah advisers from one IB in the sample to 
another, the first finding dealt with the designation of a maximum number of Shariah Foukaha and 

Table 9. Random Effect Results of the SAB’s impacts on the IBs’ liquidity
Lit Coefficient Std. Err. Z P>|z| [95% Conf. Interval]

LnTCOMCH 0 .3544939 0.0931786 0.58 0.007*** 0.1281327 0.2371205

LnMAITCH 0.2798778 0.0776623 0.77 0.000*** 0.2120931 0.0923376

LnCOMPMEMCH −0.0635027 0.0532571 −0.25 0.012** −0.1178846 −0.0908793

LnREUCOMCH 0.1834428 0.0339297 0.10 0.009*** 0.0630583 0.0699438

LnINF −0.0400161 0.0206578 −0.97 0.033** −0.0605046 −0.0204725

LnAG 0.083148 0.0237861 0.13 0.000*** 0.0434718 0.0497678

TY −0.035508 0.0364522 −0.97 0.016** −0.1069529 −0.035937

LnTA 0.3270832 0.0950085 3.44 0.001*** 0.1408699 0.5132965

Constant −0.0655216 0.2133602 −0.31 0.759 −0.4837 0.3526568

Table 10. Random effect Results of the SAB’s impacts on the IBs’ profitability
LnPit Coefficient Std. Err. Z P>|z| [95% Conf. Interval]

LnTCOMCH 1.405375 0.4510463 3.12 0.002*** 0.5213406 2.28941

LnMAITCH 1.304607 0.3873213 3.37 0.016** 2.063743 0.5454716

LnCOMPMEMCH −0.4625773 0.2486884 −0.25 0.011** −0.5499975 0.424843

LnREUCOMCH −0.1592187 0.1692598 −0.94 0.000*** −0.4909618 0.1725245

LnINF −0.2708516 0.1107027 −2.45 0.014** −0.4878248 −0.0538783

LnAG 0.4027589 0.129704 3.11 0.002*** 0.1485436 0.6569741

TY 0.1887143 0.1389674 0.78 0.064* 0.1636568 0.3810854

LnTA −0.2373851 0.445224 −0.08 0.003*** −0.9100082 −0.8352379

Constant 1.798464 1.042917 1.72 0.085 −0.2456164 3.842545
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Islamic Fiqh Al-Muamalat. Maximizing well-trained advisers improves the IBs’ credibility, increases 
the SAB yield, and increases the SAB control quality in the eyes of their customers. Hence, these 
conditions lead to an improvement in their FP. In general, Shariah-related decision making is based 
on the consensus of several numbers of Shariah scholars rather than on the interpretation of a single 
adviser. Having a SAB with more scholars sends positive waves to customers, which means there is 
more transparency before decisions are made. In addition, large SABs are more capable of analyzing 
files and preparing more in-depth discussions of the conformity of such a product or project com
pared to Shariah standards. Although there are some newly created IBs in our sample, all the 
selected banks are large. However, their SABs size varies between one single advisor and 21 
Shariah advisers. Despite the outliers and variability in the number of advisers between different 
SABs, generally, most of the large IBs managed to appoint a respectable number of experienced and 
well-known advisers in the Islamic banking market. By insisting on extreme sizes, the use of the best 
trained Shariah advisers ensures the IBs’ reputation. Usually, a high number of advisers increases 
committee transparency and in particular the accounting information disclosure (Abdul Rahman & 
Bukair, 2013; Musibah & Alfattani, 2014; Winarsih & Robiyanto, 2020). Also, a SAB with a high 
membership exposes more cases to discuss and better verifies the degree of Islamic law application. 
This allows them to attract new customers, increase their deposits, and relatively improve their FP. In 
addition, applicable Islamic laws aim to protect the interests of investors. Compliance with regula
tions by institutions is essential to the efficiency and integrity of financial markets and to the structure 
of governance because all contributors of capital bear the gains and the risks of losses in proportion 
to their contributions (Sabri, 2014). Consequently, the processing of Islamic financing files highlights 
several intermediaries whose control requires a very large number of Shariah advisers. Furthermore, 
Islamic finance is ethical finance. Due to the abundance of activities and products prohibited by 
Shariah, no financing operation can be authorized when they suspend the list of illicit activities/ 
products. The Islamic financial system prohibits the marketing, exchange, development, and invest
ment in the production sectors of the following materials: Alcohol, Drugs, Tobacco and related 
products, Pork meat and its derivatives, Entertainment (Hotels, Casinos, Cinemas, Gambling, Music), 
Weapons and Defense, Traditional Financial Activities and Biotechnology (Human and Animal Genetic 
Engineering) and gold trading on a deferred basis. Furthermore, Islam prohibits all deferred 
exchanges of the same value/nature, gold for gold, silver for silver or currency for currency with the 
aim of promoting the well-being of people and generations to come. through the protection of their 
faith, their lives, their minds, their prosperity and their wealth. The verification of the conformity of all 
these exclusions undoubtedly requires a very large number of Shariah advisers. Even more, In Islamic 
finance, banking transactions are based only on tangible and identifiable assets for the maintenance 
of a close relationship with the real economy, combined with the prohibition of excessive uncertainty, 
this inherently limits the use of securities of debt and curbs the IBs’ excessive indebtedness with 
a leverage effect (Tayyebi, 2009). Virtually all financial transactions must be backed by real, 
exchangeable assets, therefore derivatives are prohibited. As a result, IB cannot sell property it 

