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Abstract 

This review explores the relationship between Corporate Social Responsibility (CSR) and financial performance 

in Shariah banks. Shariah banks, operating under Islamic principles, face unique challenges and opportunities in 

integrating CSR into their operations. The essay reviews empirical research on the correlation between CSR 

initiatives and financial performance in Shariah banks, highlighting studies indicating a positive relationship, 

potential benefits, and stakeholder satisfaction. Counterarguments and conflicting findings are also addressed, 

acknowledging challenges and limitations. The review discusses the reputational advantages of CSR, including 

enhanced brand image, customer loyalty, and attraction of socially responsible investors. Moreover, it explores 

how CSR initiatives align with Islamic values, strengthening the bank's position within the Muslim community. 

The essay further delves into the challenges faced by Shariah banks in implementing CSR, ensuring compliance 

with Islamic principles while meeting regulatory requirements. It also addresses potential conflicts between CSR 

practices and financial goals, emphasizing the need for careful balance and alignment. Lastly, the review explores 

resource constraints and cost considerations for smaller Shariah banks and proposes strategies for overcoming 

these challenges. Overall, this review provides a comprehensive analysis of the relationship between CSR and 

financial performance in Shariah banks, offering insights into the significance and implications of CSR 

integration in the Islamic finance industry. 
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Abstrak 

Ulasan ini mengeksplorasi hubungan antara Corporate Social Responsibility (CSR) dan kinerja keuangan di bank 

Shariah. Bank shariah, yang beroperasi di bawah prinsip-prinsip Islam, menghadapi tantangan dan peluang unik 

dalam mengintegrasikan CSR ke dalam operasi mereka. Essay ini meninjau penelitian empiris tentang korelasi 

antara inisiatif CSR dan kinerja keuangan di bank-bank Shariah, menyoroti studi yang menunjukkan hubungan 

positif, manfaat potensial, dan kepuasan pemangku kepentingan. Kontra-argumen dan temuan yang bertentangan 

juga ditangani, mengakui tantangan dan keterbatasan. Ulasan ini membahas keuntungan reputasi dari CSR, 

termasuk peningkatan citra merek, loyalitas pelanggan, dan daya tarik investor yang bertanggung jawab secara 

sosial. Selain itu, ia mengeksplorasi bagaimana inisiatif CSR sejalan dengan nilai-nilai Islam, memperkuat posisi 

bank dalam komunitas Muslim. Esai ini lebih lanjut menyelidiki tantangan yang dihadapi oleh bank-bank Shariah 

dalam menerapkan CSR, memastikan kepatuhan dengan prinsip-prinsip Islam sambil memenuhi persyaratan 

peraturan. Ini juga membahas potensi konflik antara praktik CSR dan tujuan keuangan, menekankan kebutuhan 

untuk keseimbangan dan penyesuaian yang hati-hati. Akhirnya, ulasan ini mengeksplorasi keterbatasan sumber 

daya dan pertimbangan biaya untuk bank-bank shariah yang lebih kecil dan mengusulkan strategi untuk 

mengatasi tantangan ini. Secara keseluruhan, ulasan ini memberikan analisis komprehensif tentang hubungan 

antara CSR dan kinerja keuangan di bank-bank Shariah, menawarkan wawasan tentang pentingnya dan implikasi 

integrasi CSR di industri keuangan Islam. 
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1. INTRODUCTION 

Corporate Social Responsibility (CSR) has 

become a pivotal element of business practices, 

emphasizing the ethical and societal obligations that 

organizations have towards both the community and 

the natural world (Setiyowati & Azqiya, 2022). 

Shariah-compliant financial institutions encounter 

distinct obstacles and prospects in the realm of 

merging corporate social responsibility (CSR) 

endeavours with their financial success since they 

adhere to Islamic rules. The primary objective of this 

article is to examine the correlation between corporate 

social responsibility (CSR) and financial performance 

within the context of Shariah banks (Mustofa et al., 

2020). The essay will explore the possible advantages, 

obstacles, and approaches for attaining a cohesive 

integration of CSR and financial performance in this 

specific banking sector. 

