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ABSTRACT

The research used in assessing the performance of internal business processes in this study
uses strategic management theory and operations management through the Resource-Based View
approach, Market-Based View aspects and Organization Culture. The Banking Industry has to
think about the business processes and workflows to empower employees and what they need to do
to stay competitive in the face of rapidly changing competition. The method used in this research is
a Literature Review with a descriptive approach that will produce a conceptual model. The
resulting conceptual model development was adopted from DeLone and McLean's Model about the
success of the Information System which was combined with the input variables studied to produce
an implementation model for the integration of business functions to improve the performance of
internal business processes.

Keywords: Market Based View, Resource Based View, Corporate Culture, Integration of Business
Functions, Internal Business Process Performance

INTRODUCTION

The rapid development of systems, information and communication technology causes the
world to appear bordered less so that information that occurs can be known very quickly. In the era
of the Third Millennium and the Industrial Revolution 4.0., which is often referred to as the era of
globalization, led to changes in banking such as modernization, privatization, internalization,
guarantee of fund safety, customer experience (user experience) and Capital Adequacy Ratio?
(Syaifuddin, 2009b).

Banking in General

The intense competition in businesses in the banking industry causes each bank to be more
careful in determining business strategies in the business activities and services of the bank it
manages. Bank business activities are businesses that must be managed very carefully because of
the enormous responsibility in carrying out the mandate of customers (Diredja, 2012). Cuesta and
Oreo argued that when banks experience increased competitive pressure, they must adopt a new
strategy to survive, and one way that can be done is to reduce operational costs through increased
productivity. Banks must formulate a strategy to carry out daily banking operations effectively and
efficiently, so as to improve their performance, which in turn will contribute to stakeholders.

Banking institutions need sustainable excellence in cost leadership and/or differentiation.
The competitive advantage of a company is related to the ability of an organization to formulate
strategies that place it in a favorable position compared to other companies in the industry
(Bernadin, 2003). Those competitive advantages include organizational efficiency, cost advantage,
innovation and product/service quality that will lead to superior performance (Ma, 2000).
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Various efforts to improve banking performance were carried out in various ways. One of
them is through the transformation of the banking system in an effort to increase vitalization,
technological openness and financial innovation (Detragiache, 2006). Abrahim explain about
market concentration and banking efficiency to determine the performance of commercial banks in
Malaysia. Implementing compliance aspects creates a lot of internal strength and external
opportunities to facilitate bank performance (Ullah, 2018). Bank performance measurement is not
only based on financial performance. The factors of managementcost (operating cost efficiency),
leverage and liquidity can be important forces that support the bank's financial performance.
(Kalisman, 2019). Bach revealed that the continuous development of systems, information and
communication technology has profound implications for the integration of business functions such
as sales and marketing, procurement, finance and accounting, research and development. The
implementation of effective risk management as an inseparable part of organizational processes is
an important element in realizing good corporate governance because of the role of risk
management in providing reasonable assurance for the achievement of the objectives of the success
of activities. The implementation of good risk management requires good corporate governance
principles including transparency, accountability, responsibility, independence and fairness (Faisal,
2012; Suwanda, 2019).

National Banking

Research on performance in the banking industry, especially in the fields of strategic
management and operations management, has been widely studied before (Al-Hawari, 2006;
Mehra & Coleman, 2016; Ting & Lean, 2009; Ullah & Khanam, 2018). This is in line with the
empirical phenomenon that occurs in the fluctuating and unstable performance of national banking.
Based on data taken from Table 1, we can see that in the 2013-2019 periods, it can be seen that the
National Banking, Regional Development Banks, Joint Venture Banks and Foreign Banks have
fluctuating performance (OJK, 2020).

Table 1
NATIONAL BANKING PERFORMANCE TRENDS FOR THE CATEGORY OF NATIONAL BANKS, REGIONAL DEVELOPMENT BANKS,
JOINT VENTURES & FOREIGN BANKS FOR THE 2013-2019 PERIOD
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An important indicator that affects the inconsistency of performance is the implementation
of Good Corporate Governance to direct and control the company in order to achieve a balance
between the strength and authority of the company (Hedwigis, 2016). Research on issues of
implementing Good Corporate Governance in banking institutions has been widely conducted
(Buallay, Hamdan & Zuregiat, 2017; Rossi & Panggabean, 2012; Setiawaty, 2016; Tjondro &
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Wilopo, 2011). The trend in the average value of GCG implementation based on domestic BUKU 1,
2, 3 and 4 can be seen in Table 2 below (Indonesia, 2018).

