
Citation: Ivascu, L.; Ali, W.; Khalid,

R.; Raza, M. The Impact of

Competitive Strategies on

Performance of Banking Sector; The

Mediating Role of Corporate Social

Responsibility and Operational

Excellence. Energies 2023, 16, 297.

https://doi.org/10.3390/en16010297

Academic Editor: Fausto Cavallaro

Received: 6 October 2022

Revised: 12 December 2022

Accepted: 20 December 2022

Published: 27 December 2022

Copyright: © 2022 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

energies

Article

The Impact of Competitive Strategies on Performance of
Banking Sector; The Mediating Role of Corporate Social
Responsibility and Operational Excellence
Larisa Ivascu 1 , Waqas Ali 2 , Rimsha Khalid 3 and Mohsin Raza 3,*

1 Management Department, Politehnica University of Timisoara, 300006 Timisoara, Romania
2 Mirpur University of Science and Technology, Mirpur AJ&K, New Mirpur City 10250, Pakistan
3 Faculty of Hospitality and Tourism, Prince of Songkla University, Phuket Campus, Phuket 83120, Thailand
* Correspondence: mohsinraza006@gmail.com

Abstract: This study examined the mediating role of corporate social responsibility practices and the
nexus between the operational excellence of competitive strategies, and performance, for Islamic
banks operating in Pakistan. Particularly, two competitive strategies, namely, the cost-sensitive strat-
egy and the differentiation strategy were considered. This study employed a structured questionnaire
to collect the data from 512 respondents (361 from fully-fledged Islamic banks, FFIBs, and 151 from
Islamic window banks, IWBs). A partial least square–structural equation modeling approach was
employed to test the hierarchal component model. As a robustness check, the Gaussian copula
approach was used to address the endogeneity issue, and the Partial least square prediction-oriented
segmentation approach was adopted to explore the unobserved heterogeneity. The findings showed
evidence of complementary partial mediation between competitive strategies and bank performance,
channeled through operational excellence. However, corporate social responsibility (CSR) practices
partially mediated the relationship between cost-sensitive strategy and bank performance. This study
is worthwhile for managers, policy makers and regulatory authorities concerned with religiously
conscious corporations.

Keywords: competitive strategies; CSR practices; fully-fledged Islamic banks; Islamic window banks;
operational excellence; performance

JEL Classification: M10; M14; L10; G21

1. Introduction

Research on competitive strategies enhancing or impeding bank performance remains
an extensively debated issue, both among academics and policymakers [1–4], among others.
The extant literature has documented two contending strands regarding the nexus between
competition and bank performance: the competition–fragility view and the alternative
competition–stability view. Abedifar, et al. [5] provided theoretical arguments on the
competitive performance nexus in the case of a dual banking system. They argued that
competitive pressure might be less for Islamic banks than it is for its conventional coun-
terparts because Muslims with religious concerns would prefer Islamic to conventional
finance. However, other Muslims are expected to be indifferent between the two systems.

Moreover, in the specific case of the Islamic banking industry, there is a unique
competition–performance nexus between fully-fledged Islamic banks (FFIBs) and Islamic
window banks (IWBs) [1,6]. The findings of Ali, et al. [1] revealed that Islamic window
banks and fully-fledged Islamic banks compete with one another using the same tactics.
The current study was particularly motivated by the recent research call in literature that
CSR practices may differentiate firms from their competition by building reputation and
gaining support from stakeholders, and, hence, enhance performance [1,7].
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Our study is an attempt to test the mediating role of CSR practices and OE of the nexus
between competitive strategies and performance in the context of the Islamic banking
industry in Pakistan. OE practices play an important role, because OE practices help in
the efficient use of resources in business operations so as to improve quality, productivity,
and competitive position in the market [8]. Moreover, this study also contributes to
emerging Islamic banking literature by exploring the intervening role of OE practices
between competitive strategies and bank performance.

In this regard, we argue that Islamic banks might use corporate social responsibility
(CSR) practices and operational excellence (OE) as tools to improve performance by taking
competitive advantage in Islamic banking. CSR activities can help businesses stand out
from rivals by establishing a reputation and gaining support from stakeholders, which,
in turn, improves performance [7]. Firms around the globe are keen to implement CSR
practices and a remarkable amount of progress has been made in the improvement of
CSR practices, especially in developed economies [9]. Despite the growing progress and
improvement in CSR practices in the developed countries, it is equally important for
developing countries. This is because the social, political, cultural, corporate and economic
conditions are quite different in developing countries compared to those in developed
countries [10]. More recently, Lui, et al. [11] documented that Islamic banks disclose a
higher level of CSR practices than conventional banks, which, thereby, may enhance the
performance of Islamic banks.

When considering Porter’s generic theory and resource-based view, competitive strate-
gies are always at the top, but they still need support in the shape of practices to enhance
performance and gain the competitive edge [12]. The purpose of this current study was to
investigate the following: First, the mediating role of CSR practices between competitive
strategies and performance. We proposed that CSR practices, as long-term practices, had
long-term sustainability. Second, the mediating mechanism of operational excellence be-
tween competitive strategies and performance. We proposed that operational excellence
practices, as short-term practices, enhanced short term performance. Third, this study
contributes methodologically. by using a more robust analysis method, with a disjoint two
stage approach, for the assessment of an hierarchal component model, which is further
explained in the results section [13].

The remainder of the essay is structured as follows. A review of related literature is
presented in Section 2. Section 3 presents the data and methodology. Section 4 discusses
the empirical results, followed by discussion and concluding remarks in Section 5.

