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INTRODUCTION  
 

The Islamic banking industry in Indonesia has 

experienced substantial growth in recent years, 

aligned with increasing public awareness of 

ethical finance and sustainable economic 

practices. Amid global efforts to promote 

environmentally responsible development, the 

concept of a green economy has emerged as a 

strategic framework for long-term 

sustainability. Within this context, the 

implementation of green banking practices 

becomes essential, as it integrates 

environmental considerations into financial 

services and operations. In addition, effective 

human resource management and knowledge 

management are recognized as critical drivers 

in enhancing innovation capability and overall 

organizational performance in Islamic banking. 

This study focuses on examining these 

dynamics within a leading Islamic banking 

institution formed through the merger of several 

major banks in Indonesia (Sehen Issa et al., 

2022; Din et al., 2024; Niazi et al., 2023). 

  

Green banking not only focuses on 

environmentally friendly financial products, but 

also includes the implementation of efficient 

and environmentally friendly operational 

practices, including strategic human resource 

(HR) management (Jelli & Dura, 2023). Green 

banking practices are believed to contribute 

positively to enhancing bank innovation and 

competitiveness, especially in the context of 

Islamic banking. This is because the adoption 

of environmentally friendly principles requires 

banks to redesign products, services, and 

operational processes that align with 

sustainability goals. Such transformation 

encourages continuous innovation in financial 
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instruments, risk management strategies, and 

customer engagement approaches, which in 

turn fosters a more adaptive and forward-

looking organizational culture (Amuda & 

Alamri, 2024) . 

In line with that, according to (Awan et al., 

2023) the role of human resource management 

(HRM) in knowledge management in the 

Islamic banking environment is also one of the 

key aspects that can support increased 

innovation capabilities. Human resources who 

are able to manage knowledge well will be a 

strategic asset in creating innovative banking 

products and services that are relevant to 

customer needs and in accordance with sharia 

principles (Putri et al., 2024; Setyaningrum & 

Muafi, 2023; Marditama et al., 2024).  

The integration of green banking practices 

with effective human resource management 

(HRM) is increasingly recognized as a strategic 

approach to enhancing innovation and 

achieving sustainable performance in Islamic 

banking. However, previous studies have often 

examined these elements in isolation, without 

fully exploring their interconnections 

particularly how HRM can facilitate green 

initiatives and how knowledge management 

mediates these processes to influence 

innovation capability and organizational 

outcomes. This gap highlights the need for a 

more holistic analysis that incorporates green 

banking, HRM, innovation capability, and 

knowledge management in a unified model. 

Addressing this, the present study focuses on 

the case of Bank Syariah Indonesia (BSI) 

Central Java Regional Office, which faces the 

challenge of synergizing these components to 

improve performance and drive sustainable 

innovation. 

Knowledge management is becoming 

increasingly relevant in efforts to improve 

innovation capabilities, especially in the digital 

era that demands rapid adaptation to 

technological changes and market preferences 

(Uddin et al., 2023) . Knowledge management 

according to (Ahmad et al., 2023) allows banks 

to utilize knowledge spread across the 

organization to create innovative solutions that 

are not only oriented towards profit, but also 

towards environmental sustainability and 

community welfare (Susilo & Mayowan, 2024) .  

BSI in Central Java, as part of the financial 

industry committed to sharia, has a great 

opportunity to develop this practice through 

synergy between green banking and HRM 

(Mubarak et al., 2024) .From a human resource 

management (HRM) perspective, data shows 

that there are problems in the development and 

retention of employees who are competent in 

innovation and sustainability. Based on the 

2023 human resources report, the retention 

rate of employees who have special skills in 

green banking is only 60%, with a fairly high 

turnover rate in strategic positions related to 

product innovation. This is due to the lack of 

incentives for employees who have 

competencies in sustainability, as well as 

limited career opportunities in professional 

development within the organization (Misbakul 

Munir & Saputra, 2022; Migdadi, 2022). 

Furthermore, data obtained from BSI’s 

Knowledge Management System (KMS)  

shows that employee participation in sharing 

innovative knowledge is very low, with only 

30% of total employees actively using the 

platform (Liu et al., 2020; Nguyen et al., 2016). 

Of the total 10,000 innovation idea entries 

submitted through KMS over the past two 

years, only 5% were successfully implemented 

into new products or services. This low level of 

implementation reflects the existence of 

obstacles in the process of selecting and 

executing innovative ideas, which often stop at 

an early stage due to lack of management 

support and adequate resources. 

In terms of finance, although BSI is trying to 

increase the contribution of green banking 

products to total revenue, data shows that BSI's 

green financial product market share is still very 

small. In 2022, only 18% of the total financing 

portfolio was allocated to sustainability-based 

projects, with a total value of IDR 1.5 trillion 

from a target of IDR 3 trillion. Meanwhile, 

financing for non-green projects still dominates 

with a percentage of 82%, which shows that 

Islamic banking still prioritizes the traditional 

sector over environmentally-based innovation. 

However, the challenges faced in 

implementing knowledge management are not 
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simple. BSI Central Java Regional Office needs 

to overcome various obstacles, such as 

organizational culture that does not fully 

support innovation, technological limitations in 

knowledge management, and the need to 

increase HR capacity in understanding the 

importance of sustainability and innovation. In 

this context, HRM plays an important role in 

facilitating effective training, development, and 

knowledge transfer at all levels of the 

organization (Alsakarneh et al., 2024; 

Fawehinmi et al., 2020; Dakhan et al., 2020). In 

addition, there is an urgent need to strengthen 

collaboration between various internal and 

external stakeholders to support more 

innovative green banking practices (Amuda & 

Alamri, 2024) . 

 

LITERATURE REVIEW AND HYPOTHESES 

DEVELOPMENT  

 

Resource-based view  

 

The Resource-Based View (RBV) is a strategic 

management theory that posits an 

organization’s sustainable competitive 

advantage is primarily derived from its internal 

resources and capabilities, rather than from 

external market conditions (Grant, 1991). 

