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ABSTRACT

Purpose — This research examines the link between adherence to Islamic financial values
and strategic decision-making effectiveness. This takes into account the mediating effect of
procedural rationality on strategic decision-making.

Design/methodology/approach — The research model was tested using a structural
equation modelling design based on survey data from 162 Saudi companies that pertain to the
financial sector, by used by software (SPSS and SmartPLS).

Findings — The results showed that these companies’ adherence to Islamic financial
values positively impacted the effectiveness of decision-making strategies. However, the findings
did not demonstrate any significant effect of adherence to Islamic financial values on procedural
rationality. But the results revealed the positive impact of highly adopting procedural rationality
on strategic decision-making effectiveness.

Originality/value — The findings have revealed that adherence to Islamic financial values
will help decision-makers in organisations make strategic decisions distinctively and effectively.
This could be achieved by following the criteria of Shariah. In this way, organisations will
ensure that their activities will be fair and ethical via real and clear economic activities that are
not based on ignorance or a lack of knowledge that will yield economic benefits to their
organisations and society in general. For readers, these findings enrich knowledge about
strategic decision-making and adherence to Islamic financial values. These two areas of
research have not been relatively tackled when this study investigated such relationships. For
business and management practice, the procedural rationality based on Islamic financial values
as a practice supports the strategic decision makers to improve the firm’s performance and to
applied a best practices (employee involvement, process approach, leadership) that ensure
continuous improvement and organisational stability.

Keywords: Adherence to Islamic Financial Values, Procedural Rationality, Strategic Decision-
Making Effectiveness.

INTRODUCTION
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In reviewed literature on organisational values, only a limited number of studies shed
lights on intangible resources, including studies on adherence to Islamic financial values
(Branine & Pollard, 2010). The limited available empirical evidence has suggested that
adherence to Islamic financial values in companies may positively impact the outcomes of
companies’ activities - including the outcomes of strategic decision-making (Abdul Cader, 2017;
Helmy et al., 2014; Shafique et al., 2015). This has also suggested that this relationship may be
complex and dependent on a number of factors. However, one can note the absence of clear
results in the available studies (Bianchi et al., 2017; Imran et al., 2017; Monteiro et al., 2017,
Thanos et al., 2017). Subsequently, this research paper focuses on the relationship between
adherence to Islamic financial values within companies and strategic decision-making
effectiveness. Moreover, this article aims to investigate procedural rationality in strategic
decisions as a mediator between adherence to Islamic financial values and strategic decision-
making effectiveness.

This study focuses on procedural rationality in strategic decision-making for a number of
reasons. First, earlier studies have confirmed that procedural rationality plays a crucial role in
strategic decision-making and must subsequently be involved in any research that studies this
strategy (Keillor et al., 1998). Second, prior studies have revealed that, in spite of attracting a
great deal of interest, most studies tackled procedural rationality in strategic decision-making in a
segmented fashion (Bhatnagar, 1992). Third, other studies, like Child et al. (2010) and Elbanna
et al. (2014), have shown that there is limited theoretical and empirical evidence on the factors
that augment or restrict procedural rationality in strategic decision-making. Subsequently, this
study examines the effect of procedural rationality as a mediator between adherence to Islamic
financial values and strategic decision-making effectiveness Figure 1.
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FIGURE 1
CONCEPTUAL MODEL AND RESEARCH HYPOTHESES
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Since the scope of this study is investigating the relationship between adopting Islamic
financial values and the effectiveness of strategic decision-making, the following hypothesis has
been developed (Maierhofer et al., 2002).

Hy: The greater the adherence to Islamic financial values, the more effective it will be on strategic
decision-making.

