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ABSTRACT

The rapid growth of digital transformation is reshaping how organizations, especially Islamic
banks, manage their human resources to maintain competitiveness in a changing market. This study
aims to explore how managerial behavior, employee empowerment, and strategic human resource
facilitation impact competitive advantage, with digital human resource practices acting as a mediator
in Indonesian Islamic banks. A quantitative approach was used, involving a survey of 289 employees
from 14 Islamic banks in the Jabodetabek area and West Java, analyzed through Structural
Equation Modeling. The findings indicate that employee empowerment and digital human resource
practices significantly enhance competitive advantage, with digital practices mediating the effects of
empowerment and strategic facilitation. However, managerial behavior showed a limited direct
influence, and strategic facilitation did not significantly affect competitive advantage directly. The
conclusion suggests that Islamic banks should prioritize employee empowerment and invest in digital
human resource systems to strengthen their market position, while addressing challenges like digital
literacy and regional limitations. These insights offer valuable guidance for human resource strategies
aligned with Islamic values and principles.

Keywords: Competitive Advantage, Digital HR Practices, Employee Development, Employee
Empowerment, Human Resource Strategy, Islamic Bank.

ABSTRAK

Pertumbuhan pesat transformasi digital sedang membentuk kembali cara organisasi, terutama
bank syariah, mengelola sumber daya manusia mereka untuk mempertahankan daya saing di pasar
yang terus berubah. Studi ini bertujuan untuk mengeksplorasi bagaimana perilaku manajerial,
pemberdayaan karyawan, dan fasilitasi sumber daya manusia strategis memengaruhi keunggulan
kompetitif, dengan praktik sumber daya manusia digital berperan sebagai mediator di bank syariah
Indonesia. Pendekatan kuantitatif digunakan, yang melibatkan survei terhadap 289 karyawan dari
14 bank syariah di wilayah Jabodetabek dan Jawa Barat, yang dianalisis melalui Structural
Equation Modeling. Temuan menunjukkan bahwa pemberdayaan karyawan dan praktik sumber
daya manusia digital secara signifikan meningkatkan keunggulan kompetitif, dengan praktik
digital memediasi efek pemberdayaan dan fasilitasi strategis. Namun, perilaku manajerial
menunjukkan pengaruh langsung yang terbatas, dan fasilitasi strategis tidak secara signifikan
memengaruhi keunggulan kompetitif secara langsung. Kesimpulannya menunjukkan bahwa bank
syariah harus memprioritaskan pemberdayaan karyawan dan berinvestasi dalam sistem sumber
daya manusia digital untuk memperkuat posisi pasar mereka, sekaligus mengatasi tantangan
seperti literasi digital dan keterbatasan regional. Wawasan ini menawarkan panduan berharga
untuk strategi sumber daya manusia yang selaras dengan nilai dan prinsip Islam.

Kata kunci: Keunggulan Kompetitif, Praktik SDM Digital, Pengembangan Karyawan,
Pemberdayaan Karyawan, Strategi Sumber Daya Manusia, Bank Islam.
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INTRODUCTION

The global surge in digital transformation is compelling organizations, including
Islamic banks, to re-evaluate their internal capabilities, particularly human capital, to
remain competitive in volatile and complex environments (Algarni et al., 2023; Afaishat
et al., 2024). The transition from traditional Human Resource Management (HRM) to
Electronic Human Resource Management (E-HRM) has reshaped how organizations
attract, develop, and retain talent (Jani et al., 2023). E-HRM enhances efficiency, supports
data-driven decisions, and aligns HR practices with broader organizational goals, making
it a vital tool for modern businesses (Ruiz et al.,, 2024). This shift is not merely
technological but strategic, positioning digital HR practices as a critical link between HR
determinants and organizational performance (Pea & Sibassaha, 2024). For Islamic
banks, this transformation must balance competitiveness in a digital economy with
adherence to Shariah principles, which emphasize fairness, ethical conduct, and
stakeholder welfare (Widiastuti et al., 2022; Aslinda et al., 2024).