These resources must meet four essential 

criteria valuable, rare, inimitable, and non-

substitutable (VRIN) to provide a firm with a 

competitive edge (Wemerfelt, 1994). This 

theory provides a useful lens for understanding 

how internal capabilities such as human 

resource management (HRM), innovation 

capability, and knowledge management 

contribute to organizational performance, 

particularly in dynamic and competitive sectors 

such as Islamic banking (Pala et al., 2024; 

Albaity & Rahman, 2019). 

Within the RBV framework, human resource 

management is considered a strategic asset 

that plays a vital role in shaping organizational 

behavior and culture. Skilled, motivated, and 

committed employees are difficult to replicate, 

and their collective competence forms a 

foundation for innovation and adaptive capacity 

(Zuñiga-Collazos et al., 2020). In the context of 

green banking, HRM is instrumental in driving 

environmental initiatives by equipping 

employees with the necessary awareness, 

skills, and values to integrate sustainability into 

daily banking operations. 

Innovation capability, another key construct 

in RBV, is viewed as a dynamic capability that 

enables organizations to respond to 

environmental changes and customer 

demands through the development of new 

products, processes, or services (Roxas & 

Chadee, 2016; Nurcahyo, Anis, et al., 2024). 

Innovation is not only driven by external 

pressures but is cultivated internally through 

the organization’s ability to leverage its 

resources effectively. When green banking is 

pursued not merely as a compliance measure, 

but as a platform for innovation, it has the 

potential to enhance the bank’s reputation, 

attract environmentally conscious customers, 

and improve overall competitiveness (Mubarak 

et al., 2024). 

In this study, the RBV is applied as the 

grand theory to explain the relationships among 

green banking practices, HRM, innovation 

capability, and knowledge management in 

influencing Sharia banking performance.  

 

Green banking 

 

Green banking is a concept that is developing 

in the banking world that prioritizes the principle 

of environmental sustainability in the 

operations and products offered by banks 

(Bouteraa et al., 2020; Nawangsari & 

Sutawijaya, 2019; Din et al., 2024) . According 

to the International Finance Corporation (IFC), 

green banking not only includes reducing 

negative impacts on the environment but also 

includes proactive efforts to support projects 

that contribute to environmental conservation 

(Ahmad et al., 2023) . 

In its phenomenon, banks are expected to 

integrate environmental considerations into 

every aspect of decision making, from financing 

to daily operations (Amuda & Alamri, 2024). 

Green banking theory emphasizes the 

importance of collaboration between financial 

institutions, governments, and the private 

sector to create a financial system that 

supports sustainable development. This is in 

line with the United Nations Sustainable 
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Development Goals (SDGs), which target the 

achievement of inclusive and sustainable 

economic growth, as well as environmental 

protection (Putri et al., 2024). By implementing 

green banking practices, banks not only act as 

financial institutions, but also as responsible 

agents of social change, supporting investment 

in renewable energy, energy efficiency, and 

environmentally friendly technologies (Chen et 

al., 2022). 

 

Human resource management 

 

Human Resource Management (HRM) is a 

discipline that focuses on managing the 

workforce in an organization to achieve 

strategic and operational goals (Rimi, 2016). 

HRM covers a variety of functions, from 

recruitment, selection, training, development, 

to performance management and employee 

relations. According to Gary Dessler, an HRM 

expert, HRM is the process of planning, 

attracting, developing, and retaining individuals 

who have the right qualifications to help an 

organization achieve its goals (Henry 

Simamora, 2012). HRM theory emphasizes 

that human resources are the most important 

asset in an organization. Therefore, effective 

and efficient management of HR is the key to 

increasing productivity and competitiveness 

(Mangkunegara, 2015). 

HRM also plays a role in creating a positive 

organizational culture, where employees feel 

valued, motivated, and involved in the decision-

making process (Schulers, 2011). In addition, 

by adopting an employee-based approach, 

organizations can build innovation capabilities, 

which are essential to adapt to market changes 

and new challenges (El Badawy et al., 2018). 

In this context, HRM focuses not only on 

administrative management, but also on 

developing strategies that support the growth 

and sustainability of the organization as a 

whole. Overall, HRM plays a key role in 

creating synergy between organizational goals 

and individual employee needs (Bouteraa et 

al., 2020; Niazi et al., 2023). By prioritizing the 

development of employee skills and abilities, 

HRM can help organizations face evolving 

challenges and ensure that they remain 

relevant in a competitive market. 

 

Innovation capability 

 

Innovation capability refers to an organization's 

ability to generate new ideas and implement 

them in the form of better products, services, or 

processes (Kalmuk, 2016). This concept 

encompasses various aspects, including 

creativity, adaptability, and management of the 

resources needed to drive innovation (Tamer 

Cavusgil et al., 2003). According to Tidd and 

Bessant, innovation capability is the result of a 

combination of innovative culture, structured 

processes, and involvement of all levels in the 

organization. Organizations that have high 

innovation capabilities can more easily adapt to 

market changes, new technologies, and 

customer needs, thus being able to maintain 

their competitiveness. 

Innovation capability theory also 

emphasizes the importance of knowledge 

management and collaboration in creating an 

environment that supports innovation (Bason, 

2010). Through effective knowledge 

management, organizations can leverage 

existing experience and information to create 

innovative solutions. Collaboration between 

teams and departments also plays an important 

role, as diverse perspectives can generate 

new, more creative ideas (Sayadi; & Farzan, 

2015). In this context, support from top 

management is essential to creating a culture 

that values innovation, provides freedom to 

experiment, and allows failure as part of the 

learning process. 

Furthermore, in the ever-evolving digital 

era, innovation capabilities are becoming 

increasingly important. New technologies such 

as big data, artificial intelligence, and the 

Internet of Things (IoT) provide opportunities 

for organizations to create more sophisticated 

and efficient products and services (Cabrita, 

2009). Organizations that are able to integrate 

these technologies into their innovation 

processes can respond more quickly to market 

needs and create sustainable competitive 

advantages (Mubarak et al., 2024) . 
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Knowledge management 

 

Knowledge Management is a systematic 

process involving the collection, organization, 

storage, and dissemination of knowledge within 

an organization to improve efficiency and 

innovation (Voss, 2003) . The main purpose of 

knowledge management is to ensure that 

relevant information and valuable experiences 

are accessible to individuals or teams across 

the organization to support better decision 

making and create competitive advantage 

(Tamer Cavusgil et al., 2003) . According to 

Nonaka and Takeuchi, knowledge 

management focuses on the transformation of 

tacit knowledge (implicit knowledge held by 

individuals, such as personal skills or 

experiences) into explicit knowledge 

(documented and shareable knowledge). 

