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Research Article

ABSTRACT

The growth of Islamic banking cannot be separated from the Intellectual Capital (IC) of its resources, not only from
tangible assets but, also from intangible assets derived from Human Capital (HC), Structural Capital (SC) and Relational
Capital (RC)/Customer Capital that will form the Intellectual Capital. This study aims to analyse the IC development model
to increase the performance of Islamic banking in Indonesia. The data was collected from the director of Islamic banking
in Indonesia, with data collected from as many as 120 respondents. The hypothesis was tested by using Structural
Equation Modeling (SEM) together with the Amos program. The empirical results reveal that the IC component has a
positive and significant effect on the performance of Islamic banking in Indonesia. A relationship exists between the two
elements of the IC component, specifically Human Capital (HC) and Relational Capital (RC) in relation to the performance
of Islamic banking, while Structural Capital (SC) has no influence on Islamic banking performance. Furthermore, HC has a
higher impact on Islamic banking performance compared with RC.
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INTRODUCTION

The 21st century has so far been marked by changes in the business environment that have occurred do wing to
advances in information technology, intensity of competition and outstanding innovations which have resulted in
numerous companies changing their way of conducting business. Companies now realise that to survive, they must
change from being a labor-based business (business based on labor) to knowledge based business (business based on
knowledge). Therefore, to increase its competitive advantage, it is compulsory for a company to implement knowledge-
based business management. Knowledge-based business is a business that is run by utilizing intellectual capital more.

The banking sector is one of the sectors that intensively utilize their Intellectual Capital assets. Banking is an industry
that is fraught with risks, ranging from fundraising (source of funds) to fund distribution (allocation of funds) on
productive assets, as well as various service activities that are fraught with risk, such as online banking. There are
several challenges that must be resolved to improve the quality of sharia banking. According to the Deputy Governor of
Bank Indonesia, Dr Halim Alamsyah, several challenges must be resolved, for instance the human resources compliance
gap, both in quantity and quality, innovative product development and sharia banking services that are competitive
based on community needs and the continuity of outreach programs and education in partnership with the community.
Such conditions can be anticipated with the development of Intellectual Capital in sharia banking, such as the readiness
of facilities and infrastructure that are not only material but also non-material, to create human resources that can build
and develop sharia economics in the future (Alamsyah, 2012).

There is no doubt that successful companies tend to be those that continually innovate, relying on modern
technologies and moreover, emphasize the skills and knowledge of their employees rather than assets, such as plants or
machinery. Knowledge being the new engine of corporate development has become one of the great methods of recent
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years, given that value can be generated by intangibles assets. In realizing the goals of a progressive and dynamic sharia
banking sector and the desire to become a knowledge-based economy, greater effort must be directed to creating
Human Intellectual Capital (Lepak and Snell, 1992). Several researchers have conducted studies on the relationship
between Intellectual Capital and company performance.

As an example, research conducted by Chen, using data from listed companies in Taiwan proved that Intellectual
Capital has a positive effect on company performance 1], whereas research conducted by Ulum, revealed a positive
relationship between Intellectual Capital and corporate performance [2. Additionally, research conducted by [3!
concerning the influence of Intellectual Capital on Islamic financial performance in Sharia banks in Indonesia, showed a
meaningful relationship between Intellectual Capital and Islamic financial performance.

Even though Intellectual Capital has been recognized as a wealth driver for companies, there are many issues that are
still being debated. In addition to the issue of the development of measurement models that best explain the invisible or
hidden values of businesses, various attempts have been made by companies and countries to develop an intellectual
capital disclosure framework to reflect values, particularly in the sharia banking sector. Conversely, it is not evident
whether certain types of companies are more likely to focus on managing intellectual capital, or if they do, do they view
Intellectual Capital as a mission-critical resource and attempt to manage it accordingly? [4.