Strategic HR determinants, such as managerial behavior, employee empowerment,
and strategic HR facilitation, play a significant role in achieving competitive advantage
(Huang, 2001; Tawfig & Kamarudin, 2021). However, the integration of these
determinants with digital HR systems in faith-based contexts like Islamic banking remains
largely unexplored (Al-Ghalabi et al., 2024). Islamic banks face unique challenges,
needing to innovate in both financial products and human resource management while
staying true to Shariah values (Hamzah et al., 2016). In Indonesia, the rapid expansion of
Islamic banking, supported by the government’s Master Plan for Sharia Economy (2020-
2024), underscores the urgency for robust HR strategies that incorporate digital tools to
tackle issues like talent retention, limited digital literacy, and fragmented HR systems
(Argantara & Fitriyah, 2024). Digital HR Practices in Islamic Banks (DHRPIB) serve not
only as tools for operational efficiency but also as mechanisms reflecting commitment to
ethical governance, employee development, and customer trust, aligned with Islamic
principles (Bernanthos, 2018; Qushtom, 2020).

Despite growing research on E-HRM and strategic HRM, most studies focus on
Western contexts or multinational corporations, leaving a significant gap in
understanding how digital HR practices mediate the relationship between strategic HR
determinants and competitive advantage in Islamic banking (Fahad et al., 2024; Pahuja
et al., 2024). According to Jani et al. (2023), digital HR systems enhance organizational
agility, yet their application in Shariah-compliant institutions is rarely examined.
Similarly, Widiastuti et al. (2022) highlight that Islamic banks struggle to align HR
strategies with ethical principles, but few studies explore how digital tools address this
challenge. This gap is particularly relevant in Indonesia, where Islamic banking is growing
rapidly but faces issues like uneven E-HRM adoption and limited career development
pathways (Mubaraq et al., 2024; Retno et al., 2024). The Resource-Based View (RBV)
and Institutional Theory provide a framework to explore how human capital and Shariah-
driven norms contribute to sustainable competitive advantages (Blanchett & Straehl,
2017; van der Ploeg & Vanclay, 2018).

This study seeks to examine how strategic HR determinants, managerial behavior,
employee empowerment, and strategic HR facilitation influence competitive advantage
in Indonesian Islamic banks, with digital HR practices acting as a mediating factor. It
aims to address the identified research gap by investigating the interplay between these
determinants and digital systems in a Shariah-compliant context. The study explores the
extent to which managerial behavior, employee empowerment, and strategic HR
facilitation contribute to competitive advantage, the mediating role of digital HR practices
in these relationships, and the strategic importance of digital HR practices in value-based
financial institutions. This research responds to the pressing need for empirical insights
into aligning HR strategies with digital innovation and Islamic values, particularly in
Indonesia’s thriving Islamic finance sector. It contributes academically by proposing an
integrated model linking strategic HR inputs to competitive advantage through digital HR
practices in a religious context. Practically, it offers guidance for HR managers and



Islamic banking leaders to design strategies that are digital, strategic, and ethically
grounded.

LITERATURE REVIEW & HYPOTHESIS DEVELOPMENT
Factor Influencing of Competitive Advantage

Positive managerial behaviors, such as transformational and ethical leadership,
significantly enhance organizational performance by motivating employees to contribute
to company goals (Zaim et al., 2021). In Islamic banks, these behaviors must reflect
Islamic values like justice and honesty, fostering trust and loyalty among employees
(Hamzah et al., 2016). According to Mukhlisin et al. (2022), Islamic managerial behavior
strengthens competitive advantage through internal commitment. This study adopts a
coaching-based approach to managerial behavior, focusing on inspiration-based
coaching, which encourages employees to embrace challenges, and facilitation-based
coaching, which promotes creative problem-solving (Budhiraja, 2023). These dimensions
align with Islamic ethical principles, making them relevant for human resource
development in Islamic banks (Aini, 2018).

Employee empowerment boosts intrinsic motivation, ownership, and work efficiency,
critical for organizational success (Kuo et al., 2010). In Islamic banking, empowerment
aligns with spiritual values like trust (amanah) and accountability, enabling employees to
contribute to innovation (Widiastuti et al., 2022). Spreitzer’s model of empowerment,
including meaning, competence, self-determination, and impact, provides a framework
to assess empowerment in Islamic banks, ensuring alignment with Shariah principles
(Luthans et al., 2021; Aslinda et al., 2024). These dimensions enhance employees’ sense
of purpose and autonomy, driving organizational adaptability (Leuhery, 2023).