Knowledge management theory is based on 

the understanding that knowledge is a very 

important asset for organizations. There are 

two main forms of knowledge: tacit knowledge, 

which is usually intuitive and difficult to 

formalize, and explicit knowledge, which is 

easier to document, disseminate, and use by 

others (Suppiah & Sandhu, 2011). 

Organizations that are successful in knowledge 

management are able to maximize the use of 

both types of knowledge by creating processes 

that support continuous learning, collaboration 

between employees, and documentation of 

relevant knowledge (Juwaheer, 2019) . 

In the context of modern business, 

knowledge management involves the use of 

technologies such as knowledge management 

systems (KMS) to manage, store, and 

disseminate information. These technologies 

enable organizations to quickly access the 

information they need, reduce redundancy, and 

improve operational efficiency (Ali & Atan, 

2020) . In addition to technology, a culture of 

knowledge sharing within an organization is 

critical to driving innovation. Organizations that 

promote openness and collaboration among 

employees are typically better able to harness 

the full potential of their knowledge (Sarfraz et 

al., 2023) . 

 

 

Sharia banking performance 

 

Sharia Banking Performance refers to the 

operational and financial performance of 

Islamic banking institutions that operate in 

accordance with the principles of Islamic law 

(sharia) (Suseno & Muthohar, 2018) . Islamic 

banking has different characteristics from 

conventional banking, because it prioritizes 

compliance with sharia principles such as the 

prohibition of usury (interest), speculation, and 

investment in sectors that are considered 

haram according to Islamic law (Ahyani, 2021).  

Therefore, the performance of Islamic banking 

is not only measured based on financial 

performance, but also includes aspects of 

compliance with sharia and social responsibility 

in accordance with Islamic principles (Jawaid, 

2021) . 

According to the Maqashid al-Shariah 

theory, the goal of Islamic banking is to achieve 

fair social and economic welfare, which 

includes aspects of the welfare of the people, 

fairness in transactions, and equitable 

distribution of wealth (Firdaus, 2013) . The 

performance of Islamic banking is usually 

measured through several main indicators such 

as return on assets (ROA), return on equity 

(ROE), non-performing financing (NPF), and 

operational efficiency, which are also used in 

conventional banking (Mawardi, 2010). 

However, Islamic banking also measures its 

performance through sharia compliance 

indicators, which indicate the extent to which 

bank products and services comply with sharia 

rules set by the sharia supervisory board. 

Another factor that influences the 

performance of Islamic banking is the 

application of the principles of mudharabah, 

musharakah, murabahah, and other sharia-

based financing schemes (Hadjri, 2015) . The 

success of Islamic banks in managing risk 

through these products greatly affects their 

financial performance (Sehen Issa et al., 2022) 

. In addition, the performance of Islamic banks 

is also measured based on their ability to 

support sustainable and inclusive economic 

development, as well as their involvement in 

activities that contribute to corporate social 
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responsibility (CSR) in line with sharia 

principles (Yasa et al., 2017) . 

 

Green banking and innovation capability 

 

Green banking according to (Rimi, 2016) is a 

banking concept that integrates environmental 

sustainability principles into banking operations 

and services. The aim is to reduce the negative 

impact of banking activities on the environment 

by implementing environmentally friendly 

practices, both in terms of operations and in the 

products and services offered to customers 

(Aisyah, 2018) . This includes initiatives such 

as efficient energy use, carbon emission 

reduction, and digitization of services to reduce 

the use of paper and other resources. In 

addition, green banking also encourages 

financing of projects that support environmental 

conservation, such as renewable energy, 

energy efficiency, and green infrastructure 

(Bouteraa et al., 2020).  

By implementing green banking principles, 

banks not only strive to operate more efficiently 

and environmentally friendly, but also play an 

active role in supporting sustainable 

development (Amuda & Alamri, 2024) . This is 

in line with the global trend where financial 

institutions are encouraged to play a bigger role 

in addressing climate change issues by 

providing financing that supports the green 

economy (Majeed, 2022) . For Islamic banking, 

the implementation of green banking can also 

be aligned with sharia principles that 

emphasize social responsibility, justice, and the 

welfare of humanity and the environment 

(Anjum et al., 2022) .  

Innovation capability or innovation capability 

according to (Herman, 2018) refers to the 

ability of an organization to develop, adapt, and 

implement new ideas that can produce better 

products, services, or processes. In the context 

of banking, innovation capability includes the 

bank's ability to respond to changing market 

and technological needs by creating more 

efficient, secure, and sustainable financial 

solutions (Sajeda Alma'abreh et al., 2023) .  

This capability depends not only on 

technology, but also on human resource 

management, knowledge management, and an 

organizational culture that encourages 

creativity and collaboration (Santoso, 2022) . 

With strong innovation capabilities, banks are 

able to maintain their competitive advantage 

amidst increasingly fierce industrial 

competition, while meeting the demands for 

more modern and environmentally friendly 

services, such as in the implementation of 

green banking. (Bouteraa et al., 2020) . 

 

H1: Green Banking has a positive and 

significant effect on Innovation Capability 

 

Human resource management and green 

banking  

 

Human Resource Management (HRM) is a set 

of practices and policies designed to manage, 

develop, and optimize the potential of 

employees in an organization (Schulers, 2011). 

The main goal of HRM is to ensure that the 

company has a qualified, motivated workforce, 

and able to contribute maximally to achieving 

organizational goals (Rehman et al., 2021). 

HRM includes various functions, such as 

recruitment, selection, training and 

development, performance management, 

compensation, and employee relationship 

management (Cabello, 2011) . Human 

Resource Management (HRM) plays a pivotal 

role in fostering organizational transformation, 

especially in aligning operational goals with 

sustainability objectives such as Green 

Banking (Niazi et al., 2023). Through strategic 

HRM practices such as recruitment of 

environmentally conscious employees, 

sustainability-focused training, and 

performance-based incentives organizations 

can cultivate a workforce that is both aware of 

and committed to green principles (Tirno et al., 

2023; Herder, 2024). In the context of Islamic 

banking, where ethical values are central, 

integrating green awareness into HR policies 

strengthens the alignment between religious 

principles and environmental responsibility. 