2. Literature Review
2.1. Theoretical Background

This study was primarily based on the theoretical premise of the Porter [12] generic
theory. These generic strategies gained ample scholarly attention and remain most exten-
sively cited and tested [14]. Cost-sensitive strategy (CSS) and differentiation strategy (DS),
two of Porter’s competitive strategies, are a set of decisions and activities that managers
take to enable businesses to improve performance [12]. Firms adopt these competitive
strategies because these strategies help to signify strategic position, are inheritably linked to
performance, and avoid competition. Importantly, these competitive strategies enable firms
to create long-term prosperity, and are, thus, future oriented. In the case of the banking
industry, recent studies found that competitive strategies are significant indicators of bank
performance [1,15,16].

The second guiding view is the resource-based view. Barney [17] considered *strategies
as strategic assets for firms to attain competitive advantage. Furthermore, RBV recognizes
a firm’s strategic resources that provide support to successfully implement strategies.
Strategies always need support from different practices to gain competitive advantage [18].
For instance, extant literature considered enterprise risk management practices [1,16], high-
performance human resource practices [19], total quality management practices [20], and
voluntary environmental management practices [21] to be support factors in acquiring
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competitive edge. The present study attempted to contribute to this rich literature and
considered CSR practices and OE practices as intervening factors in the nexus between
competitive strategies and performance for Islamic banks. In subsequent sections, this
study conducts a brief literature review regarding the direct effect of competitive strategies
on bank performance. To move a step forward this study presents the mediation between
competitive strategies and bank performance, channeled through CSR and OE practices.

2.2. Cost-Sensitive Strategy and Performance

Cost-sensitive strategy refers to an organization’s attempt to gain the competitive edge
over counterparts by lowering its c#]=[5ost [15,22]. Existing literature identified a number
of factors that drive low costs; for insta/nce, economies of scale, effective use of resources,
such as budget, logistic support, material and skills, technology, suitable location (i.e., low
production, manufacturing or taxation area), and value chain linkages [23].

Prior studies reported mixed findings on cost-sensitive strategy and firm performance.
On the one hand, research scholars found that cost-sensitive strategy positively influenced
a firm’s performance. For instance, Kankam-Kwarteng, et al. [24] explored the nexus
between cost-sensitive strategy and firm performance in Ghana, for 118 small-scale restau-
rants. They reported an optimistic relationship between cost-sensitive strategy and a firm’s
performance. Likewise, Islami, et al. [15] documented that change in cost-sensitive strategy
by one unit leads to enhanced firm performance, by 31.2%. Recently, Ali, et al. [1] tested
the association between cost-sensitive strategy and performance for the Islamic banking
sector in Pakistan. Particularly, they investigated the impact of cost-sensitive strategy on
the performance of FFIBs, and of IWBs. They found that cost-sensitive strategy positively
influenced performances of both type of banks; however, cost-sensitive strategy caused
slightly more performance for FFIBs than for IWBs. On the other hand, the negative impact
of cost-sensitive strategy on a firm’s performance is reported. For example, Yuliansyah,
et al. [25] found an adverse association between cost-sensitive strategy and a firm’s perfor-
mance in the Indonesian market. Likewise, Birjandi, et al. [26] found a negative relationship
between cost-sensitive strategy and return on assets in the Tehran stock exchange.

Based on the aforementioned findings we conjectured that:

Hypothesis 1. There would be a significant and positive effect of cost-sensitive strategy on the
performance of Islamic banks in Pakistan.*

2.3. Differentiation Strategy and Performance

Existing studies reported that firms usually adopt a differentiation strategy in order
to gain competitive advantage over rivals [27], which in turn, significantly boosts firm
performance [28]. A firm’s differentiation strategy is linked with its policies, such as
decisions about materials, technology, human resources, innovative features, and brand
identification [29], which are difficult for rivals to promptly imitate. A low-cost strategy
can be easily imitated by rival firms. However, retaliation to a differentiation strategy,
that involves research and development, would take plenty of time. In the case of a
differentiation strategy, firms usually offer higher prices for their products and services to
compensate for exceptional features. Therefore, we argue that differentiation strategy has a
positive effect on a firm’s performance. In this regard, Soltanizadeh, et al. [30] and Islami,
et al. [15] found that differentiation strategy positively influenced performance.

Recently, Ali, et al. [1] found that differentiation strategy is more useful for perfor-
mance of IWBs in the Pakistani context, as compared to cost-sensitive strategy. In this
regard, Ascarya and Yumanita [31] documented that profit and loss sharing modes of
financing, based on Shariah principles, provide edge for non-conventional banks to im-
plement differentiation strategy by offering inimitable operations that adhere to Islamic
principles. Contrarily, Laela, et al. [32] argued that because Islamic banks are smaller
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than their conventional counterparts, and their consumers are price sensitive, they favor a
cost-sensitive differentiating strategy [33].

We contend that, contrary to the above IWBs compete fiercely with FFIBs, which
already have deep Shariah roots, and, therefore, IWBs prioritize market creation. On the
other hand, FFIBs also confront competition from IWBs as they enter into the Islamic
banking industry as new entrant. Thus, both types of banks use differentiation strategies to
enhance their performance. We assumed that:

Hypothesis 2. There would be a significant and positive effect of differentiation strategy on the
performance of Islamic banks in Pakistan.

2.4. Competitive Strategy and Performance: The Role of CSR Practices

Porter (1980) argued that strategies always need support in the form of practices to gain
competitive advantage. In a recent study, Ali, et al. [1] used enterprise risk management
(ERM) practices as a mediating construct that provided support to distinguish firms from
competition and enhance performance. This study argued that firms could also use CSR
practices to distinguish themselves from their competitors, thereby improving performance.