Strategic HR facilitation, which aligns HR strategies with organizational goals,
improves talent retention and operational efficiency (Huang, 2001). In Islamic banks, this
alignment must adhere to Shariah principles, ensuring ethical HR practices (Tawfig &
Kamarudin, 2021). Porter’s framework, as cited in Juhari et al. (2023), highlights staffing,
career development, and performance management as key dimensions that foster
sustainable competitive advantage. These practices create a cohesive workforce capable
of meeting market demands (Pahuja et al., 2024). Competitive advantage in Islamic banks
stems from cost efficiency and differentiation through unique Shariah-compliant services
(Huang et al., 2015). Thus, managerial behavior, employee empowerment, and strategic
HR facilitation are expected to positively influence competitive advantage.

H1: Behaviour of managers has a positive effect on competitive advantage.
H2: Employee empowerment has a positive effect on competitive advantage.
H3: Strategic facilitation of HR has a positive effect on competitive advantage.
H4: Digital HR practices have a positive effect on competitive advantage.

Factor Influencing of Digital Practices

Managerial behavior significantly influences the adoption of digital HR practices by
fostering a culture of innovation and adaptability (Budhiraja, 2023). According to Aini
(2018), effective leadership encourages employees to embrace digital tools, enhancing HR
efficiency. In Islamic banks, managers must ensure digital systems align with ethical
values, promoting fairness in processes like recruitment and training (Hamzah et al.,
2016). Inspiration-based and facilitation-based coaching behaviors support the integration
of digital HR tools by motivating employees to engage with technology (Mukhlisin et al.,
2022; Retno et al., 2024). This alignment is crucial for Islamic banks transitioning to
digital platforms (Al-Ghalabi et al., 2024).

Employee empowerment enhances the effectiveness of digital HR practices by
fostering confidence and autonomy in using technology (Kuo et al., 2010). Empowered
employees are more likely to adopt digital tools for learning and performance
management, improving organizational agility (Algarni et al., 2023). Spreitzer’s
empowerment model highlights how employees’ sense of competence and self-
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determination drives their engagement with digital platforms, particularly in Shariah-
compliant settings (Widiastuti et al., 2022; Aslinda et al., 2024). This is essential in Islamic
banks, where digital tools must reflect ethical standards (Bernanthos, 2018).

Strategic HR facilitation supports digital HR adoption by aligning technological
investments with organizational goals (Tawfig & Kamarudin, 2021). According to Jani et
al. (2023), structured HR strategies, such as digital recruitment and training, enhance
operational efficiency. In Islamic banks, strategic HR ensures digital systems uphold
Shariah principles, fostering trust and transparency (Qushtom, 2020; Sugianti et al.,
2024). These practices enable banks to streamline processes while maintaining ethical
integrity (Fahad et al., 2024). Thus, managerial behavior, employee empowerment, and
strategic HR facilitation are expected to influence digital HR practices positively.

H5: Behaviour of managers has a positive effect on digital HR practices.
H6: Employee empowerment has a positive effect on digital HR practices.
H7: Strategic facilitation of HR has a positive effect on digital HR practices.

The Mediating Role of Digital HR Practices

Digital HR practices, including digital recruitment, learning, and performance
management, enhance organizational competitiveness by improving efficiency and
decision-making (Jani et al., 2023). In Islamic banks, these practices must align with
Shariah principles, ensuring fairness and transparency (Al-Ghalabi et al., 2024).
According to Algarni et al. (2023), digital HR systems strengthen competitive advantage
by enabling agility and innovation. Digital HR practices mediate the relationship between
managerial behavior and competitive advantage by translating leadership support into
efficient, technology-driven processes (Ruiz et al., 2024; Retno et al., 2024). For example,
inspirational managerial behavior encourages employees to adopt digital tools, indirectly
boosting competitiveness (Budhiraja, 2023).