 

H2: HRM has a positive and significant 

effect on Green Banking 
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Human resource management and 

innovation capability 

 

In the context of green banking, HRM 

according to (Anwar & Jati, 2023) is 

responsible for ensuring that employees have 

a deep understanding of the importance of 

environmental sustainability as well as the skills 

needed to support green banking practices. 

HRM can design training and development 

programs that focus on green initiatives, such 

as energy efficiency, waste management, and 

the use of digital technology to reduce 

environmental impacts (Amuda & Alamri, 2024; 

Jermsittiparsert, 2021; Tirno et al., 2023). On 

the other hand, HRM plays a role in enhancing 

innovation capability by creating a work 

environment that encourages creativity, 

collaboration, and effective knowledge 

management (Alsakarneh et al., 2024) . By 

adopting HRM strategies that support 

innovation, such as digital skills development, 

leadership programs, and providing incentives 

for innovation, employees can be encouraged 

to contribute to creating new products and 

services that are relevant to market needs and 

in accordance with green banking principles 

(Awan et al., 2023) . 

 

H3: HRM has a positive and significant 

effect on Innovation Capability 

 

Human resource management and 

knowledge management  

 

HRM plays a role in managing employee 

potential and competence so that they are able 

to manage and utilize knowledge effectively 

(Nurcahyo, 2024) . In knowledge management, 

HRM ensures that knowledge possessed by 

individuals or groups within the organization 

can be transferred, stored, and accessed by all 

employees, thereby encouraging innovation 

and productivity (Uddin et al., 2023). This 

process can be facilitated through training, 

competency development, and the creation of 

a collaborative knowledge sharing system. 

With good HRM support, Islamic banks are 

able to utilize knowledge related to Islamic 

financial products, regulations, and market 

trends to improve services and 

competitiveness (Salman & Hamid, 2018) . 
Human Resource Management (HRM) is a 

critical enabler of effective Knowledge 

Management (KM) within organizations. By 

strategically managing human capital, HRM 

ensures that the right people are recruited, 

trained, and motivated to create, share, and 

apply knowledge (Liu et al., 2020). HR policies 

that emphasize continuous learning, 

mentoring, and knowledge-sharing culture 

serve as the backbone for successful KM 

implementation(Ramles & Br Perangin Angin, 

2024). Especially in knowledge-intensive 

industries like banking, HRM must proactively 

facilitate an environment where tacit and 

explicit knowledge can be effectively captured 

and utilized. 

In this context, HRM influences Knowledge 

Management through the development of 

systems and structures that support learning 

and collaboration (Al Taweel & Al-Hawary, 

2021). Initiatives such as team-based projects, 

cross-functional training, internal workshops, 

and reward systems for knowledge sharing all 

contribute to building a knowledge-centric 

organization. 

 

H4: HRM has a positive and significant 

effect on Knowledge Management. 

 

Human resource management and 

sharia banking performance  

 

In sharia banking performance, HRM also plays 

a role in creating human resources that are 

able to implement sharia principles well. HRM 

needs to ensure that employees understand 

the sharia aspects in every product and service 

offered, and have integrity and commitment to 

sharia values (Iryani & SF, 2021). Effective 

human resource management can improve the 

quality of service, operational efficiency, and 

innovation capabilities of sharia banks. In 

addition, HRM can contribute to strengthening 

a work ethic that is in accordance with the 

principles of justice and social responsibility 

which are the core of sharia banking, so that it 

ultimately encourages an increase in the bank's 

financial performance and overall reputation 
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(Ahmmed, 2018). In Sharia banking, 

performance is not only measured by 

profitability but also by compliance with Islamic 

ethics, customer trust, and social responsibility 

(Lubis et al., 2023). Therefore, HRM must go 

beyond traditional roles and actively cultivate a 

workforce that is knowledgeable in Sharia 

principles, customer-oriented, and committed 

to ethical banking practices (Nurcahyo, 

Ferdianto, Kusumawati, 2024). 

Effective HRM in Sharia banking involves 

tailored strategies such as specialized training 

in Islamic finance, leadership development 

rooted in Islamic values, and performance 

appraisal systems that reward both 

competence and integrity. When HRM is 

strategically aligned with the objectives of 

Sharia banking, it leads to increased employee 

motivation, service quality, and operational 

efficiency. These outcomes directly contribute 

to improved financial performance, customer 

satisfaction, and public trust in Islamic banking 

institutions (Masruki et al., 2020). 

 

H5: HRM has a positive and significant 

effect on Sharia Banking Performance 

 

Innovation capability and knowledge 

management  

 

Innovation capability plays an important role in 

improving sharia banking performance. 

Innovation capability according to (Kalmuk, 

2016) reflects the ability of sharia banks to 

generate new ideas and adapt them into 

products or services that meet customer needs 

while still complying with sharia principles 

(Haryadi et al., 2024; Ali, 2021) . Sharia banks 

that have high innovation capabilities will find it 

easier to adapt to changes in regulations, 

technology, and consumer preferences. This 

allows banks to create unique and competitive 

financial products, such as sharia-based 

financing that supports sustainability or halal 

investment products, thereby increasing 

market attractiveness and performance 

(Suseno & Muthohar, 2018) . 

Meanwhile, knowledge management 

according to (Sayadi; & Farzan, 2015) plays a 

key role in facilitating innovation and improving 

the performance of Islamic banking. Effective 

knowledge management ensures that 

information, experience, and insights held by 

employees can be accessed and used by the 

entire organization (Julia & Kassim, 2020) . 

Through knowledge management, Islamic 

banks can utilize knowledge of sharia 

regulations, risk management, and market 

trends to create more innovative solutions that 

are in line with customer needs (Nart et al., 

2024). In addition, knowledge management 

encourages internal collaboration between 

various departments, which in turn accelerates 

the innovation process and improves 

operational efficiency (Voss, 2003) . 