CSR refers to practices and policies of firms toward comprehensive societal goods,
along with profit maximization [34,35]. The extant literature categorized CSR into internal
and external CSR practices and suggested that CSR is an important driver of firm per-
formance. Internal CSR practices are directly related with the employee’s physical and
psychological working environment [36], while external CSR practices are related with the
local community, suppliers of firms, environment, customers and public authorities [37]. In
this regard, Waheed, et al. [38] investigated the impact of both external and internal CSR
practices on organizational competitive performance for the banking sector in China. They
found that the competitive performance of organizations in China’s banking sector signifi-
cantly correlated with both internal and external CSR. In addition, Hunjra, et al. [7] claimed
that CSR practices help firms to outcompete their counterparts through reputation building
and stakeholder’s support, which, in turn, enhanced firm performance. Likewise, CSR prac-
tices enhance employee’s productivity, commitment and corporate citizenship [39]. Socially
responsible firms attract more customers from society which stimulates more revenues
than their rivals [40]. CSR practices are an important element of competitive strategies,
and are, thereby, considered as strategic investment for reputation building [41–43]. We
assumed that:

Hypothesis 3. There would be a significant mediating role of CSR practices between cost-sensitive
strategy and the performance of Islamic banks in Pakistan.

Hypothesis 4. There would be a significant mediating role of CSR practices between differentiation
strategy and the performance of Islamic banks in Pakistan.

2.5. Competitive Strategy and Performance: The Role of Operational Excellence

Operational excellence and its influence on competitive advantage and performance
have been extensively studied within the operations strategy literature [44,45]. Operational
excellence (OE) refers to “the integration and coordination of a complex set of tasks” [46].
Operational excellence helps to build procedures based on the central competencies of
firms that motivate them to perform beyond customer expectations [47,48]. By using these
processes, firms enable cost reduction, achieve technological advancement and perform
better than their rivals [48]. In a similar research stream, Andersson and Bellgran [49]
suggested that operational excellence enhanced the performance of forms by reducing
manufacturing costs.

Moreover, the resource-based view argues that operational excellence plays a vital role
in developing and maintaining competitive advantage [50]. Since operational excellence
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varies for every firm and is hard for rivals to imitate, it is, thereby, a potential source
of competitive advantage [51]. Furthermore, operational excellence is specific to each
organization and has a favorable impact on performance through efficient input-to-output
conversions [52]. Likewise, operational technologies, such as quality practices, are crucial
for understanding business performance that has competitive advantage [53]. A core
competency of businesses that significantly affects how well they function is the operational
capacity to manage complexity inside manufacturing and logistics systems, according to
research studies [54]. We conjectured that:

Hypothesis 5. There would be a significant mediating role of operational excellence between
cost-sensitive strategy and performance of Islamic banks in Pakistan.

Hypothesis 6. There would be a significant mediating role of operational excellence between
differentiation strategy and the performance of Islamic banks in Pakistan.

Figure 1 explains the conceptual framework of the study. The study focused on
fully-fledged Islamic banks (FFIBs) and Islamic window banks (IWBs) and explains their
cost-sensitive strategy and differentiation strategy. The study argues that the competitive
advantage and differentiation strategies stands business higher in a marketplace. However,
the amalgamation of CSR practices and operational excellence can boost the implication of
mentioned strategies that would ultimately improve the bank’s performance. Therefore,
CSR practices and operational excellence mediated the linkage of cost-sensitive strategies
and differentiation strategies in Islamic banks.
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3. Materials and Methods
3.1. Sample Selection and Data

To examine the relationship between competitive strategies and performance chan-
neled through CSR practices and operational excellence, data were collected from opera-
tional, branch, area and regional managers of FFIBs and IWBs. The selection of the Islamic
banking industry is based on the following reasons. First, there exists a unique competition–
performance nexus between FFIBs and Islamic window banks [1] that strengthens financial
stability, which, in turn, is considered to have a first-order effect on economic growth [55].
According to Ali et al. [1] fully-fledged Islamic banks (FFIBs), which already have sig-
nificant Shariah roots, pose a significant threat to Islamic window banks. However, the
entry of Islamic window banks into the Islamic banking sector creates fresh competition for
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FFIBs already operating in the sector. Second, banks tend to dominate financial systems in
developing economies, such as Pakistan, and so banks are the major providers of finance
to companies, rather than bond markets, and, hence, the failure of banks may lead to the
failure of the overall economy.

A quantitative approach was used to collect the data along with deductive reasoning.
A structured questionnaire was adopted to collect the data from respondents. Pilot testing,
for which a total of 40 questionnaires were distributed, was conducted before the survey
questionnaire was sent to respondents. After confirmation that Cronbach’s Alpha value
was more than 0.7, the study further proceeded to formal data collection. A total of 600
questionnaires were distributed among the managers of Islamic banks. The data was
collected through online surveys. Furthermore, contact-wise, this study was cross-sectional
in nature.

Out of these questionnaires, 519 were returned and 512 were considered suitably
filled after screening and cleaning of data. For ethical considerations, the data collection
procedures adopted by Johansen and Frederiksen [56] were used regarding conformity
with the Helsinki declaration. Particularly, a cover letter was used to inform respondents
about the scope of the study, voluntary participation, and anonymity of identity. The
data were collected for the period of December 2020 to April 2021 by using a convenience
sampling method [57]. A proportionate sample was obtained from FFIBs (n = 361) and
from IWBs (n = 151).

3.2. Measures

Measurement scales were adapted from prior studies and validated according to the
context of the study, with the help of the Creative Business and Social Research committee
(CBSR) and two trainers from the State bank of Pakistan (SBP). In the case of competitive
strategies, to measure Cost-sensitive Strategy, the six indicator scale developed by Porter [12]
was adapted. The same scale was used in existing studies to measure Cost-sensitive Strat-
egy [6]. In this five-Likert point scale, 1 refers to Strongly Disagree and 5 to Strongly Agree.
Representative items in the questionnaire asked respondents questions, such as the follow-
ing: Do Islamic banks frequently use low prices for products to remain competitive in the
market? Does cost leadership strategy protect Islamic banks from competitors? To measure
Differentiation Strategy, an eight item scale was adapted from [14]. This scale assesses the
adoption of Differentiation Strategy and its impact on a firm’s performance. This scale has
also previously been used in the Pakistani context [6].