Table 13. Summary of the impacts of SAB size on the IBs’ FP
Variable L LnP LnS E Combined 

impact
Decision

LnTCOMCH +* +* +* + + H1 accepted

Table 14. Summary of the mastering Fekh-Shariah impacts on the IBs’ FP
Variable L LnP LnS E Combined 

impact
Decision

LnMAITCH +* +* +* + + H2 accepted
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does not own, nor sell assets before owning them. Therefore, maximizing the number of advisors is 
preferable in IBs helping to maximize their FP.

4.7.2. The mastery of Shariah principles by the Shariah Advisory Board members
Returning to Table 14, the analysis of the effect of Shariah advisers’ presence in the SAB on the IBs’ FP 
revealed a positive combined impact (Ramly & Nordin, 2018). This means that the mastery of the 
Shariah principles positively and significantly affected almost all the FP parameters already indicated. 
Moreover, focusing on details showed that the positive effect is explained by the Shariah standards’ 
importance in maximizing FP except for their insignificant impact on the efficiency. This finding 
reflects that some Shariah principles bridge some prohibited financial transactions or some invest
ments that contradict the practical Islamic investment techniques. Indeed, specialists in Shariah 
assured customers that the offered products are fully “HALAL”, because they were approved by 
trustworthy and reputable supervisors in the field of Islamic finance. Since Islamic finance treats 
investment finance agreements on the basis of the profit and loss sharing principle, the approval of 
Islamic products (acceptance or rejection of the request) usually depends mainly on the degree of 
honesty and certainty of the credits’ applicants. As a governance mechanism, the expertise of Shariah 
norms and the understanding of its details open new tendencies that can lead to effective, determi
nistic control results and improve the FP governance quality. Moreover, the conscience of the 
Chouyoukh members enables them to act at the opportune time against opportunistic behaviors 
and the intention to manage results. In addition, IBs escape from all offers of financial products and 
services that generate the payment of interest. This prohibition encompasses borrowing and receiving 
interest on loans at a fixed or predefined rate, regardless of the purpose for which the loan is made 
and regardless of the rate at which interest is charged (Bashir, 1999; Khan & Mirakhor, 1987; M.S. 
Khan, 1986; Martin & Heiko, 2010; Rosly & Bakar, 2003; Zighaba, 2009). According to Lewis (2008), 
ancient scholars of Islamic finance have pointed out several protective benefits behind the banning of 
interest that provides improved social utility and increased efficiency of interest-free banking. The 
Quran prohibits fixed interest in all Islamic usages, the prohibition has been mentioned in four verses 
regarding Riba in different occasions (Surah Al-Baqarah, Verse275-281; Surah Al Imran, Verse 130– 
142; Surah Al-Rum, Verse 37–39; Surah Al-Nisa, Verse 160–161). Moreover, according to the Shariah 
principles, all financial acts are subject to the control of Shariah advisers, uncertainty, and speculation 
(Gharar, Maysir). If the contract contains a violation, ambiguity or corruption that affects the product 
or service exchanged, the entire transaction will be considered void. IBs also prohibit the trading of 
financial risk on unauthorized products and services (considered a form of gambling), random 
gambling operations (can generate unjust enrichment at the expense of others), as well as, all 
sales of non-existent products, bets and lotteries. The IBs’ operations are secured by fixed assets 
(Hammad, 2006), their investments lead to economic stability and contribute directly to gross 
domestic product. Overall, the presence of well-trained and reputable advisers who are Shariah 
specialists and registered in one of the most recognized international organizations helps the IBs to 
optimize the desired FP level. Therefore, the higher the number of Chouyoukh on the SAB, the better 
the IBs’ FP.