With synergy between innovation 

capabilities and knowledge management, the 

performance of Islamic banking can be 

significantly improved. (Alma et al., 2024) . 

Islamic banks that are able to manage 

knowledge effectively and encourage 

innovation will be more competitive in the 

market, increase customer loyalty, and 

maintain sustainable financial growth in 

accordance with sharia principles (Haque et al., 

2024) . 

 

H6: Innovation Capability has a positive 

effect on Sharia Banking Performance 

 

Knowledge management and sharia 

banking performance 

 

Knowledge Management (KM) has become a 

vital strategic tool in enhancing Sharia banking 

performance, especially in today’s dynamic and 

competitive financial landscape (Liu et al., 

2020). In Islamic banking, performance is not 

solely defined by financial metrics, but also by 

adherence to Sharia principles, customer trust, 

and the institution’s ability to offer innovative, 

ethical financial solutions (Ganguly et al., 

2019). Through effective KM, banks can 

systematically capture, store, and disseminate 

both tacit and explicit knowledge related to 

Sharia compliance, risk management, and 

Islamic financial products. 
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In practice, Knowledge Management 

enables Islamic banks to improve operational 

efficiency, service quality, and decision-making 

processes (Nurcahyo, Nurani, Thoha, Jayanti, 

2024). By leveraging internal expertise and 

organizational learning, KM supports 

continuous improvement and institutional 

innovation. For example, when knowledge 

about customer preferences, product 

performance, and regulatory updates is 

effectively shared across departments, banks 

can respond more quickly and accurately to 

market demands while maintaining compliance 

with Islamic financial standards (Sudarti & 

Fachrunnisa, 2022). 

Furthermore, KM fosters collaboration and 

cross-functional synergy, which are essential in 

ensuring that all aspects of the bank's 

Table 1.  

Operational definition and indicators 
 

No. Variables Indicator 

1 Green Banking 

Green banking is a concept that is developing 

in the banking world that prioritizes the 

principle of environmental sustainability in the 

operations and products offered by banks  

(Bouteraa et al., 2020) . 

- Environmentally Friendly Resource 

Management 

- Green Financial Products Development 

- Compliance with Environmental Regulations 

- Commitment to Environmentally Based 

Corporate Social Responsibility (CSR) 

(Julia & Kassim, 2020) 

 

2 HRM 

HRM theory emphasizes that human 

resources are the most important asset in an 

organization. Therefore, effective and efficient 

management of HR is the key to increasing 

productivity and competitiveness 

(Mangkunegara, 2015) . 

 

- Performance, 

- Award, 

- Job satisfaction itself 

- Accountability 

- Development opportunities 

(Mangkunegara, 2015) 

3 Knowledge Management 

Knowledge Management is a systematic 

process that involves collecting, organizing, 

storing, and disseminating knowledge within 

an organization to improve efficiency and 

innovation (Voss, 2003) . 

 

 

- Use of knowledge, 

- Share knowledge, 

- Reflection of knowledge, 

- Identification of knowledge 

(Voss, 2003) 

4 Innovation Capability  

Innovation capability refers to an 

organization's ability to generate new ideas 

and implement them in the form of better 

products, services or processes (Kalmuk, 

2016) . 

- Invention, namely the creation of a new 

product, service, or process that has never 

been done before. 

- The proportion of firms in an industry that 

introduce new products and processes 

- The ability to apply creativity in order to solve 

problems 

(Bason, 2010) 

 

5 Sharia Banking Performance 

Sharia Banking Performance refers to the 

operational and financial performance of 

Islamic banking institutions that operate in 

accordance with the principles of Islamic law 

(sharia)  

(Suseno & Muthohar, 2018) . 

- Customer Service Quality 

- Compliance with Sharia Principles 

- Digital Service Efficiency 

- Sharia Product Innovation 

- Customer Trust Level 

- Social Performance (Sharia CSR) 

(Jawaid, 2021) 
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operations ranging from product development 

to customer serviceare aligned with both 

business goals and Sharia values (Alma’abreh 

et al., 2023; Kim et al., 2020; Konno & Schillaci, 

2021). This integrated approach not only 

enhances competitiveness but also builds 

stakeholder trust. As a result, effective 

Knowledge Management becomes a 

cornerstone in driving sustainable and ethical 

performance in Sharia banking institutions. 

 

H7: Knowledge Management has a positive 

effect on Sharia Banking Performance 

 

METHODS  

 

Population and sample 

 

In a study conducted at PT Bank Syariah 

Indonesia (BSI) Central Java Regional Office 

with a population of 285 employees, the 

researcher used a sampling technique with the 

saturated sample method. According to 

Sugiyono (2018), saturated samples are used 

when researchers do not want to make broader 

generalizations, but instead focus on the entire 

population in the study. 

 

Data collection and analysis process 

 

In this study, the data collection process was 

carried out using a survey method with a 

questionnaire as the main instrument. The 

questionnaire was designed to measure the 

variables studied, such as Green Banking 

Practices, Human Resource Management, 

Innovation Capability, Knowledge 

Management, and Sharia Banking 

Performance. Each item in the questionnaire 

was arranged in the form of a closed statement 

with a 5-point Likert scale, which gave 

respondents choices ranging from "strongly 

disagree" to "strongly agree." The data 

obtained from the questionnaire were then 

analyzed using the Structural Equation 

Modeling-Partial Least Squares (SEM-PLS) 

technique. SEM-PLS is a statistical analysis 

method used to test the relationship between 

latent variables and indicator variables 

simultaneously (Hair, 2017) . This method was 

chosen because SEM-PLS is able to handle 

models with complex latent variables, and does 

not require strict data distribution assumptions, 

making it suitable for research with a large 

sample size. 

 

RESULTS AND DISCUSSION 

 

Outer model  

 

The outer model in this study describes the 

relationship between latent variables and the 

indicators that measure them. In the context of 

SEM PLS, the outer model functions to 

determine the extent to which the indicators are 

able to reflect the latent variables studied (Hair, 

2017). This study will evaluate the quality of 

measurement of latent variables by examining 

the factor loading of each indicator, as well as 

its validity and reliability. This process involves 

statistical analysis to ensure that each indicator 

significantly and consistently represents the 

latent variable in question, so that the resulting 

model has high validity and can be relied on to 

measure the relationship between variables in 

this study. 