Employee empowerment enhances competitive advantage through digital HR
practices by fostering proactive engagement with technology (Kuo et al., 2010).
Empowered employees use digital platforms for self-service and skill development,
driving organizational performance (Pea & Sibassaha, 2024). In Islamic banks, digital HR
tools amplify the impact of empowerment by providing transparent, Shariah-compliant
systems for performance evaluation (Qushtom, 2020; Widiastuti et al., 2022). This
mediation ensures employees’ contributions align with strategic goals (Mubaraq et al.,
2024).

Strategic HR facilitation influences competitive advantage through digital HR
practices by aligning technological systems with business objectives (Tawfig &
Kamarudin, 2021). According to Pahuja et al. (2024), digital HR systems enhance
strategic outcomes by streamlining HR processes. In Islamic banks, digital platforms
mediate the impact of strategic HR by ensuring ethical alignment in recruitment and
training (Aslinda et al., 2024; Rahmat et al., 2024). This mediation strengthens
organizational competitiveness in a digital economy (Fahad et al., 2024). Thus, digital
HR practices are expected to mediate the effects of managerial behavior, employee
empowerment, and strategic HR facilitation on competitive advantage.

HS: Digital HR practices mediate the effect of behaviour of managers on competitive
advantage.
H9: Digital HR practices mediate the effect of employee empowerment on competitive
advantage.
H10: Digital HR practices mediate the effect of strategic facilitation of HR on competitive
advantage.
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Figure 1. Research Framework

This study integrates managerial behavior, employee empowerment, strategic HR
facilitation, digital HR practices, and competitive advantage into a cohesive framework.
The Resource-Based View (RBV) posits that human capital, as a valuable and inimitable
resource, drives competitive advantage (Blanchett & Straehl, 2017). Institutional Theory
highlights how Shariah principles shape HR practices in Islamic banks (van der Ploeg &
Vanclay, 2018). According to Hasan and Daryanto (2024), aligning HR strategies with
digital tools is critical for competitiveness in Indonesia’s Islamic banking sector.
Managerial behavior, employee empowerment, and strategic HR facilitation influence
competitive advantage directly and indirectly through digital HR practices, which
enhance efficiency and ethical alignment (Alpiana et al., 2024; Tran et al., 2025). This
framework is particularly relevant in Indonesia, where Islamic banks face challenges like
digital literacy and talent retention. Figure 1 illustrates the relationships between these
variables, showing how digital HR practices mediate the impact of strategic HR
determinants on competitive advantage in Islamic banks. The framework guides the
study’s exploration of these dynamics in a Shariah-compliant context.

RESEARCH METHODS

This study employs a quantitative approach with an explanatory design to investigate
the influence of managerial behavior, employee empowerment, and strategic HR
facilitation on competitive advantage, with digital HR practices as a mediating factor in
Islamic banks. The research focuses on employees in Islamic banks located in the Greater
Jakarta area (Jabodetabek) and West Java, selected due to their strategic importance as
hubs for Islamic financial activities in Indonesia. A purposive sampling technique targeted
employees involved in HR management, digital HR implementation, or strategic
decision-making roles, such as HR managers, team leaders, and operational staff with at
least one year of experience, ensuring relevant insights into HR practices. A total of 289
respondents from 14 Islamic Commercial Banks registered with the financial services
authority participated, providing a comprehensive representation of Indonesia’s Islamic
banking sector.

Data were collected using a structured questionnaire designed to measure the
constructs of managerial behavior, employee empowerment, strategic HR facilitation,
digital HR practices, and competitive advantage. The questionnaire consisted of 60 items
adapted from established scales, using a 5-point Likert scale ranging from “strongly
disagree” to “strongly agree” to capture respondents’ perceptions (Dessler et al., 2015).
Prior to distribution, the questionnaire underwent pilot testing with 30 respondents to

The Mediating Role
of Digital HR
Practices

4951




The Mediating Role
of Digital HR
Practices

4952

ensure clarity and reliability, with minor revisions made based on feedback to improve
comprehension. The data collection process was conducted over three months in 2024,
ensuring adequate response time and minimizing self-selection bias by targeting diverse
roles within the banks.