Therefore, the purpose of this paper is to analyse the relationship between intellectual capital measures, particularly in
Sharia banking. Thus, we propose that a positive relationship exists between sub-constructs of Intellectual Capital, i.e.
Human Capital, Structural Capital, Relational Capital and business performance regardless of the Islamic banking
industry in the context of Indonesian sharia banking.

MATERIALS AND METHODS

Intellectual Capital

Intellectual Capital composed elements of Human Capital and Structural Capital, as an intangible asset and capital
employed as physical assets may possibly increase the value of a company if they are applied in an efficient and
appropriate manner. According to Sumedrea, the relationship between the components of Intellectual Capital can
influence a company's performance [5l. Figure 1 demonstrates the relationship between IC components and company

performance.
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Figure 1. Link between intellectual capital and organisational performance .

The empirical literature reveals that Intellectual Capital (IC) encourages the business performance of organisations. A
study was conducted to measure the effect of Intellectual Capital on business performance. Several scholars have
argued that IC has a significant and positive impact on performance [6-11],

According to Rehman et al., Intellectual Capital (IC) is one of the most important strategic assets in a knowledge based
economy (12 Intellectual Capital has a few definitions, as it acknowledges the fact that both knowledge based and
economic based approaches exist.

A knowledge economist defined by the Organisation for Economic Co-operation and Development, as that where
production and its distribution in conjunction with knowledge is a primary force for creating growth and wealth (131,
Furthermore, human intellectual ability is a key intellectual and strategic asset which enables businesses to increase
their efficiency as shown in Table 1.

Human capital

HC is an important variable in the study of Intellectual Capital. It is the dimension of Intellectual Capital which deals
with human knowledge and its experience, which is based on other elements and which will influence a company’s value
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by affecting the other element (14151, Human Capital is the skill and creativity of employees that can be encouraged
further by investing more in their training programs. The literature confirms that successful companies always invest in
HC to develop their overall working capabilities and environment [18l. Therefore, it is important to verify empirically
whether HC has a direct relationship with business performance.

Table 1. Definitions in Relation to Intellectual Capital.

Researcher (year) Definition of IC

Bontis (1998), (1999) [17-18] IC is elusive, although once it is discovered and exploited, it may provide an organisation with a new
resource-base from which to compete and win. IC is the pursuit of the effective use of knowledge (the
finished product), as opposed to information (the raw material).

Brooker et al., (1996) IC is the term given to the combined intangible assets of the market, intellectual property, human-centred
and infrastructure — which enable the company to function.

Ross et al., (1997) [19] IC includes all the processes and assets which are not ordinarily revealed on the balance-sheet and all the
intangible assets (trademarks, patents and brands), which modern accounting methods consider it includes
the sum of the knowledge of its members and the practical translation of his/her knowledge.

Structural capital

SC is an additional important determinant of IC. It consists of all non-human assets. Additionally, as argued by Bontis
et al., it is recognised as all the systems, procedures, databases, copy rights, patents, structural procedures, rules and
policies that are important regarding decision making and which supports their business activities and processes (€],

Relational capital

The term Relational Capital is explained as the relationship between companies and their customers. This is a
significant dimension which influences the inward relationships of an organisation and the customer or external
stakeholders [29], Furthermore, it is the cumulative trust, experience and knowledge that form the core of the relationship
between businesses and their customers.

Business Performance

If the organisation cannot measure performance, they cannot manage their business [21l. If organisations are to
survive and flourish in a competitive environment in the information age, they must use measurement and management
systems derived from their strategies and capabilities. This statement summarizes the necessity of performance to
measure, and as a direct consequence, to evaluate 221, Summarizing the ideas of many authors, it can be said that the
roles of business performance evaluation are to ensure compliance with crucial minimum standards, to establish how
well organisations are performing, to test strategic assumptions, and to provide a reliable basis for communicating with
interested parties [23], As an addition, the size of a company's success can be seen from the company's financial
performance. The financial performance of the tangible results achieved by a business entity in each period can reflect
the financial soundness of a specific organisation and can be used to demonstrate the achievement of positive results.
Furthermore, profitability, productivity ratio and market value measure the performance of banks [24.