This study uses Partial Least Square (PLS) to 

analyze and evaluate the validity and reliability 

of the model construct using Smart PLS. 

SmartPLS is conducted to test the Outer Model 

and Inner Model of the study. The outer model 

test is conducted to see the validity and 

reliability of an indicator and variable in the 

study (Hair, 2017). This can be seen based on 

3 categories, namely (1) Convergent Validity 

which consists of an outer loading value with a 

value> 0.7 and an AVE value> 0.5. (2) Internal 

Consistency which is seen based on the 

Cronbach's alpha value > 0.7 and Composite 

Reliability with criteria> 0.7. (3) Discriminant 

Validity which is seen based on the Fornell-

Lacker value where the root of the AVEsquare 

value (diagonal) is greater than all other 

variable values and HTMT ( heterotrait-

monotrait correlation ratio) is less than 1. 

Based on the provisions, the indicators and 

variables in this study can be said to be valid 

and reliable. 
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Inner model 

 

The inner model in this study explains the 

structural relationship between the latent 

variables studied in the research framework. 

This model describes how the latent variables 

interact and influence each other, and identifies 

the causal pathways in the research model. 

Using SEM PLS, the inner model analysis will 

be conducted to test the strength and direction 

of the relationship between variables, and to 

measure the direct and indirect effects between 

these variables.  

The results of hypothesis testing using the SEM 

PLS method, where each relationship between 

variables is tested using the T-statistic and P-

value to see the significance of the influence. 

The following is an explanation per hypothesis 

based on the Table 3. 

 

The influence of HRM on green banking 

 

The T-statistic value of 8.853 and P-value of 

0.000 indicate that Human Resource 

Management (HRM) has a significant effect on 

Green Banking. This shows that good human 

resource management can support the 

implementation of green banking practices in 

Islamic Banks (Banerjee, 2001). Effective 

human resource management can increase 

employee awareness and skills regarding 

environmentally friendly practices (Rath, 2015); 

Table 2.  

Measurement evaluation models 

 

Latent 

Variables 

Convergent Validity 
Internal Composite 

Reliability 

Discriminant 

Validity 

Indicators 
Loading AVE CR CA HTML 

> 0.70 >0.50 >0.70 >0.70 < 1 

Green 

Banking 
GB.1 0.723    

YES 
GB.2 0.711 0.735 0.777 0.720 

GB.3 0.881    

GB.4 0.765    
 

HRM 

 

HRM.1 

 

0.747     

 

 

 

YES 

HRM.2 0.767    

HRM.3 0.856 0.754 0.885 0.741 

HRM.4 0.814    

HRM.5 0.764    

Knowledge 

Management 
KM.1 0.846    

YES 

KM.2 0.766 0.812 0.832 0.876 

KM.3 0.883    

KM.4 0.937    

Innovation 

Capability 
IC.1 0.854    

YES 

IC.2 0.778 0.802 0.712 0.833 

IC.3 0.880    

Sharia 

Banking 

Performance  

SBP.1 0.746    

YES  

SBP.2 0.823 0.718 0.886 0.830 

SBP.3 0.763    

SBP.4 0.755    

SBP.5 0.888    

SBP.6 0.764    
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(Din et al., 2024). Structured training programs, 

developing an environmentally conscious 

organizational culture, and providing incentives 

to employees who support green initiatives can 

strengthen the bank's commitment to 

implementing Green Banking (Alsakarneh et 

al., 2024). In addition, good HRM also plays a 

role in encouraging proactive behavior from 

employees to innovate and seek more 

environmentally friendly solutions in daily 

banking activities (Haque et al., 2024). Thus, 

effective HRM at PT BSI supports the 

implementation of Green Banking practices by 

ensuring employees have the knowledge, 

skills, and motivation needed to consistently 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 1. 
Results 

 

Table 3.  

Hypothesis testing 
 

 
Original 
Sample 

Sample 
Mean 

Standard 
Deviation 

T-Statistic P-Value 

Green Banking > 
Innovation 
Capability 

0.424 0.427 0.105 4.025 0.000 

HRM > Green 
Banking 

0.632 0.639 0.071 8,853 0.000 

HRM> Innovation 
Capability 

0.443 0.439 0.102 4.335 0.000 

HRM> Knowledge 
Management 

0.830 0.834 0.032 26.111 0.000 

HRM> Sharia 
Banking 
Performance 

0.185 0.194 0.055 3.372 0.000 

Innovation 
Capability> Sharia 
Banking 
Performance 

0.106 0.119 0.119 0.889 0.187 

Knowledge 
Management> 
Sharia Banking 

0.733 0.714 0.153 4,801 0.000 
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carry out green banking practices (Awan et al., 

2023). 

 

The influence of HRM on innovation 

capability 

 

T-statistic of 4.335 and P-value of 0.000 

indicate that HRM also has a significant 

influence on Innovation Capability. In other 

words, effective HR management can improve 

innovation capability in Islamic banks. Effective 

human resource management, such as 

continuous training, skills development, and 

talent management, directly contribute to 

improving innovation capabilities in banks 

(Alsakarneh et al., 2024; Niazi et al., 2023) . 

When employees feel empowered and 

supported by management, they are more 

likely to generate new and creative ideas that 

can be implemented in bank operations. This 

means that good HRM not only improves 

individual performance but also encourages 

innovation that has an impact on the 

competitiveness of banks in the Islamic 

banking industry (Uddin et al., 2023). In other 

words, the better the HR management, the 

higher the level of innovation capabilities in PT 

BSI, which ultimately contributes to the growth 

and success of the bank amidst market 

competition.  

In addition to contributing to improving 

individual performance, the influence of HRM 

on Innovation Capability also creates a work 

environment that is conducive to creativity 

(Putri et al., 2024) . When HR is well managed, 

employees are given space and opportunity to 

experiment with new ideas, and feel supported 

in facing innovation challenges (Nawangsari & 

Sutawijaya, 2019). This improves problem-

solving skills and encourages the creation of 

creative solutions that can be applied in Islamic 

banking operations. Furthermore, good HR 

management also allows for more efficient 

cross-functional collaboration, so that 

innovative ideas do not only come from one 

part, but from various divisions within the 

organization (Niazi et al., 2023) . 