Shariah banks, alternatively referred to as Islamic 

banks, strictly conform to the principles of Islamic law 

(Shariah) in governing their operational procedures. 

These principles involve ethical and moral issues, with 

a particular emphasis on the concepts of fairness, 

justice, and the well-being of society (Sewpersadh, 

2019). Shariah-compliant banks possess a unique 

framework for addressing corporate social 

responsibility (CSR), wherein their endeavors are 

harmonized with the overarching goals of Islamic 

finance (Santini et al., 2021) 

The incorporation of Corporate Social 

Responsibility (CSR) within the operational 

framework of Shariah-compliant banks has significant 

importance for a variety of reasons. First and 

foremost, it is important to note that the 

aforementioned concept aligns with the fundamental 

ideals of social justice and economic parity that are 

deeply rooted in Islamic teachings (Hidayat & Rafiki, 

2022). Additionally, it serves to bolster the standing 

and trustworthiness of Shariah-compliant banks, both 

among the Muslim population and in the wider 

financial sector. Furthermore, it has been argued by 

Said et al., (2017) that corporate social responsibility 

(CSR) efforts have the potential to enhance long-term 

financial success through the reinforcement of 

stakeholder relationships, the attraction of socially 

responsible investors, and the cultivation of customer 

loyalty. 

Nevertheless, the correlation between corporate 

social responsibility (CSR) and financial performance 

in Shariah-compliant banks is complex. Corporate 

social responsibility (CSR) programs possess the 

capacity to augment financial performance; yet, they 

also present some problems (Bhuiyan et al., 2022). 

Shariah-compliant banks are required to effectively 

manage the intersection of their societal obligations 

and financial objectives, thereby guaranteeing that 

their corporate social responsibility initiatives adhere 

to the tenets of Islamic finance while maintaining 

profitability and competitiveness (Probohudono et al., 

2022). 

This paper aims to explore the complex interplay 

between corporate social responsibility (CSR) and 

financial performance within the context of Shariah 

banks. It will analyze existing empirical studies, 

emphasize the advantages of CSR activities, discuss 

the obstacles encountered by Shariah banks, and put 

forward potential methods for attaining a cohesive 

alignment between CSR and financial performance. 

Through an examination of these various facets, 

valuable perspectives can be obtained about the 

successful incorporation of corporate social 

responsibility (CSR) within the operations of Shariah-

compliant banks. This integration not only allows for 

a constructive societal impact but also ensures the 

maintenance of sustainable financial performance. 

 

2. METHOD 

The method used in writing this article is 

systematic literature review. Is a structured and 

systematic approach to compiling, evaluating, and 

synthesizing relevant scientific literature on a 

particular topic. This method is used in research to 

comprehensively collect and analyze existing 

scientific evidence, so as to provide a solid basis for 

drawing evidence-based conclusions.  

The search strategy for published articles was 

carried out using the Science Direct database, with the 

search keywords "corporate social responsibility", 

“corporate social responsibility of bank sector", 

"financial performance of bank", “CSR and firm 

performance" combined with a Boolean operator 

"and" and "Or". The inclusion criteria for this study 

are 1) articles published from 2019 to 2022, 2) article 

study design, namely research articles and literature 

studies, 3) articles using English, 4) articles published 

full text 7) open access 8) articles discuss CSR and 

financial performance in shariah banking. With these 

criteria, 27 articles were obtained to be analysed. The 

stages of article identification are depicted in diagram 

1. 
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Diagram 1. PRISMA Flow Diagram (Haddaway et al., 2022) 

 

3. RESULT AND DISCUSSION 

3.1. Present Counter Arguments Or Conflicting 

Research Findings, Acknowledging Potential 

Challenges And Limitations 

While many studies indicate a positive 

correlation between Corporate Social Responsibility 

(CSR) initiatives and financial performance, it is 

important to acknowledge counterarguments and 

conflicting research findings. These counterarguments 

highlight challenges and limitations in measuring the 

impact of CSR on financial performance.  