Based on previous studies, latent constructs were used with regards to the performance of sharia banking, intellectual
capital and intellectual capital components. Company performance, which in this model is an endogenous variable, can
be influenced by the component of intellectual capital, i.e. Human Capital, Structural Capital and Relational Capital. The
hypothesis linking exogenous variables to endogenous variables can be defined as follows:

H1: Human Capital has a positive relationship on a company’s performance with regards to Indonesia sharia Banking.

H2: Structural Capital has a positive relationship on a company’s performance with regards to Indonesia Sharia
Banking

H3: Customer Capital has a positive relationship on a company’s performance with regards to Indonesia sharia
Banking.
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Figure 2. Research framework.

The study shown in Figure 2 employs content analysis to measure the performance of Intellectual Capital related to
Indonesian sharia banking. The components of Intellectual Capital(IC) used in this study, refers to Bontis et al.,
specifically Human Capital (HC), Relational/Customer Capital (RC), and Structural Capital (SC). Human Capital includes:
knowledge, education, skills, competencies, knowledge sharing, knowledge creation and innovation. Relational Capital
includes brand, customers, customer satisfaction, company names, distribution channels and business collaboration.
While structural capital includes business collaboration, information systems and networking. The design of the
questionnaire for this research required an extensive range of measures and items [6],

The items have been collected and adopted from the IC questionnaire developed by Bontis, originally administered in
Canada in 1998. The respondents are the directors of sharia banks located in Jakarta and Bandung. It consists of 11
sharia banks in Indonesia, with as many as 405 branches which would be targeted samples. Data will be collected by
means of a quantitative survey approach and the questionnaire will be distributed among the 250 directors of branch
offices. It is worth noting that out of 250 questionnaires sent by mail, only 120 questionnaires were returned. This meant
an extremely low response rate of only 25%. Hypothesis testing was conducted by means of data analysis SEM-AMOS 22.

RESULTS

The study was conducted by distributing questionnaires to 120 operational/branch offices of 11 Islamic banks in
Indonesia.
Table 2. Description of Statistics.

N Min Statistics Max Statistics Mean Statistics Standard Error Standard Deviation
. Statistics
Statistics
HC 120 2.8 5.0 3.705 0.0402 0.4402
SC 120 2.5 4.9 3.562 0.0385 0.4221
RC 120 3.1 5.0 3.945 0.0351 0.3843
BF 120 2.2 4.9 3.743 0.0533 0.5842
Valid N (listwise) 120

Table 2 indicates that that the average score of Islamic banks in relation to Human Capital, Structural Capital and
Customer Capital demonstrate a superior performance, with the highest value in Customer Capital and the lowest value
in Structural Capital. When examining average performance productivity, profitability and prospects are also noted to
perform relatively well.
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Measurement Model

Measurement models are part of SEM models consisting of latent variables (constructs) and several manifest
variables (indicators) that describe the latent variables. The purpose of testing is to determine how precise the manifest
variables can explain that there are latent variables.

Further testing may be performed by testing a model’s GFl (Goodness of Fit Index) and AGFI (Adjusted Goodness of Fit
Index). Theoretically, GFl and AGFI numbers ranging from O to 1, with the guidance that results related to GFl and AGFI
which are close to 1, indicate that the model is better at explaining the data. Regarding the measurement model with the
components of Intellectual Capital and performance, even when testing normality conducted univariate and multivariate,
there are several indicators that should be excluded from the model. This is due to the insignificant value of the loading
factor of 0.05 resulting in the model fit in the Confirmatory Analysis Test (CFA) not being obtained (Table 3).

Table 3. Model Fit CFA.