Table 2
TREND OF AVERAGE GCG IMPLEMENTATION IN DOMESTIC BANKING
BUKU 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017
I 2.21 2.18 2.32 2.18 221 2.21 2.14 2.32 2.39 2.14 2.23
I 2.19 2.08 2 1.9 2.09 2.13 2.08 21 2.21 2.21 21
" 1.79 1.79 1.79 1.68 1.74 1.74 2.05 1.95 1.95 2.05 1.85
v 1.2 1.2 1 1 1 1.2 1.2 14 14 1.6 1.25
Banking 2.07 2.01 2 1.89 2.01 2.03 2.05 2.1 2.17 2.13 2.05
Industry

According to a research report published by the Indonesian Internet Service Providers
Association (APJII) in 2019, there has been a significant growth in the last 10 years, from 25
million users in 2008 to over 171.17 million users or 64.8% from 264.16 million people in
Indonesia in 2018. In Figure 1, it can be seen that the development of internet users in Indonesia
continues to increase every year. However, the use of the internet to access services in the economic
sector, particularly banking, is still relatively low, only at 7.39%. The low level of internet use to
access banking services is basically related to the low level of Indonesian people's access to formal
financial institutions, which only reaches 49% of the total population (Demirgli¢c-Kunt & Klapper,
2013). The low level of access is due to low income levels, complicated bank operations, a lack of
financial and banking education, high bank administration costs and the location of the bank from

where they live.
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FIGURE 1
SERVICES ACCESSED BY INTERNET USERS IN INDONESIA

The low use of the internet in banking services, among others, is caused by : (Mulyana, 2020)

a. Low public trust in business processes and banking services.

b. Public awareness is still lacking with digital-based banking products such as e-banking
(internet banking, mobile banking, SMS banking, etc.).

c. There are other non-banking products that offer financial services such as OVO, GoPay, Link
Aja and others. This makes people choose these facilities compared to banking facilities
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because Fintech companies have advantages, including fast processing, easy requirements and
fast service.

Research Proposition

Research propositions raised in modeling include:

Identify the system integration business functions.

The dominant variables involved in the system integration of business functions.

c. Development of a conceptual model for the implementation of an effective integration
system for business functions so as to improve the performance of internal business
processes in the banking industry

oo

LITERATUREREVIEW

Resource-Based View & Market Based View

The research used in assessing the performance of internal business processes uses strategic
management theory and operations management through the Resource-Based View (Barney, 1991)
approach which is in line with several other studies that emphasize Information Technology
Capacity (Bipat, 2018; Helena, 2019; Pebrianto, 2013), Intellectual Capital (Engelman, 2017;
Ramos-Rodriguez, 2004) and Marketing Capability (Guenzi, 2006; Najavi, 2016). Furthermore,
from the aspect of Market Based View (Porter, 1985), several studies emphasize the importance of
social environmental factors (Cepel, 2019; Turnipseed, 1994) which affect Value Creation
(Edvardsson, 2013; Killa, 2017; Stoeckli, 2018) and Innovation (Lilly, 2014; Rajnoha, 2015).

Organization Culture

Research related to the company's internal business processes also found another
determinant variable, namely organizational culture. Other research states that there are internal and
external environmental influences on organizational culture. Defines some of the benefits of
organizational culture which in turn will help companies perform positively in competencies such
as increasing the spirit of togetherness, openness, quality of work and life balance and
harmonization (Bennett, 2004; Cameron & Quinn, 2006; Mardiana, 2019). Several other studies
also have implications that culture can affect Enterprise Resource Planning as a medium for
integration of business functions (Al-Gahtani, 2007; Bandyopadhyay, 2007; Il, Hong & Kang,
2011).