The two intervening variables, CSR and OE practices, were measured as follows. In
the case of CSR, two components of CSR (i.e., internal and external CSR practices) were
used to measure CSR practices. A five item scale was adopted to measure the internal CSR
practices and a three item scale to capture external CSR practices [34]. A sample of the
questions respondents were asked follows: Is the bank a socially responsible organization?
Is the bank concerned about improving the welfare of society? Does the bank behave
responsibly regarding the environment?

In the case of OE, five components were considered to measure OE (quality, speed,
cost, flexibility, and reliability). The measuring of OE was adapted from [58] and the
representative items, for each of the five components respondents were asked about, follow.
In the case of operational quality, sample items respondents were asked follow: Does
the bank seek to deliver value adding products or services of improved quality? Does
the bank demonstrate commitment to quality? Regarding operational speed, a sample
question that respondents were asked was the following: Does the bank ensure that it
delivers services/products on time? In the case of operational cost, sample questions were:
Is it important to make communication cost efficient? Is it important to keep the cost of
services at a minimum? For operational flexibility, the sample questions were: Can the
bank easily change procedures required for a service? Can the bank offer better customized
services/products? Similarly, for operational reliability, the representative questions were:
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Do the bank’s processes consistently perform as expected? Do the products/services meet
customer requirements?

The dependent variable, Bank Performance, was captured in terms of both financial
and non-financial performances, as used by Ali, et al. [6]. Both financial performance
and non-financial performance measures were captured by using scales having eight
items, respectively. The representative questions asked from respondents about financial
performance were based on growth in profitability, return on investment and return on
equity. The representative questions about non-financial performance were based on quality
of products and employment growth etc.

Finally, the latent marker variable (MLMV) at construct level correction (CLC) was
used to test for bias in the study [59]. To this end, Social Desirably (SD) was used as an
additional construct to create the marker variable which was completely unrelated in regard
to the context of study. The SD was measured with a seven item scale [60].

4. Results

This study used partial least square–structural equation modeling (PLS-SEM), using
SmartPLS 3.3.3 for measurement and structural assessment. PLS–SEM is the most suitable
method for complex models, which include mediator, moderator and hieratical component
(HCM) models [61–63]. To ensure minimum sample size adequacy, G*Power was used to
calculate the minimum sample size [64]. The results of G*power showed that a minimum
sample size of 77 was required to achieve 0.80 power level, 0.05 significance level, and an
absolute effect size of 0.15. Hence, this study collected data from 512 respondents, which
confidently satisfied the minimum sample requirement to test theoretical framework.

Moreover, demographic characteristics, such as bank type, designation, experience,
and qualifications, were also included. The sample comprised 70.5% respondents from
FFIBs and 29.5% from IWBs; in accordance with designations of 40.6% operational, 51.8%
branch, 5.7% area and 2.0% regional managers. Regarding years of experience in banking,
30.5% of respondents had 1–5 years of experience, 13.7% had 5–10 years of experience, 10.6%
had 11–15 years and 1.2% had 16–20 years of experience in the banking sector. Regarding
education, 20.6% of respondents had a B.com/B. A degree, 32.7% had an MBA/MS/M.Phil.
degree, and 2.7% had an ACCA/CA degree.

4.1. Preliminary Analysis

To take into account missing values and potential outliers, the mean replacement
method was used. Moreover, by following, [65], the measured latent marker variable
method (MLMV) at construct level correction (CLC) was employed to assess the common
method bias in the data. The MLMV at CLC method is robust for the assessment of
common method biased at structural level paths. In data collection, an additional construct,
social desirability, was also included for the assessment of common method bias by using
the MLMV–CLC method [59]. We ensured that there was no nomological nexus of social
desirability with other constructs. The minimum indicators were four and social desirability
was included separately in structured survey questionnaires.

Table 1 presents the results. The results of the MLMV–CLC method revealed that the
CLC path coefficient and R2 estimates were not significantly different from the original
estimates using the bootstrapping procedure. In this method, we compared results before
including a marker construct and without a marker construct. The effect sizes were 0.02 for
a modest effect, 0.15 for a medium effect, and 0.35 for a high effect, respectively [66]. The
difference between the original and MLMV–CLC estimates was <0.02 which showed no
significant difference. Thus, we concluded that common method bias was not a potential
issue impacting the results of this study.
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Table 1. Measurement Latent Marker Variable–Construct Level Correction.

Relationship Original
Path

MLMV–CLC
Path

Endogenous
Constructs Original R2 MLMV–CLC

R2

CSRP ≥ BP 0.069 0.066 BP 0.665 0.668
DS ≥ BP 0.267 0.270 CSRP 0.049 0.052
DS ≥ CSRP −0.011 −0.007 OE 0.519 0.519
DS ≥ OE 0.387 0.387
LCS ≥ BP 0.353 0.336
LCS ≥ CSRP 0.229 0.212
LCS ≥ OE 0.417 0.413
OE ≥ BP 0.296 0.293

To assess the fitness of the model, standardized root mean square (SRMR) was
used [67]. Specifically, SRMR reflects any mean discrepancy between the empirical cor-
relation matrix and the model-implied correlation matrix. In our study, the SRMR value
observed was 0.051, below the threshold of 0.08 [67]. Hence, the insignificant result for
discrepancy between correlation matrix and postulated matrix suggested that the model
was perfectly fit.

4.2. Assessment of Measurement Model

The framework of the current study entailed three second order reflective–formative
constructs, namely CSR practices, operational excellence, and bank performance. In addi-
tion, two other reflective constructs were considered, namely, cost-sensitive strategy and
differentiation strategy. In hierarchical component models, CSR practices include two re-
flective dimensions (internal and external CSR practices). Moreover, operational excellence
dimensions include quality, speed, cost, flexibility, and reliability as reflective dimensions.
Bank performance includes financial and non-financial performance constructs.