4.7.3. Islamic accounting and financial competence of Shariah Advisory Board members
Based on the results of Table 15, we discovered that the combined effect of the presence of experts 
with accounting and financial skills in the SAB composition negatively affects the IBs’ FP (Nomran 
et al., 2018). This is due to the discrepancies between what is requested from Fiqh Al-Muamalat’s 
theoretical content and what is practically operated by Shariah advisers. Because the number of 

Table 15. Summary of the impacts of the accounting and financial competence of SAB mem
bers on the IBs’ FP
Variable L LnP LnS E Combined impact Decision

LnCOMPMEMCH -* -* -* -* - H3 rejected
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qualified experts is limited, some IBs have resorted to recruiting experts in accounting/finance from 
other conventional banks or who have completed training just in conventional accounting/finance. 
Therefore, it is possible to explain the negative impact of the lack of synergy between Islamic 
accountants/financiers and some other members who are just trained in conventional accounting/ 
finance within the SAB. The differences between academic training will systematically generate 
differences, inconsistencies and discrepancies in decisions even if there are no conflicts of interest 
or opportunistic behavior. As Abdul-Rahman et al. (2014) found, in an environment characterized by 
higher asymmetric information, IBs may be less eager to use PLS financing. All of this turns over time 
to upheavals in agency relationships and real conflicts of interest among SAB members. IBs differ
entiate themselves from their competitors through their reputations, their advisers’ scientific quali
fication, and their official brands’ recognition degree. Because the advisers’ competence is 
considered as a determinant of the SAB quality, depositors, money lenders, as well as investors, do 
not take the risk of depositing, saving, investing or lending neither with bad reputable SAB, nor with 
bad reputable IBs. Nevertheless, the number of experts trained in Fiqh Al-Muamalat is very limited 
compared to the number of generalists in Islamic finance who are not aware of and familiar with the 
rules of Islamic currency exchanges, the accounting standards, financial records, Islamic invest
ments provisions, Islamic financial techniques, maximizing FP methods, profitable products list and 
financial information disclosure. It is also possible that the negative effect on the FP arises from 
conflicts of interest between the SAB members and the other committees’ members such as the 
audit committee, the remuneration committee, the nomination committee and the BOD. In countries 
with a better institutional environment, IBs might be more willing to use equity financing than in 
countries with a weaker institutional environment (Alam & Parinduri, 2017). Furthermore, according 
to the IBs, the profits are variable returns of capital depending on the results without there being 
interest to be reimbursed. The profits generated by the invested capital are distributed among the 
shareholders. The more profits the project makes, the better the returns on equity. The benefits can 
explain this negative impact by the possibility that specialists in accounting or finance are more able 
to use their strong knowledge, especially by non-specialists, for adverse selection purposes in order to 
manage the result or delay the sharing of dividends. The Quran has expressly forbidden usury, it 
classifies all forms of interest-bearing business as unfair dealings as long as the profits made on the 
loans and the rates of the counterparty are preconceived without risk, or if the profits are created 
without added value on behalf of the lender. According to Shariah, money has no intrinsic value as it 
is merely a medium of exchange and could not be a means of making a profit. Indeed, the Prophet 
Muhammad cursed the taker, the giver, the writer of the deed and the witness of the Riba. Indeed, 
Fiqh Al-Shariah considers that monetary remuneration is defined solely by the financed asset profit
ability. It is forbidden to demand profitability for the simple fact of lending. It excludes, in principle, 
fixed remuneration, disconnected from the financed assets’ profitability. Moreover, Shariah’s princi
ples condemn the idea of risk-free reward and reject the time value of money. The borrower assumes 
a majority share of the risk due to the remuneration that he should pay to the lender regardless of 
the result of the financed asset. Financial products are margin-based (Choudhury et al., 2008). The 
lender will receive a fixed remuneration independent of the project’s success or failure. Conversely, in 
the case of eminent profits resulting from a notable performance, the lender will keep the same 
negligible part of the profit (Ramachandran, 1989). Also, the registration of Islamic assets and debts 
is very complicated and detailed, it requires a very high knowledge level of specialists in Shariah. 
Islamic debts cannot be created by direct lending, borrowing money or other financial assets 
(Alimshan, 2009). The leased or sold asset must be real (construction, property, building or any 
other infrastructure) and the debt cannot be sold or transferred to someone else (Ryu et al., 2012). 
Debt is created through the sale or rental of real estate (Chapra, 2008). The procedure for creating 