Business Function Integration as Internal Business Prosess Performance

Organizations must think about business processes and workflows to empower employees
and what they need to do to stay competitive in the rapidly changing world of banking. The
management always involves coordination and supervision activities of other people's work, so that
work can be completed effectively and efficiently (Robbin, Stephen P., Coulter, 2016). The results
of the research are expected to be more on the bottom up strategy, namely operational/functional
strategy and business strategy which focuses on evaluating the implementation of internal business
processes for bank business activities in accordance with internal and external regulations that apply
to business processes that occur in the field (Wheelen & Hunger, 2018).

METHODOLOGY

The research method used is the Literature Review method. The Literature Review method
is a research conducted by researchers by collecting a number of books, journals, papers and
magazines related to research problems and objectives. This technique is carried out in order to
reveal various theories that are relevant to the problem being faced/studied as reference material in
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the discussion of research results. The research process using a literature review can be seen in
Figure 2 below:

(1) Search & Choose the Analyse (&3}In1er ret ) (5)
Select a Topic yse P Write the Review Reseach Result
Literature the Literature

FIGURE 2
THE LITERATURE REVIEW PROCESS

RESULTS AND FINDINGS

The Impact of Increasing Internal Business Process Performance from the External
Environment Side

One of the competitors in the banking industry market is Financial Technology (Fintech), an
application-based financial service that has mushroomed in developed countries including
Indonesia. The banking industry needs Fintech, especially in terms of the ability to master emerging
technologies that are more superior and current such as legacy software/systems, data integration,
product improvement, user experience, business development and innovation and technology, while
Fintech requires experiences from the banking industry in terms of mastery. Various types of
financial services, risk management, and alignment of rules such as leadership experience,
regulatory systems, maintaining reputation, customer base, risk management experience, and deep
financial pockets. As of April 2020, the number of Fintechs in Indonesia has reached 364 with the
product categories and market share that have been controlled can be seen in Figure 3 below.
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FIGURE 3
FINTECH MARKET IN INDONESIA BY CATEGORY

Online-based banking services coupled with Fintech services that continue to develop
rapidly at an astonishing growth rate are empirical phenomena that can become opportunities or
threats depending on how the strategic management and operation management of the banking
industry is implemented in Indonesia. Fortunately, there is a point of similarity between the banking
industry and Fintech which mutually reinforces the two, namely the trend of E-Commerce which is
mushrooming so that it can become a market share and a great opportunity from online trading.
(Mahayana, 2016).

Emerging research on Industry 4.0 focuses on technological developments so as to influence
value creation to provide new services and product-service systems (Mdller, 2018). Innovation is
widely seen as an important component of competitiveness, embedded in the organizational
structure, processes, products and services of a company (Gunday et al., 2011). Innovations
supported by card payment services, cell phones and location-based services have enabled
entrepreneurs to challenge long-standing banking models and infrastructure (Gozman, Liebenau &
Mangan, 2018). To strengthen their innovation potential, companies need to increase investment
aimed at value creation and innovation, so that companies can build new products, services or
procedures (Grimsdottir & Edvardsson, 2018).
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Value creation can be seen from three perspectives, namely the customer, seller, and
customer-seller perspectives. Value creation from a customer perspective is related to how
customers perceive the value of the offer compared to the available alternatives. From a
salesperson's perspective, the introduction of customer needs is a key asset for attracting,
developing and retaining customers. Furthermore, from a buyer-seller perspective, value is created
through networking and partnerships (Hammervoll, 2012; Killa, 2017). Technologies that can
enable new business platforms and increase digital access to potential customers have changed
significantly in the way companies do business from value creation (Chesbrough, 2006; Hoyer et
al., 2010). The competitive advantage of product innovation has become difficult to sustain for a
long time. As a result, companies are increasingly looking for ways to renew and innovate their
existing business models (Neus, Buder & Galdino, 2017).

The concept of "Business As Usual" is gone. At this time, the concept of "Remote
Everything" is the best solution in the Covid-19 Pandemic era. The Covid-19 pandemic has also
caused social and physical distancing so that directly the use of banking services by the public is
also transformed. Research conducted by McKinsey (2020) related to the use of digital-based
banking services in the period April - June 2020 in a number of countries has increased by more
than 30% as shown in Figure 4 below (Utoyo, 2020).