By following Becker at al. (2012), we also applied disjoint two stages for model
assessment and structural model assessment. In the first stage, the measurement model,
comprised of eleven first-order reflective constructs (cost-sensitive strategy, differentiation
strategy, internal CSR practices, external CSR practices, quality, speed, cost, flexibility,
reliability, financial bank performance and non-financial bank performance) were used to
measure the reliability and validity [68], as shown in Figure 2. Table 2 presents the results
of Cronbach alpha, Dijkstra rho, and composite reliability. The results showed that the
values of the three mentioned parameters were greater than the 0.7 threshold value [68]. In
addition, the value of average variance extracted (AVE) was greater than 0.50 [69], which
was considered a good fit. Thus, reliability and convergent validity of the framework were
established and were consistent with extant literature [70]. Conclusively, there were no
internal consistency and convergent validity issues, so the research could move forward to
the assessment of discriminant validity.

Table 2. Reliability and validity.

α ρA ρC AVE BFP Cost DS ESCR Flex ICSR LCS NBFP Quality Reliab. Speed

BFP 0.876 0.877 0.906 0.618
Cost 0.843 0.862 0.887 0.611 0.106
DS 0.823 0.831 0.871 0.530 0.706 0.071
ECSR 0.780 0.781 0.872 0.694 0.287 0.060 0.188
Flex 0.774 0.830 0.866 0.684 0.123 0.059 0.247 0.177
ICSR 0.768 0.775 0.866 0.682 0.172 0.077 0.114 0.670 0.148
LCS 0.862 0.862 0.897 0.592 0.727 0.065 0.708 0.270 0.060 0.140
NBFP 0.876 0.881 0.910 0.669 0.631 0.042 0.654 0.277 0.054 0.134 0.748
Quality 0.896 0.914 0.919 0.656 0.120 0.057 0.096 0.422 0.615 0.258 0.256 0.190
Relib. 0.871 0.873 0.907 0.661 0.799 0.074 0.745 0.223 0.141 0.138 0.727 0.564 0.097
Speed 0.827 0.874 0.876 0.640 0.066 0.059 0.057 0.099 0.033 0.044 0.073 0.056 0.109 0.034

Note: ρA = Dijkstra Rho, ρC = Composite Reliability, AVE = Average Variance Extracted.
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Note: ρA = Dijkstra Rho, ρC = Composite Reliability, AVE = Average Variance Extracted. 
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In the case of establishing discriminant validity, existing studies adopted two ap-
proaches: the Fornell and Larcker criterion, introduced by Fornell and Larcker [71], and the
Heterotrait–Monotrait (HTMT) ratio, presented by [72]. The partial least square method
tends to overestimate the outer loading values, and the Fornell and Larcker method is based
on the square root of AVE values. However, the sensitivity remains low regarding homoge-
neous outer loadings. In order to deal with the sensitivity issue, this study employed the
HTMT ratio to establish discriminant validity. Table 2 presents the results. Two approaches,
namely, liberal (HTMT0.90) and conservative (HTMT0.85), were applied for the assessment
of discriminant validity. The HTMT value of all constructs was lower than the cutoff point
of the conservative approach. Hence, the results established no discriminant validity issue
based on the HTMT0.85 ratio.

In the second stage, by following [13] CSR practices, operational excellence and bank
performance were included to establish the second-order formative construct, based on
associated dimension latent scores. Moreover, cost-sensitive strategy and differentiation
strategy were included to establish first-order reflective constructs, based on associated
indicators. Specifically, three second-order formative constructs (CSR practices, operational
excellence, and bank performance) and two first-order reflective constructs (cost-sensitive
and differentiation strategies) were included for the second stage in the framework, as
shown in Figure 3 Moreover, for the multicollinearity check, variance inflation factor (VIF)
was used. The VIF values should be less than three to establish acceptable multicollinear-
ity [68]. In our study, no multicollinearity problem was found so, thereby, the results
confirmed an acceptable measurement model at first and second stages.
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4.3. Structural Model Assessment

To test the structural model, a 5000 resample procedure was adopted. Table 3 shows
the results of linear and inverted U-shaped relationships to assess the structural model
and to test the hypotheses. Particularly, Table 3 shows an inverted U-shaped relationship
between the exogenous and endogenous constructs. It is not always necessary to have a
linear relationship among constructs [73]. In an U-shaped relationship, the size of the effect
between two variables does not rely on magnitude but on value [68]. For the assessment
of the U-shaped nexus, the two-stage approach was employed and a significant linear
relationship between constructs was observed, rather than a U-shaped relationship, similar
to the findings of [70]. Hence, a significant linear relationship was established between
constructs.

Table 3. Linear and curvilinear relationship.

Linear Relationship Inverted U-Shaped Test

Path t-Value p Values
Confidence Interval

Path t-Value p Values
Confidence Interval

LLCI ULCI LLCI ULCI

CSRP -> BP 0.069 2.842 0.005 [0.021], [0.116] −0.019 0.935 0.350 [−0.057], [0.022]
DS -> BP 0.267 6.306 0.000 [0.185], [0.350] 0.019 0.657 0.511 [−0.033], [0.076]

DS -> CSRP −0.011 0.182 0.855 [−0.132], [0.109] 0.046 1.145 0.252 [−0.045], [0.114]
DS -> OE 0.387 6.296 0.000 [0.267], [0.507] −0.040 0.919 0.358 [−0.125], [0.049]
LCS -> BP 0.353 7.353 0.000 [0.255], [0.444] −0.005 0.179 0.858 [−0.063], [0.050]

LCS -> CSRP 0.229 4.967 0.000 [0.137], [0.318] −0.007 0.187 0.852 [−0.077], [0.070]
LCS -> OE 0.417 7.288 0.000 [0.301], [0.526] 0.007 0.140 0.889 [−0.090], [0.096]
OE -> BP 0.296 5.994 0.000 [0.195], [0.390] 0.003 0.096 0.923 [−0.055], [0.059]