 

 

The influence of HRM on knowledge 

management 

 

The test results show a very high T-statistic 

value, which is 26.111, and a P-value of 0.000. 

This indicates that HRM has a very significant 

influence on Knowledge Management. Good 

HR management will have a very positive 

impact on how knowledge is managed in an 

organization (Nart et al., 2024) . Good HR 

management encourages the creation of a 

knowledge-sharing culture. When HR is 

managed optimally, employees feel supported 

to share experiences, insights, and information 

openly, both formally through training and 

seminars, and informally through daily 

communication (Sarfraz et al., 2023; Julia & 

Kassim, 2020) . This helps in accumulating and 

distributing relevant knowledge to all staff, 

which ultimately strengthens the organization's 

ability to respond to change and face existing 

challenges (Anjum et al., 2022) . Furthermore, 

HRM strategies such as ongoing training and 

professional development programs ensure 

that knowledge is not only managed effectively 

but also updated in accordance with industry 

developments (Din et al., 2024). By improving 

employees' ability to manage information and 

integrate knowledge into daily tasks, Bank 

Syariah Indonesia is able to optimize decision-

making and improve operational efficiency. 

Effective knowledge management also allows 

banks to be more responsive to innovation and 

market changes, which are important in 

maintaining competitiveness in the Islamic 

banking industry. 

 

The influence of HRM on sharia banking 

performance 

 

With a T-statistic of 3.372 and a P-value of 

0.000, these results indicate that HRM has a 

significant influence on Sharia Banking 

Performance. Good HR management will 

contribute to improving the performance of 

Islamic banks (Awan et al., 2023) . Good HRM 

focuses on employee skill development, talent 

management, and increasing motivation and 

job satisfaction (Zuñiga-Collazos et al., 2020) . 

When employees are equipped with the right 
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skills and supported by strategic management, 

they are able to make a greater contribution to 

the operational efficiency and service quality of 

the bank. This has a direct impact on improving 

bank performance, such as increasing 

profitability, customer satisfaction, and 

compliance with sharia principles (Bouteraa et 

al., 2020; Ahmad et al., 2023; Nurcahyo et al., 

2024) . In addition, strong HRM helps build a 

collaborative and innovative work culture, 

where employees are encouraged to continue 

innovating and contributing to improving 

business processes. With the support of good 

HR management, employees feel more 

motivated to achieve organizational targets and 

goals, so that the overall performance of 

Islamic banks increases (Haque et al., 2024) . 

High employee involvement and strategic HR 

management not only increase productivity, but 

also support the achievement of the bank's 

long-term goals in maintaining competitiveness 

in the Islamic banking industry. 

 

The influence of innovation capability on 

sharia banking performance 

 

T-statistic of 1.318 and P-value of 0.187 

(greater than 0.05), indicating that Innovation 

Capability does not have a significant influence 

on Sharia Banking Performance. This indicates 

that increasing innovation capability in Islamic 

banks does not directly impact banking 

performance. Although innovation capability is 

an important factor in developing more 

competitive products and services, these 

results suggest that existing innovations may 

not be sufficient to directly affect the overall 

performance of banks. Some factors that may 

explain this are that the innovations produced 

may still be in the development stage. early or 

not fully integrated into the bank's operational 

strategy effectively. 

In addition, innovation takes time to be fully 

implemented and start to have an impact on 

bank performance. There may also be other 

factors, such as operational efficiency, 

customer satisfaction, or risk management, that 

play a greater role in determining Islamic 

banking performance than direct innovation 

capabilities. However, this does not mean that 

innovation is not important, but rather that more 

focused efforts are needed to ensure that 

innovation can be implemented more 

effectively and measurably in supporting 

Islamic bank performance. 

 

The influence of knowledge 

management on sharia banking 

performance 

 

T-statistic of 4.801 and P-value of 0.000 

indicate that Knowledge Management has a 

Table 4. 

Testing of mediation effects 

 

 
Original 
Sample 

Sample 
Mean 

Standard 
Deviation 

T-
Statistic 

P-Value 

HRM > Green Banking 
> Innovation Capability 

0.268 0.274 0.080 3.347 0.000 

Green Banking> 
Innovation Capability> 
Sharia Banking 
Performance 

0.045 0.051 0.055 0.815 0.208 

HRM > Green Banking 
> Innovation Capability 
> Sharia Banking 
Performance 

0.028 0.032 0.034 0.826 0.204 

HRM> Innovation 
Capability> Sharia 
Banking Performance 

0.047 0.049 0.050 0.945 0.173 

HRM>Knowledge 
Management>Sharia 
Banking Performance 

0.609 0.598 0.138 4.404 0.000 
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significant influence on Sharia Banking 

Performance. This shows that good knowledge 

management can contribute to improving the 

performance of Islamic banks. Good 

Knowledge Management includes the process 

of creating, storing, distributing, and utilizing 

knowledge within an organization (Kim & Jung, 

2022) . When knowledge is managed well, 

employees have access to relevant and up-to-

date information, which can be used to improve 

service quality, operational efficiency, and 

better decision-making (Sharit et al., 2008; 

Alma'abreh et al., 2023). This allows banks to 

be more adaptive to changes in the market, 

regulations, and customer needs. In the context 

of Islamic banking, good knowledge 

management is also important to ensure that all 

procedures and products offered are in 

accordance with Islamic principles (Bouteraa et 

al., 2020). By utilizing knowledge management 

effectively, banks can increase innovation, 

accelerate problem-solving processes, and 

improve overall performance. Therefore, good 

knowledge management not only increases 

competitiveness but also contributes to the 

achievement of the bank's financial and 

operational targets, as well as advancing the 

bank's reputation as a trusted and Islamic-

compliant financial institution (Julia & Kassim, 

2020). 

Based on the results of the mediation effect 

test in the table, there are several important 

findings related to the mediation effect between 

the variables that affect Sharia Banking 

Performance at PT Bank Syariah Indonesia, 

Central Java Regional Office. First, the 

relationship between HRM (Human Resource 

Management) and Green Banking through 

Innovation Capability shows a significant effect. 