The relationship between corporate social 

responsibility (CSR) and financial performance is 

complex and multifaceted, with the challenge of 

establishing a direct causal link. The impact of CSR 

initiatives on financial performance can vary across 

different industries and contexts, making it crucial to 

exercise caution when generalizing research findings 

across many businesses, including the banking sector 

(Hussain et al., 2021). Shariah-compliant banks, as 

exemplified by Zhou et al., (2021), operate within a 

unique framework guided by Islamic principles, 

which may have varying effects on the interplay 

between CSR and financial performance. 

The measurement of CSR and financial 

performance is a multifaceted task, with diverse 

metrics and indicators employed in various research 

endeavors. The temporal dimension and long-term 

consequences of CSR activities on financial 

performance may not be immediately discernible, and 

their evaluation in the near term can be challenging 

(Umar & Musa, 2021). 

Several research studies have yielded divergent 

findings regarding the correlation between CSR and 

financial performance, with some finding a favorable 

association and others showing inconclusive results or 
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a detrimental influence (Fauzi et al., 2020). Critical 

evaluation of study findings, counterarguments, and 

acknowledging limitations and problems are essential 

for establishing a definitive and universally applicable 

relationship between CSR and financial performance. 

Further investigation, particularly through targeted 

examinations of Shariah banks, is required to gain a 

more comprehensive understanding of the intricate 

dynamics and potential trade-offs between CSR 

programs and financial outcomes (Kalbuana et al., 

2020). 

3.2. Discuss The Reputational Advantages Of CSR 

Corporate Social Responsibility (CSR) programs 

provide organizations with notable reputational 

benefits, including the improvement of brand image, 

the augmentation of consumer loyalty, and the 

attraction of investors that prioritize social 

responsibility. The aforementioned benefits arise from 

the favorable perception and acknowledgment of a 

corporation's dedication to social and environmental 

issues. 

The establishment of a positive brand image is 

accomplished by the exhibition of a company's 

dedication to social and environmental principles, 

thereby distinguishing it from rivals and generating a 

favorable perception among consumers, employees, 

and stakeholders (Lui et al., 2021). Companies that 

prioritize social responsibility are more inclined to 

cultivate emotional bonds and foster customer loyalty, 

hence resulting in enhanced financial performance. 

Corporate social responsibility (CSR) programs have 

the potential to create favorable press and media 

attention, so enhancing brand awareness and 

garnering public recognition. The act of exposing a 

firm to a wider audience has the potential to attract 

novel clientele, cultivate a sense of trust, and establish 

a conducive atmosphere for conducting business (Dias 

et al., 2019). 

Companies that possess strong corporate social 

responsibility (CSR) programs frequently observe 

elevated levels of employee engagement and 

satisfaction, resulting in enhanced employee retention, 

productivity, and overall job satisfaction (Vikars, 

2022). Furthermore, robust corporate social 

responsibility (CSR) initiatives have the potential to 

appeal to highly skilled individuals who possess a 

strong commitment to effecting positive change. This, 

in turn, can bolster the organization's capacity to 

attract and secure exceptional talent (Kabir & 

Chowdhury, 2023). 

One additional benefit of corporate social 

responsibility (CSR) activities is the ability to attract 

investors that prioritize social responsibility. Through 

the alignment of business practices with social and 

environmental principles, organizations have the 

potential to cultivate a favorable reputation, enhance 

stakeholder relationships, and attain financial 

performance, all while effecting beneficial societal 

change. 

3.3. Explain how CSR initiatives align with Islamic 

values, strengthening the bank's position 

within the Muslim community 

Islamic financial institutions have the potential to 

enhance their standing among the Muslim community 

through the adoption of corporate social responsibility 

(CSR) endeavors that are in accordance with Islamic 

principles (Qoyum et al., 2022). The aforementioned 

projects prioritize social justice, ethical behavior, 

community well-being, and environmental 

conservation. Shariah banks exhibit their dedication to 

maintaining Islamic principles and fostering the 

welfare of the Muslim community through the 

promotion of equitable employment practices, 

advocacy for underprivileged communities, and 

facilitation of economic empowerment possibilities 

(Harun et al., 2020). 