Table 16. Summary of the meetings’ number impacts held by the SAB on the IBs’ FP
Variable L LnP LnS E Combined 

impact
Decision

LnREUCOMCH +* -* +* + + H4 accepted
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Islamic debts begins with the acquisition of real property and its storage, then IBs transfer them to 
customers and assume part of the risks associated with these assets (legal, commercial and market 
risks). Debt, sale of real assets and hire-purchase contracts are based on the transfer of ownership 
where the bank’s remuneration is the margin between the sale price and the purchase cost. Among 
these contracts, we mainly cite the Murabaha, the Salam, the Istisna and the Ijara. Therefore, 
financial assets increase with the real assets’ increase, which reduces the gap between the financial 
sphere and the real sphere. Moreover, another factor can negatively influence the IBs’ FP. Despite the 
presence of competent experts in accounting or finance within the SAB whether they are specialists 
in Islamic finance or not, the prohibition of the interest collection does not mean that the capital 
costs nothing. Nevertheless, Islam recognizes capital as a production factor. The capital’s excess can 
never be predetermined in the interest form, it always remains uncertain. In other words, investors 
do not have the right to demand a fixed rate of return. No one has the right to gain an added value on 
the principal if he does not share the involved risks (Ghayad, 2008). In conclusion, the higher the 
proportion of experts in Fiqh Al-Muamalat, the more negatively influenced the IBs’ FP.