Structural Equation Modeling (SEM) using Partial Least Squares (PLS-SEM) was
applied to test the hypothesized relationships, given its suitability for complex models
with mediating variables (Pahuja et al.,, 2024). The analysis assessed both the
measurement model (evaluating construct validity and reliability) and the structural
model (testing path coefficients and mediation effects). To address potential biases, the
study employed checks for common method bias and ensured data normality before
analysis. Limitations, such as the focus on Jabodetabek and West Java, which may limit
generalizability, and potential respondent bias due to self-reported data, were
acknowledged and mitigated through rigorous sampling and validation procedures. This
methodological approach ensures robust findings that contribute to understanding HR
dynamics in Islamic banking.

RESULTS

The results are organized to first describe the respondents’ demographic profile,
followed by evaluations of the measurement and structural models using Partial Least
Squares Structural Equation Modeling (PLS-SEM). Key findings address the
hypothesized relationships, with specific attention to path coefficients, indirect effects,
and model fit. All tables and figures are presented to support the analysis, with detailed
explanations of statistical outcomes and their implications for the research objectives.

Table 1. Profile of Respondents

Variable Category Frequency (n = 289) Percentage (%)
Gender Male 215 74.4%
Female 74 25.6%
21-25 years 19 6.6%
Age Group 26-35 years 144 49.8%
36-45 years 126 43.6%
. Bachelor’s Degree 194 67.1%
Educational Level Master's Degree 71 24.6%
Other 24 8.3%
1-5 years 112 38.8%
Work Experience 6-10 years 119 41.2%
More than 10 years 58 20.1%

The demographic profile of the 289 respondents is summarized in Table 1. The
majority were male (74.4%, n=215), with females comprising 25.6% (n=74), reflecting a
male-dominated workforce in the Islamic banking sector. Age distribution shows 49.8%
(n=144) aged 26-35 years, 43.6% (n=126) aged 36—45 years, and 6.6% (n=19) aged 21—
25 years, indicating a workforce primarily in early to mid-career stages. Educationally,
67.1% (n=194) held a bachelor’s degree, 24.6% (n=71) had a master’s degree, and 8.3%
(n=24) had other qualifications, suggesting a well-educated sample. Work experience
varied, with 41.2% (n=119) having 6—10 years, 38.8% (n=112) with 1-5 years, and 20.1%
(n=>58) with over 10 years, enhancing the reliability of responses due to their experience
(Pahuja et al., 2024). This profile supports the study’s focus on employees involved in HR
and strategic roles.

The measurement model was evaluated to ensure construct validity and reliability, as
shown in Table 2. Constructs were assessed using outer loadings, Cronbach’s Alpha,
Composite Reliability (CR), and Average Variance Extracted (AVE). The Behaviour of
Managers construct achieved a Cronbach’s Alpha of 0.803, CR of 0.858, and AVE of
0.543, indicating reliable convergence. Employee Empowerment showed strong
reliability with a Cronbach’s Alpha of 0.938, CR of 0.948, and AVE of 0.613. Strategic
Facilitation of HR had an Alpha of 0.908, CR 0f 0.919, and AVE of 0.494, slightly below



the ideal threshold but acceptable in exploratory research. Digital HR Practices recorded The Mediating Role
an Alpha of 0.919, CR 0f 0.931, and AVE of 0.542, while Competitive Advantage had an of Digital HR
Alpha 0f 0.791, CR of 0.860, and AVE of 0.542. However, some indicators, such as BM3 Practices
(0.13) and SFHR3 (0.21), had low outer loadings, suggesting weak contributions to their

constructs, which may require refinement in future studies. Overall, the constructs met

acceptable thresholds for further analysis.

Table 2. Measurement Model

, :
Construct Item Outer Loading CmAllﬂl;;Cah s AVE IC{Z;?:;)(;IS;:; 495 3

) BM1 0.59
Behaviour of Managers BM2 0.62
BM 3 0.13

BM 4 0.25 0.56 0.38 0.60
BM 5 0.63
BM 6 0.61
Employee EE1 0.60
Empowerment EE2 0.60
EE3 0.58
EE4 0.55
EE5 0.58
EE6 0.58

EE7 059 0.65 0.43 0.66
EE8 0.27
EE9 0.31
EE10 0.58
EE11 0.59
EE12 0.57
Strategic Facilitation of SFHR1 0.25
HR SFHR 2 0.27
SFHR 3 0.21
SFHR 4 0.55
SFHR 5 0.58
SFHR 6 0.60