Islamic beliefs place a strong emphasis on ethical 

behavior in commercial transactions. Corporate social 

responsibility (CSR) activities that encourage 

transparency, accountability, and fair trade practices 

are in line with these ideals (Orazalin, 2019). Shariah 

banks bolster their reputation and trustworthiness 

among the Muslim community by incorporating 

ethical and responsible practices into their corporate 

social responsibility (CSR) strategy. Community 

welfare and Zakat, a mandatory type of charitable 

giving in Islam, are also congruent with corporate 

social responsibility (CSR) initiatives. Shariah-

compliant banks contribute to societal improvement 

and fulfill their obligations to the Muslim community 

by their emphasis on poverty alleviation, education, 

healthcare, and other social causes (Hamidi & 

Worthington, 2023). 

Environmental stewardship, referred to as 

"Khalifa" or stewardship, is a fundamental element 

within the realm of Islamic banking. By integrating 

principles of environmental sustainability, resource 
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conservation, and eco-friendly practices, Shariah-

compliant banks have the potential to cultivate trust 

and fortify their relationships within the Muslim 

community (Aracil, 2019). This, in turn, can lead to 

heightened customer loyalty, the attraction of socially 

responsible investors, and the promotion of a sense of 

pride and connection. 

3.4. Explore The Unique Challenges Faced By 

Shariah Banks In Implementing CSR 

Initiatives 

Shariah-compliant financial institutions 

encounter distinct obstacles when it comes to the 

implementation of Corporate Social Responsibility 

(CSR) endeavors, mostly stemming from the 

imperative to conform to Islamic principles while 

simultaneously fulfilling legal obligations (Zhou et al., 

2021). The primary obstacles encompass the 

adherence to Shariah principles, necessitating a 

rigorous commitment to ethical and religious rules 

established by Shariah scholars, as well as the rigorous 

scrutiny of investment screening procedures (Zafar & 

Sulaiman, 2021). In order to uphold the integrity of 

their corporate social responsibility (CSR) endeavors, 

Shariah-compliant banks are required to evaluate the 

ethical and social implications of prospective 

investments and collaborations (Mahmuda & Al-

Mukit, 2023). 

The constrained assortment of Shariah-compliant 

financial products and services may provide 

difficulties in the development and execution of 

corporate social responsibility (CSR) programs aimed 

at tackling social and environmental concerns 

(Maqbool & Zamir, 2021). The problem of regulatory 

compliance is evident in the context of Shariah banks, 

as they are required to traverse a multifaceted 

environment encompassing both conventional 

banking laws and Shariah-specific mandates (AlAjmi 

et al., 2023). The task of reconciling regulatory duties 

with socially responsible efforts may necessitate the 

allocation of supplementary resources and the 

acquisition of specialized knowledge. 

Awareness and education are also vital for 

Shariah banks to generate awareness and engage 

stakeholders. To effectively tackle these difficulties, it 

is imperative to possess a thorough comprehension of 

Islamic principles, establish robust governance 

systems, and foster engagement with Shariah experts 

and pertinent parties (Shahwan & Habib, 2023). The 

establishment of comprehensive frameworks and 

procedures is crucial in addressing the obstacles faced 

in implementing CSR programs inside Shariah banks, 

hence facilitating their successful execution. 

3.5. Discuss Potential Conflicts Between CSR 

Practices And Financial Goals 

Conflicts between Corporate Social 

Responsibility (CSR) policies and financial objectives 

can arise due to trade-offs between immediate 

profitability and enduring sustainability. CSR 

activities are motivated by addressing social and 

environmental issues, while financial objectives focus 

on optimizing earnings and enhancing shareholder 

value (Dias et al., 2019). To ensure sustained value 

generation, it is crucial to establish a delicate 

equilibrium between CSR initiatives and financial 

objectives. 