DS -> CSRP-> BP −0.001 0.176 0.860 [−0.010], [0.008] 0.004 1.037 0.300 [−0.004], [0.010]
LCS -> OE -> BP 0.123 4.665 0.000 [0.074], [0.177] 0.002 0.139 0.890 [−0.026], [0.032]
DS -> OE -> BP 0.115 4.359 0.000 [0.069], [0.173] −0.012 0.873 0.383 [−0.042], [0.013]

LCS -> CSRP -> BP 0.016 2.284 0.022 [0.004], [0.031] −0.001 0.172 0.864 [−0.007], [0.006]
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The values of R2 for bank performance, CSR practices, and operational excellence
were 0.665, 0.049 and 0.519, respectively. More precisely, the coefficient of determination
for bank performance showed that 66.5% of variance was explained by all explanatory vari-
ables, which proved strong explanatory power and was in-line with [74]. The competitive
strategies explained 62.9% of bank performance in the presence of CSR practices, while
approximately 66.0% bank performance was explained with the mediating role of opera-
tional excellence (These values were based on the author’s calculations. The computation
of values is provided upon request.) So, operational excellence merely contributed more
than CSR practices.

Furthermore, the results supported the direct effect of cost-sensitive and differenti-
ation strategies on bank performance (Hypothesis 1 and Hypothesis 2), with the higher
effect being that of cost-sensitive strategy on performance at a significance level of 0.05.
The indirect effect of cost-sensitive strategy on performance via a mediating mechanism
of CSR practices was also found to be significant, and, thereby, Hypothesis 3 was also
supported. Contrarily, the indirect effect of differentiation strategy on performance via CSR
practices was insignificant (Hypothesis 4). Moreover, the indirect effect of cost-sensitive
and differentiation strategies on performance, channeled through operational excellence,
were significant (Hypothesis 5 and Hypothesis 6), with the higher effect being that of
cost-sensitive strategy on bank performance.

In sum, the results showed significant direct effect of cost-sensitive and differentiation
strategies on the performance of Islamic banks. The results further revealed that opera-
tional excellence mediated the relationship between competitive strategies (cost-sensitive
and differentiation strategies) and bank performance. In the case of intervening factors
(CSR practices), cost-sensitive strategy produced a significant effect on bank performance;
however, differentiation strategy showed insignificant effect on bank performance.

4.4. Robustness Test

The results presented in the preceding sections provide significant evidence that CSR
and OE practices arbitrate the association between competitive strategies and bank perfor-
mance. However, one might expect that this effect is due to heterogeneity and endogeneity
concerns. It is imperative to assess the robustness (heterogeneity and endogeneity) for a
complex model [75]. In this regard, a prior study, conducted by Ali, et al. [1], argued that
robustness of a model creates generalizability of the study. Thus, in order to confirm the
generalizability of the results we also employed robustness tests.

Unobserved heterogeneity arises when sub-groups present in the data which leads to
spurious estimation results. Partial least square–prediction-oriented segmentation (PLS-
POS) is considered appropriate for the assessment of both reflective and formative con-
structs. In this study, a maximum relationship toward endogenous constructs (e.g., per-
formance) would be four, based on the three parameters: effect size of 0.15, with 0.05
significance level, and four numbers of predictors [64]. By using G*power with these
aforementioned criteria, the minimum sample size should be 89 for PLS–POS [68]. Conse-
quently, the recommended segment solution was five (i.e., 512/89 = 5.75). Prior studies
used a number of criteria, such as AIC, AIC3, AIC4, BIC, CAIC, MDL5, and EN, to identify
sub-groups. According to Hair et al. [70], a combination of AIC3 and CAIC and AIC4 and
BIC jointly specified the number of segments, but, unfortunately, these criteria, in our case,
did not specify any same segment. The results are presented in Table 4. The entropy values
for segment four (K = 4) and five (K = 5) were >0.50 threshold, implying a superior quality
segment [68]. The least relative segment size, with a value of 0.018, was found for the
four-segment solution. By using the four-segment solution, the segment’s R2 values were
found to be higher than the original dataset values. The results are presented in Table 5.
Moreover, the weighted R2 values were also found to be higher when compared to the
original R2 values. There was no significant difference found across the groups in terms of
path coefficient. Hence, we concluded that there was no unobserved heterogeneity in the
data set.
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Table 4. Pre-specified groups and relative group sizes.

Pre-Specified Groups Relative Groups Size

Fit Indices K = 2 K = 3 K = 4 K = 5 K = 1 K = 2 K = 3 K = 4 K = 5

AIC 3275.000 3209.726 3189.000 3156.560 K = 2 0.592 0.408
AIC3 3298.000 3244.726 3236.000 3215.560 K = 3 0.535 0.252 0.213
AIC4 3321.000 3279.726 3283.000 3274.560 K = 4 0.474 0.301 0.207 0.018
BIC 3372.482 3358.067 3388.201 3406.621 K = 5 0.431 0.213 0.184 0.091 0.082

CAIC 3395.482 3393.067 3435.201 3465.621
HQ 3313.213 3267.876 3267.087 3254.584

MDL5 3946.408 4231.433 4561.006 4878.865
LnL −1614.500 −1569.863 −1547.500 −1519.280
EN 0.415 0.493 0.581 0.554
NFI 0.483 0.490 0.523 0.486
NEC 299.634 259.571 214.780 228.537

Table 5. Path coefficient of POS groups.