4.7.4. The number of meetings held by the Shariah Advisory Board
According to Table 16, maximizing the number of meetings is beneficial for all FP measures which 
resulted in a positive combined effect. This means that the higher the number of meetings, the 
better customers’ credibility in financial statements (Alsartawi, 2019; Fitriana et al., 2019). The 
number of meetings is then a good indicator for the users of the IBs’ financial statements, also 
reflecting the fair competition between IBs. Furthermore, the in-depth analysis of the detailed 
results revealed that the requirement to supervise the number of meetings held by the SAB is not 
completely respected by the SAB’s advisers, especially on the collective IBs’ profitability. However, it 
is possible that if the IBs do not correct this impact in the medium term, its effects can be reflected 
on the other indicators because of their interdependence with the profitability. Despite this short- 
term shortcoming, the analysis showed an overall positive effect on FP. The usual SAB meeting 
gives a good reputation to external economic agents and maintains the IBs’ reputation. The 
number of meetings also plays an important psychological role for customers before making the 
choice of banking services. However, the insignificant positive effect of many SAB meetings on the 
IBs’ effectiveness reflected either the insufficient number of average meetings compared to the 
required number of meetings, or the inefficiency of the content of the established meetings. 
Despite obtaining a combined positive impact on the FP, reality showed that some IBs made 
decisions regarding management services leaving the approval of other committees in second- 
order and as a secondary formality. Except for the impacts relating to liquidity and solvency, the 
explained situation appeared in the SAB’s combined impact, particularly on profitability. 
Furthermore, In the Islamic economic system, money has no intrinsic value, it is only an asset- 
backed medium of exchange, money has no intrinsic value and its value cannot be increased. 
overtime if not invested (M.F. Khan, 1991; T.E. Ahmed, 2002). It is for this reason, the creation of the 
value of money can only be done through the usual processing of money permits and the 
modification of its time value as an attribute of measurement. Moreover, in Islamic contracts, 
operations whose equivalent value is not known exactly are not the subject of a contract, admis
sion must be conditioned by the occurrence of an event that may or may not occur. Operations and 
transactions must have mandatory transparency so that the contract’ s parts are fully aware of 
their exchange values. The reason for the prohibition lies in the fact that these operations generate 
excessive risk, generating an imbalance between the losses and profits to the contract’ s parts 
(Moin, 2008). Also, IBs only market real assets or services. Under an Islamic system, money is 
a value measure and an exchange tool, but it is not a commodity that can be bought and sold for 
creating money. Money is an instrument that will facilitate wealth creation through direct invest
ment and economic expansion (Mahmood, 2004). Ownership is the main justification for the profit 
generated, either by owning the asset or by selling it. Holding an asset makes its owner bear risks 
justifying his profit, which is why intermediation activities are highly regulated. According to Fiqh Al- 
Muamalat, IBs buy physical assets for their own account, therefore they pay registration fees. They 
then sell this asset to the customers for a premium upon ownership transfer, therefore the 
customers pay similar fees to the bank. To verify and validate a large number of assets, advisors 
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should maximize the number of SAB meetings. IBs mainly provide products based on the periodic 
Profit and Loss Sharing (PLS) between the IBs’ stakeholders (Greuning & Iqbal, 2008). The PLS7 

notion is a key concept in Islamic finance, as it reflects the religious values of Islam, namely justice, 
social equality and brotherhood. According to the Shariah rules, no one can claim any remunera
tion, without incurring part of the risks associated with the investment. According to the PLS 
principle, the parties to a financial transaction must equitably share the returns and related risks 
of any project. The mutuality introduced within IBs transforms its depositors into customers with 
some rightful ownership (Dar & Presley, 2000). The entrepreneurs share the profits and losses with 
the bank, which in turn shares the profits and losses with their depositors. Furthermore, the 
relationship between borrower, lender and intermediary is based on trust and financial partnership 
(Yudistira, 2004). The investor must entrust his funds to an entrepreneur with whom he/she will 
have to share the profits in proportion to the underlying asset performance. All losses must also be 
shared if they are not due to negligence or the contractor’s error. The sharing is determined 
contractually and it may not be equal, but it must always be fair. According to the PLS model, 
the return rate on financial assets is not known or fixed before the entrepreneurial operation. 
Purchase and sale transactions are subject to a mark-up, on the profitability reference rate, the 
base rate generally determined on international markets. On the other hand, Islamic investment 
transfers direct risks to fund depositors but also exposes banks to other risks that were created by 
equity investors rather than debt holders (El–Qorchi, 2005), in this case, if the advisors’ choice is not 
made on the qualification and competence bases, this will have bad consequences on the IBs’ FP. 
Meanwhile, interest in SAB meetings needs concerted and regular work with the BOD to ensure the 
realization of the banks’ goals in accordance with the Shariah ethical standards.