Financial resources and costs are often associated 

with CSR projects, which can have a short-term 

impact on a company's financial performance 

(Bhuiyan et al., 2022). Achieving financial 

sustainability while meeting social and environmental 

obligations requires careful allocation of resources 

between CSR efforts and core business operations. 

The temporal dimension and investment returns of 

CSR projects may not yield immediate benefits, so 

achieving a harmonious equilibrium is crucial for 

sustained value generation (Lui et al., 2021). 

Stakeholder expectations can vary, with consumers 

preferring ethically sourced goods, while investors 

prioritize financial profitability. To meet these 

expectations, it is essential to carefully assess and 

communicate CSR initiatives, integrating the 

company's financial objectives with its social and 

environmental responsibilities (Mahmuda & Al-

Mukit, 2023). 

Assessing the influence of CSR efforts on 

financial performance can present inherent 

complexities, as the evaluation of financial objectives 

may not comprehensively encompass the value 

provided by CSR initiatives (Zafar & Sulaiman, 

2022). Establishing suitable metrics and assessment 

frameworks that encompass both financial and non-

financial outcomes is crucial for evaluating the 

comprehensive efficacy and congruence of CSR 

initiatives with financial objectives (Mogaji et al., 

2021). To effectively manage these conflicts, 

organizations should embrace a strategic framework 

that incorporates CSR initiatives into their 

fundamental business plan. This approach optimizes 
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the potential synergies between social responsibility 

and financial success, requiring a thorough 

examination of the effects, potential hazards, and 

benefits involved. 

3.6. Highlight The Importance Of Incorporating 

CSR Into The Bank's Corporate Culture 

Corporate social responsibility (CSR) is a crucial 

aspect of a bank's culture, governance structure, and 

risk management systems. It is deeply ingrained in the 

bank's culture, influencing employee behavior and 

decision-making processes (Probohudono et al., 

2022). This integration fosters a perception of social 

responsibility and adherence to ethical principles, 

enhancing the bank's standing as a socially responsible 

entity. 

The governance structure plays a crucial role in 

integrating CSR into the bank's decision-making 

processes, establishing a well-defined structure to 

delineate roles, implement accountability procedures, 

and provide oversight for CSR activities (Maqbool & 

Zamir, 2021). The board of directors plays a vital role 

in establishing CSR initiatives, overseeing 

performance, and ensuring congruence with the bank's 

goals and objectives. The management of risks 

associated with CSR has substantial consequences for 

a bank's long-term sustainability and financial 

performance (Bhuiyan et al., 2022). By integrating 

CSR into risk management frameworks, the bank can 

effectively recognize, evaluate, and mitigate potential 

risks related to social, environmental, and ethical 

considerations (Mustofa et al., 2020). 

The integration of CSR initiatives has a positive 

impact on employee engagement and retention, as it 

enhances their perception of purpose and job 

satisfaction. The bank's principles and social mission 

are also crucial in attracting and retaining talented 

individuals (Lui et al., 2021). By strategically aligning 

these fundamental elements, the financial institution 

can make a positive impact on societal and ecological 

welfare while attaining sustainable financial 

prosperity in the long run (Said et al., 2017). 

 

4. CONCLUSION 

The study examines the relationship between 

Corporate Social Responsibility (CSR) and financial 

performance in Shariah banks. It finds a positive 

correlation between CSR initiatives and financial 

performance, suggesting long-term profitability and 

stakeholder satisfaction. CSR practices can enhance a 

bank's brand image, customer loyalty, and attract 

socially responsible investors. However, there are 

counterarguments and conflicting findings, such as 

challenges in measuring the impact of CSR on 

financial outcomes and potential conflicts between 

CSR practices and financial goals. Despite these, the 

reputational advantages of CSR are significant. 

Shariah banks that adopt CSR demonstrate 

commitment to ethical practices, community welfare, 

and environmental stewardship, aligning with Islamic 

teachings. Implementing CSR in Shariah banks 

requires compliance with Islamic principles and 

regulatory requirements. However, by prioritizing 

focus areas, collaborating with partners, engaging 

stakeholders, and leveraging technology, smaller 

banks can overcome resource constraints and cost 

considerations. 
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