@ @ =~ £ =

Australia China Indonesia Malaysia Singapore

Online banking,

Mobile banking,

Visiting a branch for
making a transaction

4
Video chat with your bank

advisor or branch staff -3

Phone call with your bank 7
advisor or branch staff

-3

nNetExchange [l Used ess than before

Used more than before

FIGURE 4
USE OF BANKING SERVICES FOR THE PERIOD OF APRIL - JUNE 2020

Impact of Internal Business Process Performance Improvement from the Internal
Environment Side

Based on Bank Indonesia data as shown in Table 3 below, the average annual growth in
volume of non-cash transactions for the 2014-2018 periods was dominated by Electronic Money of
94.7% with the highest growth YoY of 207.43% in 2017-2018, very far. When compared with the
growth of debit cards of 18.6% and credit cards of 7.1%.

Table 3
RATIO OF VOLUME GROWTH TO TOTAL ELECTRONIC MONEY TRANSACTIONS COMPARED TO
OTHER NON-CASH TRANSACTIONS

No Category 2014 2015 2016 2017 2018 | Growth Avarage
1 Electronic Money 203,4 535,6 | 683,1 | 943,3 2.9 94, 7%

2 Debit Card 292,1 348,7 | 424,3 | 501,2 | 577,3 18,6%

3 Credit Card 250,5 274,7 | 297,7 | 319,3 | 330,1 7,1%

Server-based e-money service features extend to the use of Quick Response Code (QR
Code). Users only need to scan this code via their smartphone when making transactions. Viewed
from the E-Channel side, referring to research conducted byMahayana (2016), the supporting
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factors for Fintech are starting to pulsate. At least, SMS Banking and Mobile Banking users are
increasing. Data from the four main banks in Indonesia shows a growth of around 51% while
Internet Banking users have also grown at a growth rate of around 36%. Another study resulted in
research stating that 42% of the global ATM trend in the future will lead to Mobile Technology as
shown in Figure 5 below (Fryrear & Harper, 2012).

= Mobile Technology (42%)
29 2%

= Cash Recycling (14%)
Interchange Cost Reduction (9%)
Government Regulator (9%)

= PIN Protection (8%)

= Surcharge Cost (4%)

= Software Self Service (4%)

= Vendor Alliance (3%)

= Virtual Private Network (2%)

= OS Based ATM (2%)

= Others (3%)

FIGURE 5
FUTURE ATM TRENDS

In the future, technology trends will have a significant effect on people's habits of
transactions. Since 2018, mobile banking transactions have exceeded transactions using ATMs.
Institute for Development Economy and Finance (INDEF) summarizes digital transaction data for
the 2010 - 2018 periods as shown in Table 4 below.

Table 4
DIGITAL BANKING TRANSACTION TRENDS BASED ON FREQUENCY, 2010-2018
NO Category 2010 2011 2012 2013 2014 2015 2016 2017 2018
1 | ATM 62% 58% 56% 56% 50% 44% 39% 38% 37%
Transaction/Debit Card
2 Transaction on Branch | 17% 13% 12% 11% 10% 8% 6% 5% 4%
Office
3 Internet Banking 11% 18% 21% 19% 20% 18% 19% 16% 18%
4 Mobile Banking 6% 7% 8% 9% 15% 26% 32% 36% 41%
5 Electronic Data | 3% 3% 4% 5% 5% 5% 4% 5% 5%
Capture (EDC)

On the other hand, the company's response in absorbing knowledge varies because company
resources are different and unique (Engelman, Fracasso & Schmidt, 2017). Intellectual Capital is
related to the capacity of a company to create and apply its knowledge base, basically consisting of
three characteristics, including intangibility, its potential to create value and the effect of growing
corporate practices and synergies. Intellectual Capital plays an important role in the high-tech and
knowledge-based sector of the economy (Dean, Kretschmer & Kretschmer, 2014).

Digital banking can provide a boost to the bottomline of the banking industry. When
transactions are made on the mobile application, instead of at a branch office, costs can be much
cheaper. The banking industry can also generate more databases and income (fee based) from
customers who manage their money using smartphones, tablets, and/or Personal Computers (PCs).
(Evoy & Scott, 2017).