The Mediating Role of Procedural Rationality

This study suggests that procedural rationality may act as a mediator between the
organisations' values and their effectiveness in making strategic decisions. Previous studies in
literature unveiled that the organisations' values have a positive association with their outcomes
(Dabi¢ et al., 2015; Heavey et al., 2009; Schein, 2010; Schein & Schein, 2017; Tihanyi et al.,
2005). Moreover, prior studies revealed that procedural rationality can have a positive influence
on the organisations’ outcomes (Dean & Sharfman, 1996; Eisenhardt et al., 1997; Elbanna &
Child, 2007a; Janis, 1989; Nutt & Wilson, 2010).

Taking the financial companies in Saudi Arabia as an example, implementing Islamic
finance is fundamental due to the application of Islamic laws that govern institutions and
business practices (Alfalih, 2016). Given the high political activity of top management teams
within financial institutions, they are forced to engage in investments or financial activities that
are prohibited by Islamic laws in order to serve their self-interests. Such practices are not easy
for decision-makers, as the top management teams within the Saudi Arabian financial institutions
are usually Shariah-compliant legal committees that evaluate decisions based on Islamic laws
before adopting or implementing them (Al-Kandi et al., 2013). Shariah is the system of religious
laws based on the essence of Islam that governs the day-to-day life of Muslims. Therefore,
adopting Islamic finance will decrease political activities, and subsequently, the effectiveness of
strategic decision-making will be enhanced (Hove et al., 2014; Zin & Adnan, 2016; Zin et al.,
2017). In other words, the top management teams’ decisions will be based on their organisations’
values; hence, their decisions will be effective (Guest & King, 2004).

These Arguments Lead to the Following Hypotheses

H,: The greater the adherence to Islamic financial values, the stronger the procedural rationality will
be in strategic decision-making.

Hs: The stronger procedural rationality in strategic decision-making, the more effective it will be in
strategic decision-making.

Hy: Procedural rationality in strategic decision-making mediates the relationship between adherence
to Islamic financial values and strategic decision-making effectiveness.

Research Method
Sample and Procedure

The research setting is a number of companies located in Saudi Arabia and are part of
Saudi Arabia’s financial sector, namely, banks, finance companies, insurance companies,
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investment companies, real estate development companies and Awqaf (endowments) companies.
The main activity of these companies is financial, and all of them employ more than 100
employees (Zahra Shaker & Garvis Dennis, 2000). This study targets the members of top
management teams as the inside board members (i.e. those executives who also serve on the
board of directors for the responding company, according to Finkelstein and Hambrick 1990 and
(Goll & Rasheed 2005). Another reason for investigating all of these companies was generating
data that would represent all the companies in Saudi Arabia and thus make sure that the sample
is representative (Miller, 2008).

As for data collection, in order to investigate Saudi Arabian companies under strict
monetary rules and time constraints, an electronic survey was selected as the most appropriate
data collection method. The distribution period of the survey lasted nearly three months. From
mid-December 2018 until mid-March 2019, 1,500 questionnaires were distributed to 375
companies. In total, 379 questionnaires were returned from 177 companies. At least two
responses were collected from each company to guarantee the validity of the survey results. Out
of the 379 questionnaires, only 15 responses were excluded for some reasons, such as incomplete
answers or irrelevant responses. The remaining 364 answers from 162 companies represented a
final response rate of 25%. Thus, the total response rate was quite satisfactory, since earlier
studies reported that top executives had been less likely to reply (Hunt et al., 1984; Menon et al.,
1999).

This study implemented Structural Equation Modelling technique to analyse collected
data. The study is based on testing causal relationships hypothesised in the research framework
of multiple independent and intervening variables. Analysing data was conducted using SPSS
(Statistical Package for the Social Sciences) and SmartPLS (Partial Least Squares Path
Modelling) software packages.

Measures

To measure the constructs, the previously tested scales were used. Table 1 includes the
scales used to measure the main variables of the study.