SFHR 7 0.60 0.63 0.34 0.64
SFHR 8 0.60
SFHR 9 0.56
SFHR 10 0.61
SFHR 11 0.59
SFHR 12 0.30
SFHR 13 0.27
Competitive Advantage gﬁ; 822
CA3 0.65

CA4 051 0.55 0.38 0.60
CA5 0.33
CA6 0.13
Digital HR Practices in DHRPI 0.55
IB DHRP 2 0.55
DHRP 3 0.59
DHRP 4 0.57
DHRP 5 0.34
DHRP 6 0.25

DHRP 7 056 0.64 0.38 0.65
DHRP 8 0.60
DHRP 9 0.37
DHRP 10 0.41
DHRP 11 0.60

DHRP 12 0.59
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Table 3. Discriminant Validity Assessment (Fornell-Larcker Criterion)

Construct BM CA DHRP EE SFHR
Behavior of Managers (BM) 0.51

Competitive Advantage (CA) 0.59 0.51

Digital HR Practices (DHRP) 0.54 0.62 0.51

Employee Empowerment (EE) 0.64 0.62 0.60 0.54

Strategic Facilitation of HR (SFHR) 0.54 0.55 0.58 0.60 0.49

Discriminant validity was assessed using the Fornell-Larcker criterion, presented in
Table 3. The square root of the AVE for each construct (diagonal values) exceeded its
correlations with other constructs, confirming empirical distinctiveness. For instance,
employee empowerment had a square root of AVE of 0.783, surpassing its correlations
with behaviour of managers (0.924) and digital HR practices (0.865). Similarly, the
behaviour of managers (0.737) and the strategic facilitation of HR (0.703) showed strong
discriminant validity. Competitive advantage and digital HR Practices also met the
criterion, ensuring that the constructs are distinct and suitable for structural model testing.

PN

Figure 2. Inner Model

The inner model evaluation aims to assess the structural relationships between latent
constructs and test the research hypotheses developed in this study. Using the Partial
Least Squares Structural Equation Modeling (PLS-SEM) approach, this evaluation
focuses on analyzing path coefficients, coefficient of determination (R?), predictive
relevance (Q?), and effect sizes (f*) to determine the model’s explanatory and predictive
power. The analysis explores the direct and indirect influences of managers’ behavior,
employee empowerment, and strategic HR facilitation on competitive advantage,
mediated by digital HR practices. The structural model is evaluated based on data
collected from 289 respondents across 14 Islamic commercial banks operating in the
Jabodetabek and West Java regions. These banks represent strategic hubs in Indonesia’s
Islamic financial ecosystem, and the respondents were selected for their active



involvement in HR strategy and digital HR implementation. Table 4 and Figure 2
illustrate the proposed structural model of the study.

Table 4. Multicollinearity Assessment

Construct VIF

Behavior of Managers (BM) 7.062
Digital HR Practices 4.441
Employee Empowerment (EE) 13.420
Strategic Facilitation of HR (SFHR) 4.706

Multicollinearity was assessed using the Variance Inflation Factor (VIF), with results
shown in Table 4. The VIF values indicate acceptable multicollinearity for digital HR
practices (VIF=4.441) and strategic facilitation of HR (VIF=4.706). However, behaviour
of managers (VIF=7.062) and employee empowerment (VIF=13.420) suggest potential
multicollinearity issues. These high VIF values, particularly for Employee
Empowerment, indicate possible overlap in construct measurements, which could affect
regression estimates and should be addressed in future research through item refinement
or alternative modeling approaches. This assessment ensures the reliability of the
structural model analysis that follows.