Impact of Internal Business Process Performance Improvement from the Corporate Culture
Side

Research related to the company's competitive strategy in internal business processes also

found another determinant variable, namely organizational culture. The rate and speed of change in
the external environment results in companies having to change organizational culture. (Cameron &
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Quinn, 2006). Several benefits of organizational culture which in turn will help companies perform
positively in competencies such as increasing the spirit of togetherness, openness, quality of work
and life balance and harmony (Bennett, 2004).

The success of managing company resources in integrating business functions within an
organization is influenced by the dimensions of organizational culture consisting of learning and
development, participation in decision-making, power sharing, comprehensive cross-functional
communication, and tolerance for risk and conflict. In a study to investigate the correlation between
organizational culture and organizational ability to change through business process engineering,
corporate culture provides an atmosphere conducive to change (Rashid & Sambasivan, 2004). The
Competing Values Framework is an organizational culture instrument based on the concept of
organizational effectiveness (Quinn, 1983).

Competing Values Framework is an organizational instrument that defines organizational
characteristics based on three dimensions. The first dimension is to define organizational
characteristics based on the focus of the organization both at the level of micro (internal) welfare
and at the macro (external) level. The vertical axis shows the organizational structure, whether
towards Flexibility or towards Stability (Control). The third aspect is to define organizational
culture based on "process” and "results”. Competing values (internal vs external, flexibility vs
stability, process vs outcome) are at the heart of the Competing Values Framework. These three
dimensions develop four types of organizational models, namely the Human Resource Model, the
Open System Model, the Rational Objective Model and the Internal Process Model as shown in
Figure 6.

Flexibility

Human Relations Model

Means: Cohesion, morale
Ends: Human Resource Development

Internal

Means: Information management,
communication
Ends: Stability, control

Internal Process Model

Output
Quality

Open System Model

Means: Flexibility, Readiness
Ends: Growth, resource acquisition

Means: Planning, goal setting
Ends: Productivity, efficiency

Rational Goal Model

FIGURE 6
COMPETING VALUES FRAMEWORKMODEL

The organizational culture approach to organizational performance is a cultural framework
of Competing Value or competitive cultural values consisting of organizational focus (internal
versus external), structure (stability and control versus change and flexibility), as well as processes
and outcomes (way versus outcome) (Suparman, 2018). In an effort to gain competitive advantage,
the banking industry needs good and superior management to develop and increase employee
productivity which in turn will improve company performance. Competing values framework maps
the values in the corporate culture that affect organizational effectiveness by considering the
organizational life cycle (Hayati, 2019).

The Impact of Increasing Internal Business Process Performance from the Integration of
Business Functions

In general, the banking industry around the world, including in Indonesia, will shift towards
a more digital, more personal and less physical direction. Structural changes that have taken place
in the Indonesian banking sector have increased competition between banks, so that banks in their
operations are faced with optimal operational efficiency, so that high market share can be achieved
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and minimize risk and obtain satisfactory financial performance (Syaifuddin, 2009). Changes are
needed so that the banking industry can survive the perfect storm, both in terms of business models,
customer behavior, culture and human resources (Jasmin, 2020).

Organizations must think about business processes and workflows to empower employees
and what they need to do to stay competitive in the rapidly changing world of banking. The
management always involves coordination and supervision activities of other people's work, so that
work can be completed effectively and efficiently. The research results are expected to focus more
on the bottom up strategy, namely operational/functional strategy and business strategy that focuses
on evaluating the implementation of internal business processes for bank business activities in
accordance with internal and external regulations that apply to business processes that occur in the
field (Robbin, Stephen & Coulter, 2016).

The performance banking business is determined by corporate strategy match,
external/industry environment, financial capability, operational capability, marketing capability,
human resource capability, information technology capability and innovation capability
(Brexendorf, 2015; Kusumawati, 2014; Lin & Wu, 2016; Real, 2014; Rothaermel, 2013; Sakas,
2014; Saragih, 2017). Banking business performance on the other hand is also determined by the
bank's ability to dynamically manage internal resources/capabilities in relation to external
conditions, namely the extent to which the company is able to carry out operational and financial
efficiency (Dess, 2016).