With a T-statistic value of 3.347 and a P-value 

of 0.000, it can be concluded that Innovation 

Capability effectively mediates the relationship 

between HRM and Green Banking. This means 

that good human resource management can 

improve innovation capabilities in banks, which 

ultimately play a role in supporting green 

banking practices (Ahmar et al., 2024; Anjum et 

al., 2022; Niazi et al., 2023) . 

However, in the relationship between Green 

Banking and Sharia Banking Performance 

through Innovation Capability, the test results 

show that the mediation effect is not significant, 

with a P-value of 0.208 and 0.204. Although 

Green Banking practices are expected to be 

able to encourage innovation that supports 

improved banking performance, in this study, 

the relationship was not strong enough. This 

indicates that other factors may be more 

important in bridging the influence of Green 

Banking on bank performance, or perhaps the 

innovation resulting from Green Banking is not 

yet mature enough to have a direct impact on 

Islamic banking performance (Moraes et al., 

2019; Julia & Kassim, 2020; Sehen Issa et al., 

2022). 

Furthermore, testing the influence of HRM 

on Sharia Banking Performance through 

Innovation Capability also did not show 

significant results, with a P-value of 0.173. This 

shows that although HRM is able to encourage 

innovation, the innovation does not directly 

contribute to improving the performance of 

Islamic banking. This could be caused by 

several things, such as the implementation of 

innovation that is still in the early stages or 

other factors that prevent innovation from 

having a direct impact on bank performance. 

External factors such as regulation or market 

conditions may also play a role in slowing down 

the effects of innovation on bank performance. 

Finally, the relationship between HRM and 

Sharia Banking Performance through 

Knowledge Management shows a very 

significant influence, with a T-statistic of 4.404 

and a P-value of 0.000. This indicates that 

Knowledge Management plays a key role as a 

mediator in the relationship. Good knowledge 

management allows banks to utilize human 

resources more effectively, improve 

collaboration, and ensure that the necessary 

knowledge is available to support strategic 

decisions (Wikaningrum & Kartikasari, 2023; 

Faeni, 2024; Ahmad et al., 2023) . Ultimately, 

good knowledge management contributes to 

improving Sharia Banking Performance, 

making banks more competitive in the midst of 

market competition and ensuring that bank 

operations remain in accordance with sharia 

principles. 
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CONCLUSION 

 

Based on the quantitative results, it can be 

concluded that the internal strengthening of 

Human Resource Management is a key driver 

of sustainability and innovation within Islamic 

banking institutions. Although Green Banking 

practices are important, their isolated 

implementation does not significantly improve 

performance unless supported by strategic 

organizational capabilities. The insignificant 

mediating role of Innovation Capability 

suggests that innovation efforts alone are 

insufficient unless they are deeply integrated 

into core operational and strategic frameworks. 

Conversely, the significant mediating effect of 

Knowledge Management justifies its role as a 

catalyst that enables HRM to influence 

performance. This demonstrates that 

organizations that systematically manage 

knowledge are more capable of aligning 

resources, enhancing internal collaboration, 

and executing strategies effectively, thereby 

achieving better banking performance. 

Therefore, future strategic planning should 

prioritize the integration of knowledge-driven 

HRM policies to achieve sustainable 

competitiveness in Islamic banking. Although 

Innovation Capability is not a significant 

mediator, other results show that Knowledge 

Management mediates the relationship 

between HRM and Sharia Banking 

Performance very well. Effective knowledge 

management has been shown to improve 

banking performance through optimal 

utilization of human resources. This indicates 

that when an organization is able to manage 

knowledge well, internal collaboration can be 

improved and more appropriate strategic 

decision making can be done, which ultimately 

contributes to better Islamic banking 

performance. 

On the other hand, the mediation of 

Innovation Capability on the relationship 

between HRM and Sharia Banking 

Performance is not significant, indicating that 

the innovation produced has not had a direct 

impact on performance. Although HRM is 

proven to improve innovation capability, 

external factors or the early stages of 

innovation development may inhibit its impact 

on sharia banking performance. Overall, the 

role of HRM and Knowledge Management is 

proven to be very important, while Green 

Banking and Innovation Capability require 

further strengthening to be able to provide a 

more significant influence on sharia bank 

performance. 

 

Practical implications 

 

The findings of this study suggest that Islamic 

banking institutions, particularly PT Bank 

Syariah Indonesia, should place greater 

emphasis on building a knowledge-driven 

culture supported by effective human resource 

management practices. Enhancing employee 

competencies and fostering innovation should 

be prioritized to enable responsiveness to 

market changes and sustainability challenges. 

Additionally, the development of a 

comprehensive innovation ecosystem is 

essential, as Innovation Capability alone has 

not shown a direct impact unless embedded in 

a broader strategic framework. Green Banking 

initiatives, while essential, must be 

accompanied by structured programs and 

internal alignment to effectively support 

performance improvement. 

 

Managerial implications 

 

From a managerial perspective, the study 

underscores the need for leaders in Islamic 

banking to adopt integrative strategies that 

connect HRM policies with knowledge 

management systems. Managers should 

design training and development programs not 

only to enhance skills but also to promote 

innovation and environmental awareness. 

Since Knowledge Management has been 

proven to significantly mediate the effect of 

HRM on performance, it is critical for 

management to invest in knowledge-sharing 

platforms, documentation systems, and 

collaborative tools. Furthermore, the 

implementation of Green Banking should be 

strengthened through clear policies and cross-

departmental coordination, ensuring that 

sustainability becomes an embedded value 
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across organizational processes and decision-

making. 

 

Limitations 

 

The limitation of this study lies in the limited 

population coverage of PT Bank Syariah 

Indonesia, Central Java Regional Office, so the 

results may not fully describe the condition of 

Islamic banking nationally. In addition, the data 

collection method using questionnaires may 

contain respondent bias, such as the tendency 

to provide answers that are considered the 

safest or according to expectations. Finally, 

although the research model use s SEM PLS 

for statistical analysis, there are limitations in 

measuring the long-term impact of Green 

Banking and Innovation Capability on Sharia 

Banking Performance, so further research is 

needed to explore these aspects more deeply. 
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