5. Conclusion
From the literature, the Shariah Advisory Board purpose normally contributes to improving the IBs’ 
FP as their members were selected by the stakeholders (Al-Nasser & Muhammed, 2017; Toufik, 
2015). Shariah Advisory Boards are responsible for controlling transactions, improving financial 
indicators, planning policies and making the best decisions. However, the presence of a negative 
impact from one or more determinants of the Shariah Advisory Board on one or more FP para
meters negatively influences the total FP. Jointly, line managers are required to improve FP and 
maximize bank profits, but failure to perform duties affects the Shariah Advisory Board’s credibility 
and feasibility, indicating that at least one Shariah Advisory Board determinant is weak and 
requires revision. In our study, the partial impacts change from one FP parameter to another. 
The Shariah Advisory Board generated either an insignificant positive impact or a significant 
negative impact on IBs’ FP. This confirms the Shariah Advisory Board’s insufficiency to improve 
the IBs’ efficiency whatever the reasons.

Some Shariah scholars have better religious training, tacit knowledge of Islamic laws and 
a good reputation in Islamic banking markets. Nevertheless, they may not have scientific knowl
edge, while well-known academics are more likely to understand the Islamic banking implica
tions. In our case, we recorded a negative compound impact relating to the presence of 
accountants/financial experts within the Shariah Advisory Board. The current finding provides 
the failure of this determinant to assume its responsibilities to ensure good FP, especially in the 
case of behavioral problems and complications loaded with conflicts of interest because the most 
educated director is expected to embrace uncertainty (Hambrick & Mason, 1984). In accordance 
with the results of Bakar (2016), the advisers’ qualifications can affect the IBs’ profitability on 
several points. Shariah Advisory Boards can be blamed for any operating loss that may arise, such 
as the calculation of the actual penalty resulting from late payments, Zakat accounting or also 
recommendations on provisions for profit reserves. Even more, IB is a fiduciary intermediary of 
people’s money. A single part cannot alone bear all the risks associated with a transaction. The 
other part cannot claim the privilege of transferring all the risks to the other part. Profitability is 
a risk corollary, it is the main justification that must be shared between all the stakeholders’ 
contracts of which, SAB members are among them who have the power to influence their effects 
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on FP. Consequently, FP remains a relative variable dependent on the Shariah Advisory Board’s 
quality.

The obligation to set up a Shariah Advisory Board other than the BOD within an IB is part of the 
strengthening and support of their governance system. Two basic mechanisms within Islamic financial 
institutions defend agency relations and protect them in their regular activity. Ghayad (2008) considers 
that the Shariah Advisory Board is the substitute for conventional BODs. Whatever their qualifications, 
their goal is to improve banks’ credibility and reputation in the eyes of their customers (Karim, 1990) 
and to maintain their independence towards all stakeholders (Farook et al., 2011). Like the external 
auditors, Shariah Advisory Board advisers are appointed by the IBs’ shareholders in the general 
assembly, their remuneration is proposed by the managers and just approved by the BOD. However, 
the SAB has a dual role: advice and certification. Their main obligation is to ensure that transactions 
comply with Shariah principles and to protect the community and customers’ interests (Siagh, 2002; 
Siagh et al., 2004). No structure replaces the other. Since the Shariah Advisory Board is an independent 
body, its advisers should not be under the authority of managers, BOD or shareholders (El–Nagar, 
1980; Nienhaus, 2007). It is a separate Islamic governance authority, its presence does not reduce the 
authority nor the responsibilities of the BODs whose role is to ensure good governance practice 
(Khandelwal & Aljifri (2016)). In return, the BOD mainly defends the shareholders’ interests, the market 
imperatives and the profit winners, to optimize the profits on investment, improve the banks’ profit
ability, and meet the evolving needs of customers who regularly demand highly competitive products.