GFI AGFI RMSEA

HC1 0.956 0.900 0.057
HC2 0.969 0.938 0.011
HC3 0.957 0.904 0.055
SC1 0.981 0.911 0.060
SC2 0.936 0.874 0.076
SC3 0.951 0.872 0.067
RC1 0.979 0.928 0.04

RC2 0.937 0.873 0.076
RC3 0.962 0.902 0.068
PERF 0.928 0.858 0.075

Second Order Confirmatory

After confirmatory analysis is completed, seeing as so many indicators are used, the composite indicator for each
variable is tested. Therefore, the results of the calculation of the composite indicator are applied to test the Second Order
Confirmatory as shown in Figure 3 with the following results.

Based on the results obtained from the Second Order Confirmatory, as seen in the illustration above, it is known that
the model can be continued to the following stage because the model fit has been obtained from analysis of the Second
Order Confirmatory.

Structural Model

After the Second Order Confirmatory, which means the stages in the measurement models have been completed. The
subsequent stage that must be accomplished is testing the structural model. The results of the structural model test are
shown in Figure 4.
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=0,941
AGFlI =0,885
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Figure 4. Structural model of the research.
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Table 4. Regression Weights.

Estimate S.E. C.R. P

Performance Human 0.419 0.074 5.681

Performance Structural 0.086 0.072 1.189 0.234
Performance Relational 0.230 0.057 4.012

HC1 Human 0.517

HC2 Human 0.498

HC3 Human 0.316

SC1 Structural 0.466

SC2 Structural 0.529

SC3 Structural 0.609

RC1 Relational 0.319

RC2 Relational 0.393

RC3 Relational 0.191

It can be concluded from Figure 4 and Table 4 that the dimension of Intellectual Capital which has a significant
influence on the Business Performance of the company is the dimensions of Human Capital and Relational Capital.
Meanwhile, the Structural Capital dimension does not have a significant influence, given that it has a probability of 0.234
which signifies that it is greater than 0.05.

The results illustrate that from the two dimensions of Intellectual Capital (Human Capital and Structural Capital), it can
concluded that Human Capital has the greater impact on the performance of Islamic banking, with a loading factor value
of (Unstandardized=0419; Standardized=0.346) shown in Table 5.

Table 5. Standardised Regression Weights.

Estimate
Performance Human 0.346
Performance Structural 0.072
Performance Relational 0.191
HC1 Human 0.949
HC2 Human 0.962
HC3 Human 0.970
SC1 Structural 0.965
SC2 Structural 0.974
SC3 Structural 0.985
RC1 Relational 0.976
RC2 Relational 0.984
RC3 Relational 0.960

DISCUSSION

Owing to globalization, organisations are increasingly confronted with wide-reaching competition. To build and sustain
their competitive advantage, and the knowledge and expertise of an organisation, employees need to be viewed as a
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critical strategic resource. The aim and research issue of this study was to investigate the impact of the three dimensions
of Intellectual Capital on the business performance of the Islamic banking sector in Indonesia via empirical research. It
appears that the present study has several practical implications for research and practice. It creates awareness of the
status of Intellectual Capital among practitioners within the banking sector.

Human Capital has a significant effect on the performance of Islamic banking. One important key to maintaining the
quality of the performance of the Islamic banks is to develop and educate employees on an ongoing basis. The results
reveal that Human Capital has a significant effect on the financial performance of Islamic banking. This indicates that
Islamic banks have a strong commitment to improving the quality of human resources (HR). It is worth mentioning that in
relation to Islamic banking, Human Capital with tacit knowledge can create value (value creation) for banks. The essence
lies in the Human Capital intelligence officials. With creativity and intelligence, employees could undertake their work in
the best way. Due to this entire effort, employees can make Islamic banks different compared to conventional banks.