Table 5. Path Coefficients and Hypothesis Testing
Hypothesis Coef. Mean STD t p CI f? Decision

ng BM — 0.134 0136 0080 2429 0015 [0.036;0.340] 0.045 Accepted
axEE= 0241 0245 0099 2448 0015 [0.067;0.607] 0.098  Accepted
OXSFHR= 0095 0090 0078 1220 0223 [0240;0.050] 0019  Rejected
fid DHRP 0358 0349 0090 5750 0001 [0.338;0.665] 0212  Accepted
EHR 0043 0041 0080 0375 0708 [0.267;0.178] 0.002  Rejected
R 0435 0435 0092 4752 0001 [0.380;0.838] 0.192  Accepted
DESTHR ™ 0222 0222 0070 4545 0001 [0.179;0446] 0.095  Accepted

The structural model evaluation, using PLS-SEM, tested the hypothesized
relationships, with results summarized in Table 5. This table integrates direct path
coefficients and total indirect effects to meet the journal’s requirement of a maximum of
six tables. The path coefficient analysis reveals significant relationships. Behaviour of
Managers (BM) positively affects Competitive Advantage (CA) (=0.134, t=2.429,
p=0.015) but not Digital HR Practices (DHRP) (=-0.043, t=0.375, p=0.708). Digital HR
Practices (DHRP) strongly influence Competitive Advantage (CA) ($=0.358, t=5.750,
p=0.001), highlighting their strategic importance. Employee Empowerment (EE)
significantly impacts Competitive Advantage (CA) (f=0.241, t=2.448, p=0.015) and
Digital HR Practices (DHRP) (=0.435, t=4.752, p=0.001). Strategic Facilitation of HR
(SFHR) does not directly affect Competitive Advantage (CA) ($=-0.095, p=0.223) but
significantly influences Digital HR Practices (DHRP) (§=0.222, t=4.545, p=0.001).

Table 6. Indirect Effect

Hypothesis Coef. Mean STD t P CI f? Decision
H8: BM — _ .

DHRP — CA -0.022  -0.021 0.059 0.374 0.709  [-0.138; 0.094] - Rejected
EgciE — DHRP 0.323 0.315 0.087 3.700  0.001 [0.152;0.494] 0.145 Accepted

H10: SFHR —

DHRP — CA 0.165 0.16 0.045 3.700 0.001 [0.077;0.253] 0.079 Accepted
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Based on Table 6, Indirect effects show that Digital HR Practices (DHRP) mediate the
relationship between Employee Empowerment (EE) and Competitive Advantage (CA)
(B=0.323, t=3.700, p=0.001) and Strategic Facilitation of HR (SFHR) and Competitive
Advantage (CA) (8=0.165, t=3.633, p=0.001), but not for Behaviour of Managers (BM)
(B=-0.022, p=0.709). These findings suggest that Digital HR Practices play a critical
mediating role, particularly for empowerment and strategic HR, in driving competitive
advantage, though the non-significant mediation for managerial behavior warrants
further investigation.

Table 7. Model Fit Summary

Fit Index Value
SRMR 0.118
d_ULS 16.935
d G 8.422
Chi-Square 9,278.389
NFI 0.514

The model fit, presented in Table 7, indicates some discrepancies. The SRMR value of
0.118 exceeds the ideal threshold of 0.08, suggesting a less-than-perfect fit. The Chi-
Square value of 9,278.389 is high, potentially influenced by sample size, and the NFI
value of 0.514 is below the acceptable threshold of 0.90. These fit indices indicate that the
model may require refinement, such as revising low-loading indicators or exploring
alternative model specifications, to improve its explanatory power. The placement of
Figure 1 before this analysis ensures that readers can visualize the inner model structure
prior to interpreting these fit statistics.

The results confirm that employee empowerment and digital HR Practices are pivotal
in enhancing competitive advantage in Islamic banks, while behavior of managers has a
limited direct impact. The high VIF for employee empowerment and suboptimal model
fit suggest areas for methodological improvement, such as refining measurement items or
increasing sample diversity beyond Jabodetabek and West Java. These findings provide a
solid foundation for understanding how strategic HR determinants and digital HR
practices contribute to competitiveness in a Shariah-compliant context, offering insights
for future research and practical application.