Relationship Original K1 K2 K3 K4 (K1–K2) * (K1–K3) * (K1–K4) * (K2–K3) * (K2–K4) * (K3–K4) *

Path Coefficient

DS ≥ BP 0.267 0.016 −0.119 0.665 0.467 0.136 −0.649 −0.451 −0.785 −0.586 0.198
LCS ≥ BP 0.353 0.272 0.186 0.309 0.881 0.085 −0.037 −0.609 −0.122 −0.694 −0.571

DS ≥ CSRP −0.011 0.346 0.016 −0.226 −0.169 0.330 0.572 0.515 0.241 0.184 −0.056
LCS ≥ CSRP 0.229 0.111 0.181 0.102 0.539 −0.070 0.009 −0.428 0.079 −0.357 −0.437

DS ≥ OE 0.387 0.193 −0.225 0.398 0.248 0.417 −0.204 −0.055 −0.622 −0.472 0.149
LCS ≥ OE 0.417 0.481 −0.225 0.460 0.718 0.705 0.021 −0.236 −0.684 −0.942 −0.258
CSRP ≥ BP 0.069 0.310 −0.225 0.025 0.367 0.534 0.284 −0.057 −0.249 −0.591 −0.341

OE ≥ BP 0.296 0.600 0.923 0.075 −0.639 −0.322 0.524 1.239 0.847 1.562 0.714

R-square
(Weighted R-square)

BP 0.664 (0.849) 0.920 0.833 0.909 0.768
CSRP 0.049 (0.121) 0.184 0.036 0.032 0.204

OE 0.519 (0.611) 0.393 0.563 0.608 0.802
Relative sample size (%) 22.46 23.04 22.85 31.64
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Finally, for the assessment of endogeneity, the Gaussian copula approach was em-
ployed. Endogeneity occurs when exogenous constructs correlate with the error term
of the endogenous construct [1,76]. The framework illustrated 15 models (all combina-
tions), presented in Table 6. We developed the visual basic application (VBA), based on a
spreadsheet to generate model combination (shorturl.at/ahGW4). The endogeneity model
combination would be helpful for future researchers to generate model combinations for
an endogeneity test. By using the 10,000 bootstring resampling method, this study found
that there was no endogeneity issue in any model (Model 1 to Model 15). All copulas’
values were insignificant. Thus, we concluded that there was no potential unobserved
heterogeneity and endogeneity issue in the data set.

Table 6. Gaussian Copula Approach.

Model Exog. Path Sign Boot Model Exog. Path Sign Boot Model Exog. Path Sign Boot

Org. Model DS 0.267 0.000 - CSRP 0.094 0.145 0.053 DSC 0.098 0.424 0.475
LCS 0.353 0.000 - OE 0.300 0.000 0.000 LCSC 0.115 0.259 0.322
CSRP 0.069 0.000 - DSC 0.164 0.129 0.152 CSRPC −0.018 0.636 0.503
OE 0.296 0.000 - CSRPC −0.018 0.637 0.502 Model 12 DS 0.126 0.375 0.486

Model 1 DS 0.103 0.355 0.428 Model 7 DS 0.078 0.566 0.649 LCS 0.211 0.076 0.128
LCS 0.351 0.000 0.000 LCS 0.352 0.000 0.000 CSRP 0.069 0.010 0.004
CSRP 0.066 0.013 0.006 CSRP 0.066 0.013 0.006 OE 0.390 0.011 0.018
OE 0.299 0.000 0.000 OE 0.333 0.023 0.041 DSC 0.137 0.312 0.395
DSC 0.162 0.123 0.140 DSC 0.186 0.152 0.225 LCSC 0.133 0.212 0.267

Model 2 DS 0.265 0.000 0.000 OEC −0.035 0.807 0.816 OEC −0.089 0.556 0.566
LCS 0.195 0.053 0.089 Model 8 DS 0.263 0.000 0.000 Model 13 DS 0.263 0.000 0.000
CSRP 0.070 0.008 0.004 LCS 0.185 0.073 0.110 LCS 0.177 0.119 0.167
OE 0.302 0.000 0.000 CSRP 0.102 0.112 0.035 CSRP 0.102 0.111 0.036

LCSC 0.146 0.091 0.110 OE 0.304 0.000 0.000 OE 0.327 0.019 0.018
Model 3 DS 0.265 0.000 0.000 LCSC 0.154 0.086 0.100 LCSC 0.162 0.111 0.136

LCS 0.352 0.000 0.000 CSRPC −0.021 0.589 0.439 CSRPC −0.021 0.588 0.433
CSRP 0.100 0.097 0.056 Model 9 DS 0.265 0.000 0.000 OEC −0.024 0.862 0.856
OE 0.298 0.000 0.000 LCS 0.177 0.120 0.167 Model 14 DS 0.082 0.548 0.634

CSRPC −0.020 0.571 0.456 CSRP 0.071 0.008 0.004 LCS 0.351 0.000 0.000
Model 4 DS 0.268 0.000 0.000 OE 0.324 0.020 0.016 CSRP 0.094 0.146 0.053

LCS 0.350 0.000 0.000 LCSC 0.164 0.107 0.126 OE 0.333 0.024 0.041
CSRP 0.068 0.011 0.005 OEC −0.022 0.869 0.860 DSC 0.181 0.166 0.243
OE 0.217 0.076 0.076 Model 10 DS 0.266 0.000 0.000 CSRPC −0.018 0.641 0.506

OEC 0.081 0.496 0.467 LCS 0.349 0.000 0.000 OEC −0.034 0.814 0.823
Model 5 DS 0.162 0.205 0.301 CSRP 0.102 0.111 0.032 Model 15 DS 0.130 0.362 0.470

LCS 0.227 0.049 0.091 OE 0.221 0.072 0.072 LCS 0.210 0.077 0.125
CSRP 0.068 0.011 0.005 CSRPC −0.023 0.556 0.379 CSRP 0.096 0.136 0.047
OE 0.302 0.000 0.000 OEC 0.079 0.510 0.481 OE 0.390 0.011 0.017
DSC 0.103 0.401 0.455 Model 11 DS 0.165 0.197 0.289 DSC 0.132 0.332 0.411
LCSC 0.115 0.259 0.321 LCS 0.226 0.050 0.093 LCSC 0.132 0.213 0.265

Model 6 DS 0.100 0.381 0.456 CSRP 0.096 0.136 0.049 CSRPC −0.018 0.645 0.512
LCS 0.350 0.000 0.000 OE 0.304 0.000 0.000 OEC −0.087 0.563 0.574

5. Discussion

By examining the relationship between competitive strategies and performance in the
distinctive research context of the fiercely competitive Islamic banking sector, this study
expands the conversation on the competitive strategies–performance nexus.