The results suggest the importance of including the human element in value creation with in the banking industry;
hence, managers in banking need to pay considerable attention to their human capital 18], This study provides
confirmatory evidence of the dominance of the Human Capital aspect on the company’s performance. We suggest that
defining Human Capital as part of Intellectual Capital assists organisations to understand how employees create value.
As individuals, employees do not meet the requirements of a strategic asset because they easily transfer from one
organisation to another. Employee productivity depends on a complex combination of factors (e.g., motivation, rewards,
skill level, experience and even emotion) and organisational support. As the result demonstrated, only Human Capital
has a positive significant effect on business performance. This is also consistent with the findings of prior studies(?-25-30],
where human resources are significantly associated with company performance.

The study has indicated that Human Capital Efficiency scores over the study period contributed approximately two
thirds to the value of Intellectual Capital. This suggests that Human Capital is a more crucial factor than Physical Capital
with respect to banks 311, The result agrees with the fact that although Physical Capital is essential for banks to operate,
it is Intellectual Capital that determines the quality of service provided to customers [7]. Therefore, managers in the
banking sector, especially in sharia banks need to pay attention to their workforce to ensure operational buoyancy.
Furthermore, Latif et al., who undertook a comparative study on Islamic and conventional banks, established a
significant association between Human Capital Efficiency and almost all variables of corporate performance, in the case
of Islamic banks, and a significant relationship between Capital Employed Efficiency and all variables of company
performance in the case of conventional banks [32]. |t means that Human Capital Efficiency is the principal predictor in
relation to the corporate performance of Islamic banks, while Capital Employed Efficiency is the primary predictor of
corporate performance in conventional banks. Additionally, the finding further reveals that only Human Capital has a
significant impact on business performance. The research concludes that there is a significant positive relationship
between Human Capital and business performance.

In contrast, structural capital does not have a significant effect on the performance of Islamic banking in Indonesia.
These results contradict the results of research conducted by Bontis in 1998, which ascertained that there is a positive
and significant relationship between structural capital with company performance 171, Moreover, this demonstrates that
the efforts of Islamic banking have not been able to codify company knowledge and further develop Structural Capital by
implementing more ideas and develop new products compared to conventional banking. The absence of a structural
influence on the performance of Islamic banking capital indicates that Structural Capital has not been able to meet the
routine banking process to produce optimal performances from banks. The reason for this could be due to the fact that
many managers in developing countries like to invest heavily in Human Capital without providing an adequate and
proportionate organisational structure and Physical Capital to work with. As a result, Structural Capital deteriorates and
leads to a reduction in the overall performance of Intellectual Capital in addition to business performance. To increase
the company's competitive advantage, it is suggested that the business increases elements of Structural Capital by
improving the information technology infrastructure by expanding the network of Automated Teller Machines (ATM), as
well as develop new products in order to have a greater impact on improving the company's performance.

The results reveal the influence of relational capital on the performance of Islamic banking. Additionally, the results
support previous research conducted by Bontis , who determined that Customer Relationship Capital in conjunction with
business performance is positive and significant [171, Islamic banking in Indonesia should begin to build relationships
with their customers to create value. It is also worth noting that strategic policies the company has initiated have begun
to create a market orientation and started to give priority to consumer satisfaction. It is essential that relationships with
consumers are maintained, and that they are involved in decision-making, as this will enable the company to achieve
success. Islamic banking should consider improving corporate performance from the perspectives of Human Capital and
relational capital, because these two variables have a significant effect on the performance of Islamic banking.

Scientifically the study contributes to existing literature regarding the performance of Intellectual Capital, specifically
concerning developing countries which have the same problem and limitations [33:34], In addition, it serves as a useful
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reference for future research especially relating to the Islamic banking sector. The current study has its limitations in
terms of its sample (only 120 respondents). Therefore, it is unfair to generalise the findings to all sharia banks; hence,
the external validity is extremely weak. This is due to the difficulty in obtaining relevant information from all the
companies. For future research, it is recommended that more companies should be used and the number of samples is
increased [39-39], Moreover, it can also compare other measures of Intellectual Capital such as the VAIC model and to
determine more valuable output.
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