Developing a Conceptual Model of Implementation of Business Functions Integration in the
Internal Business Process Performance

Today the attention of organizations is not only on the main function, but also on the entire
set of business processes in the organization. This series of processes is known as the integration of
business functions. Through the concept of integration of business business functions, efficiency in
the organization is expected to be carried out in every function of the work unit and facilitate the
direction and measurement of organizational performance (Andriani, 2018; McCormack & Johnson,
2001).

The integration that a teringrasi information system must have consists of business functions
such as operations, marketing (marketing), finance and human resources. Most of the other
information system success models were developed based on the DeL.one-McLean model. Derived
from the previous explanation, the definition of the success of an information system is when the
information system is used or not abandoned by its users and provides benefits for its users.
DeLone-McLean built a framework on three parts of the instrument to measure the success of
information systems, each of which is an instrument to measure technical success, semantic success,
and effectiveness success as shown in Figure 7 below (DeLone & McLean, 2003).

Technical Semantic Effectiveness or Influence
Level Level Level

|E==<

Production Product i Influence on  Influence on
Receipt Recipient System

| System ] Information I Use User

Individual Organizational
Quality Quality

Satisfactior  |mpact Impact

FIGURE 7
BASIC CONCEPT OF MODEL CONSTRUCTION FOR DELONE AND MCLEAN

Technical success is measured by system quality. Semantic success is assessed through
information quality, and effectiveness success is measured through usage, user satisfaction,
individual impact and organizational impact. In the updated model, DeLone and McLean add
"Intention to Use" and "Quality of Service" as Figure 8 below (DeLone & McLean, 2003).
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Information
Quality
System
Qualitv
Service
Quality

Net Benefits |

FIGURE 8
DELONEDAN MCLEANMODEL

Research proposed by Frank & Gryna (2001) describes a business process measurement
model using a management approach. Process management is an approach to planning, controlling,
and developing the main processes in an organization. In determining which measurements to take
on a process, emphasis should be placed on the process mission, objectives, and consumer needs.
Business process management can be seen from three processes, namely effectiveness, efficiency
and a combination of the two known as adaptability. The following Figure 9 is a business process
measurement model.

Effective Process

Support requested features,
free from defficiency

Small & Competitive

- Error Rate - Transaction Cost

- Accuracy - Activity Time / Cycle
- Actual Planning Time

- Service Level - Output / Unit

- Response Time - Total Cycle Time

Adaptibility
Combination of
Effective & Efficient Processes

FIGURE 9
BUSINESS PROCESS MEASUREMENT MODEL

The development of a conceptual model for the implementation of the Integration of
Business Functions was adopted from the DeLone and McLean Model of the success of Information
Systems. The development of the reference model is carried out based on research models that have
been carried out into the Market Based View, Resource Based View and Company Culture
variables to be able to implement an effective integration of business functions so as to improve the
performance of internal business processes (Frank & Gryna, 2001). In general, the conceptual
model that will be developed in this research can be seen in Figure 10 below.

% _________ Business Functions Imegrm

I MarketBased View

Internal Business 1
Process Performance |

/

Business Analytics for Sustainability

FIGURE 10
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DEVELOPMENT OF A CONCEPTUAL MODEL FOR THE IMPLEMENTATION OF
THE INTEGRATION OF BUSINESS FUNCTIONS TO IMPROVE THE INTERNAL
BUSINESS PROCESSESPERFORMANCE

CONCLUSION

Indonesian banking has challenges in taking strategic steps, both corporate strategy,
business strategy and operational/functional strategy. In ensuring the strategy runs as planned, the
performance of the company's internal business processes is not only influenced by financial
aspects but also influenced by non-financial aspects, especially the integration of business functions
triggered by external and internal factors of the bank as well as corporate culture. The development
of a conceptual model for the implementation of an integration system for business functions refers
to the DeLone& McLean Model which is a series of input-process-output that influence each other.
Internal Business Process Performance is influenced by information quality, system quality and
service quality triggered by Market Based View (External Environment), Resource Based View
(Internal Environment) and Corporate Culture.
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