Importantly, this study investigated how the relationship between competitive strate-
gies and performance for Islamic banks operating in Pakistan could be mediated by opera-
tional excellence (OE) and corporate social responsibility (CSR) practices.

The results exhibited significant and positive effects of cost-sensitive and differenti-
ation strategies on the performance of Islamic banks (H1 and H2). These findings were
consistent with existing literature [1,16,30]. Islamic banks effectively using the cost-sensitive
strategy and differentiation strategy to attract customers, leads to increase in their perfor-
mance in the marketplace. Cost-sensitive strategy is a way for the banks to reduce and
control costs, resulting in increased performance. Contrarily, Islamic banks using differ-
entiation strategy to distinguish themselves from the competition through offering more
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unique services than their rivals saw increased performance. Furthermore, CSR practices
mediated the relationship between cost-sensitive strategy and performance (H3), but not
between differentiation strategy and the performance nexus (H4). CSR practices are helpful,
with cost-sensitive strategy, for the Islamic banking sector to build reputation and gain
stakeholder support, which, in turn, garners high performance. Moreover, empirical results
found no mediating role of CSR practices between differentiation strategy and performance.
While using differentiation strategy, the banking sector increases the prices of their products
and services. CSR practices with high priced products and services were not a suitable
combination for Islamic banks. The reason for the prevalence effect of the cost-sensitive
strategy on performance in the Islamic banking context is the infancy of Islamic banking
in Pakistan. Thus, Islamic banks are not offering differentiated products in comparison
to their conventional counterparts. Overall, the findings showed that CSR helps to build
reputation and gain support from stakeholders, thereby improving performance [1,7]. In
support of this argument, Salmones et al. [77] were of the view that socially responsible
firms successfully obtained stakeholders’ confidence by transmitting responsible impres-
sions toward their products and services. Likewise, when customers observed that firms
were making efforts to be socially responsible, the customers were motivated towards that
firm [78]. Hence, socially responsible firms attract more customers to perform financial
transactions than do firms that have no CSR practices [79]. Alternatively, CSR practices
with competitive strategies enable firms to enhance performance and claim competitive
advantage over rivals.

Furthermore, the results showed that operational excellence played a significant
mediating role between cost-sensitive as well as differentiation strategies and Islamic bank
performance (H5 and H6). Operational excellence is the unique element that magically
enhances the competitive strategies–performance relationship in the short term. The
adaptation of competitive strategies, along with effective management of operations, results
in high performance. These important findings underscore the necessity of operational
effectiveness in firms. In a highly competitive market, rivals usually use strategies to
compete with each other [1], hence, in order to perform better, firms need to manage
operations more effectively than their competitors.

This study also revealed that operational excellence contributed more towards bank
performance, compared to CSR practices. The statistics showed that bank performance
was enhanced by 62.9% in the presence of CSR practices, and by 66.0% in the presence of
operational excellence. In the presence of both CSR practices and operational excellence
66.5% of bank performance was due to competitive strategies. Consequently, this study
suggests that both CSR practices and operational excellence should be considered, along
with competitive strategies, to enhance bank performance.

6. Conclusions

Extensive research was conducted on the nexus between competitive strategies and
performance. CSR practices and operational excellence were ignored by prior studies.
This study was motivated by the recent research call in literature that CSR practices may
differentiate firms from their competition by building reputation and gaining support from
stakeholders, and, hence, enhancing performance The mediating role of CSR practices
between competitive strategies and performance is helpful for long-term performance.
On the other hand, operational excellence is helpful for short-term performance. The
empirical results found positive effects of cost-sensitive and differentiation strategies on
the performance of Islamic banks. Furthermore, CSR practices play a significant mediating
role between cost-sensitive strategy and performance relationship, but an insignificant
role between differentiation strategy and performance. Moreover, operational excellence
significantly mediates between competitive strategies and performance.

This study is beneficial for managers, policy makers, and researchers. This study
guides managers to ensure CSR practices and operational excellence to enhance competitive
performance in Islamic banking. Competitive advantage is the need firms have to survive
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in a highly competitive market and gaining a competitive edge only by using competitive
strategies is difficult. Thus, in such a case, along with competitive strategies, CSR practices
and operational excellence are imperative to enhance bank performance. These practices are
highly dependent on the efforts and practices of managers in building trust from customers
and in contributing to society. From the point of view of researchers this study could be
a baseline for future studies to explore other factors that may mediate or moderate the
competitive strategies and performance nexus. Future studies may explore the use of
intellectual capital as a mediator between competitive strategies and performance. The
potential factor that might moderate such a relationship could be the Shariah supervisory
board in the context of Islamic banks. We leave this issue for future studies.

This study has some caveats that can be addressed by future scholars in order to
refine our findings. This study focused on only one country, so future studies may use
cross-country analysis involving countries having dual banking systems, where Islamic
and conventional banks operate alongside each other. This study used the disjoint two
stage approach for the assessment of the hierarchal component model. Future studies may
take into account the whole nomological network by using other approaches, such as the
extended repeated approach [13], three stage approach [80,81] and the improved extended
repeated indicator approach [80], to minimize confounding issues in interpretation of
findings. Further, future research on a large scale is advocated.
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