DISCUSSION

The findings of this study reveal significant insights into how strategic HR
determinants and digital HR practices influence competitive advantage in Indonesian
Islamic banks, with some results aligning with existing literature and others presenting
new perspectives. Employee empowerment emerged as a key driver of competitive
advantage, with a strong direct effect (3=0.241, p=0.015) and a significant mediated effect
through digital HR practices ($=0.323, p=0.000), consistent with Kuo et al. (2010), who
argue that empowered employees enhance organizational agility. This finding is
particularly relevant in Islamic banking, where empowerment aligns with the Shariah
principle of amanah (trust), enabling employees to innovate within ethical boundaries
(Widiastuti et al., 2022). However, the non-significant direct effect of strategic HR
facilitation on competitive advantage (f=-0.095, p=0.223) contrasts with Tawfig and
Kamarudin (2021), who suggest that strategic alignment boosts performance, possibly due
to the high VIF (13.420), indicating multicollinearity that may have skewed results.

Managerial behavior showed a modest direct impact on competitive advantage
(B=0.134, p=0.015) but no significant effect on digital HR practices (=-0.043, p=0.708)
or mediation ($=-0.022, p=0.709), which differs from Budhiraja (2023), who emphasizes
coaching’s role in driving digital adoption. This discrepancy might stem from the low
outer loading of BM3 (0.13), suggesting weak measurement, as noted by Pahuja et al.
(2024), or cultural factors in Islamic banks where leadership style may prioritize ethical
guidance over technological push. Digital HR practices strongly influenced competitive



advantage ($=0.358, p=0.000) and mediated the effects of employee empowerment and
strategic HR facilitation, supporting Algarni et al. (2023), who highlight digital tools’ role
in fostering innovation. In the Indonesian context, this aligns with the rapid digital
transformation supported by the Master Plan for Sharia Economy (2020-2024), as noted
by Argantara and Fitriyah (2024), though uneven adoption may explain the model fit
issues (SRMR=0.118).

The non-significant relationships, such as managerial behavior’s lack of impact on
digital HR practices, warrant further exploration, especially given the high
multicollinearity (VIF=7.062) that may have influenced outcomes. According to Juhari
et al. (2023), overlapping constructs can distort path estimates, suggesting a need to refine
measurement items in future studies. The suboptimal model fit (NFI=0.514) also
indicates potential limitations, possibly due to the geographic focus on Jabodetabek and
West Java, which may not fully represent Indonesia’s diverse Islamic banking landscape
(Hasan & Daryanto, 2024). This limitation is echoed by van der Ploeg and Vanclay
(2018), who note that regional biases can affect generalizability, highlighting a need for
broader sampling in future research.

The study’s implications are significant for both academics and practitioners. For
researchers, it underscores the importance of refining measurement tools and addressing
multicollinearity to enhance model robustness, while future studies could explore
additional variables like Islamic leadership styles (Mukhlisin et al., 2022). For Islamic
bank managers, the findings suggest prioritizing employee empowerment and digital HR
investments to strengthen competitiveness, ensuring alignment with Shariah principles to
build trust and efficiency (Aslinda et al., 2024). Additionally, addressing digital literacy
gaps, as suggested by Magroaini et al. (2025), could enhance the adoption of digital HR
practices, offering a pathway for sustainable growth in Indonesia’s Islamic finance sector.

CONCLUSION

This study has demonstrated that employee empowerment and digital HR practices
are crucial drivers of competitive advantage in Indonesian Islamic banks, with significant
direct and mediated effects highlighted in the results. The strong influence of digital HR
practices on competitive advantage, particularly through their mediation of employee
empowerment and strategic HR facilitation, underscores their strategic importance in a
Shariah-compliant context. While managerial behavior showed a modest direct impact,
its lack of influence on digital HR practices and mediation suggests a need for further
exploration of leadership dynamics in this sector. The findings also reveal that strategic
HR facilitation’s non-significant direct effect may be influenced by methodological
challenges, emphasizing the complexity of aligning HR strategies with competitive
outcomes in Islamic banking.

The implications of this research are valuable for both practitioners and future studies.
For Islamic bank managers, focusing on empowering employees and investing in digital
HR systems can enhance competitiveness while adhering to ethical principles, potentially
addressing digital literacy gaps in the workforce. However, the study’s limitation lies in
its geographic focus on Jabodetabek and West Java, which may not fully represent the
diverse Islamic banking landscape across Indonesia. Suggestions for future research
include refining measurement tools to reduce multicollinearity, exploring additional
variables like Islamic leadership styles, and expanding the sample to include other regions
for greater generalizability.
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