In the IBs’ context, governance theories are not strongly developed. The literature did miss the 
importance of the actual Shariah Advisory Board’s impacts on the IBs’ FP. This raises an important 
question revolving around the feasibility and sufficiency of the Shariah Advisory Board’s traditional 
structure compared to the optimal structure which puts Shariah Advisory Board legitimacy and 
credibility into question. The Shariah Advisory Board may suffer mainly from systematic failures 
that enhance its observable quality. These breaks can be linked to the assessment of Islamic 
accounting and financial data and the framing of the advisers’ personalities. Therefore, despite the 
positive combined effect of the Shariah Advisory Board, to optimize the IBs’ FP, we propose 
improving the Shariah Advisory Board’s quality to better contribute to FP.

Having a Shariah Advisory Board in the Islamic banking market can lead to two-way axes that do 
not have a potentially decisive effect on FP. According to the social exchange theory, power is defined 
as the dependence and interdependence between actors (Blau, 1964). The power to manage, control, 
decide and rectify is based on the actors’ contingency and their balanced, opportunistic or satisfied 
behavioral states, as well as the stakeholders’ behavioral reactions. A better governance quality 
constitutes a force of dissuasion against manipulation and overrun by stakeholders. It is also an 
indicator of the growth of inevitable opportunistic behavior, which results in excessive risk-taking, the 
development of non-productive or toxic assets and overvaluation of provisions for losses on loans. 
The Shariah Advisory Board’s quality is therefore not an objective, but if the Shariah Advisory Board 
has poor quality, it can also be a possible factor of results management, manipulation, a reason for 
the birth of opportunistic behavior, and above all a strong influence on the IBs’ FP.
6. Research implications and limits

6.1. *Research implications
The main theoretical implication is to help researchers to inspire, create, and develop new theoretical 
models that can enhance the real impacts of the Shariah Advisory Board determinants on the IBs’ FP. 
To achieve this involvement, we worked on large IBs that are listed on different stock exchanges 
around the world, which allows us to obtain reliable results. Yet, the first practical implication is that 
our results offer the possibility for IBs’ customers to predict trends of their deposits and to estimate 
their projects’ profitability from their IBs’ FP. Our practical implication is that our conclusions will help 
policy-makers to evaluate any IBs’ FP via their Shariah Advisory Board’s quality and vice versa and to 
identify the impacts of the Shariah Advisory Board determinants on the IBs’ stakeholders.
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6.2. *Research limits
As we exposed the scientific values added to the IBs’ governance literature, the critique of our 
research revealed that the chosen ratios to measure the banks’ FP are limited compared to the 
exhaustive list of ratios. It is true that they allowed us to make a clear decision, but they do not 
provide a systemic view that encompasses in detail all banks’ dimensions and does not reflect their 
real financial situations. Indeed, the good selection of only the listed IBs gives us very precise 
impacts but does not allow us to generalize these impacts since they represent only 25% of the 
total IBs operating worldwide.

7. Originality
Theoretical approaches in the Islamic finance literature formed a divergent and inconsistent 
system that did not truly value the importance of the Shariah Advisory Board’s quality and 
practices. This is because the real impacts generated by the Shariah Advisory Board on the IBs’ 
FP are not yet sufficiently discussed in detail and almost all previous studies investigated symp
toms of impacts. In our study, we analyzed the practical and detailed Shariah Advisory Board’s 
effects. Also, we provided the first detailed analysis that tried to solve the ambiguity of the impacts 
of the Shariah Advisory Board determinants quality on the IBs’ FP. We confirmed that, in a stable 
financial period, IBs that have good Shariah Advisory Boards will generate higher FP and vice versa.
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