Table 1
RELIABILITY AND VALIDITY TEST

Average
Composite | Variance
No. of Cronbach’s | Reliability | Extracted

Construct Questions alpha (CR) (AVE) DV/IV*
Adherence to Islamic Financial values 7 0.97 0.975 0.848 v
Procedural Rationality 5 0.845 0.89 0.62 Med
Strategic Decision-Making Effectiveness 4 0.837 0.891 0.671 DV

*DV=dependent variable, I\V= independent variable, Med=mediator variable

Independent Variable: Adherence to Islamic Financial values. In this study, adopting
Islamic financial values was measured using a seven-item scale taken from Haniffa & Hudaib
2002, and scaled on Likert scale (1= Not at all; 7 = Completely). The 7 items were: (1) to what
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extent were strategic decisions affected by commitment to operating within Shariah
principles/ideals; (2) to what extent were strategic decisions affected by commitment to
providing returns within Shariah principles; (3) to what extent were strategic decisions affected
by the current direction of your firm to serving the needs of the Muslim community; (4) to what
extent were strategic decisions not affected by the future direction of your firm to serving the
needs of the Muslim community; (5) to what extent were strategic decisions affected by
commitment to engage only in permissible investment activities according to Shariah principles;
(6) to what extent were strategic decisions affected by commitment to engage only in permissible
financing activities according to Shariah principles; (7) to what extent were strategic decisions
affected by commitment to fulfil contracts (aquds) according to Shariah principles’. Adopting
Islamic financial values in this study is calculated as the sum of these seven items. This seven-
item measure displays the acceptable levels of reliability (0=0.970; CR=0.975) and validity
(AVE=0.848), as shown in supplement Table 1. Supplement Table 1 provides the items, source,
measurement and descriptive statistics relating to adherence to the Islamic financial values
construct (Ezzi et al., 2014).

Dependent Variable: Strategic Decision-Making Effectiveness. Strategic decision-
making effectiveness was measured by a four-item scale, taken from Jansen et al., (2013), and
also scaled using the same seven-points of Likert scale as above. The items included: (1) to what
extent have strategic decisions contributed to the turnover growth of your firm; (2) to what extent
have strategic decisions contributed to the profit growth of your firm; (3) to what extent is the
decision-making team satisfied with the decision; and (4) to what extent has the decision led to
the expected result. The Strategic Decision-Making Effectiveness variable is calculated as the
sum of these four items. This four-item measure displays acceptable levels of reliability
(0=0.837; CR=0.891) and validity (AVE=0.671), as shown in supplement Table 2. Supplement
Table 2 below provides the items, source, measurement and descriptive statistics relating to the
strategic decision-making effectiveness construct (Lengler et al., 2016).

Mediator Variable: Procedural Rationality in Strategic Decision-Making. In this study,
procedural rationality in strategic decision-making was measured by a five-item scale taken from
Dean & Sharfman (1996), which was scaled on a seven-point Likert scale. These items included:
(1) how extensively did the top decision-making group in your firm look for information before
making strategic decisions? (1= Not at all, 7= Extensively); (2) how extensively did the top
decision-making group analyse relevant information for decision before making a strategic
decision? (1= Not at all, 7= Extensively); (3) how important were quantitative analytic
techniques (such as net present value or discounted cash flow analysis, etc.) for making the
strategic decision? (1= Not at all important, 7= Very important); (4) in general, how effective
was the top decision-making group in your firm at focusing its attention on relevant information
and ignoring irrelevant information for the decision? (1= Not at all effective, 7= Very effective);
(5) how would you describe the process that had the most influence on the decision of top
decision-making groups? (1= Mostly analytical, 7= Mostly axiomatic). This measure or its
variants have been widely used with similar reliability estimates (Dean & Sharfman, 1996;
Elbanna & Child, 2007a; Papadakis, 1998; Thanos et al., 2017). The Cronbach’s alpha value in
this study is (0.845), as revealed in Table 1, which is similar to the values of previous studies that
used a similar scale to measure procedural rationality. In sum, with regard to the present study,
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this three-item measure shows acceptable levels of reliability (a=0. 845; CR=0.890) and validity
(AVE=0.619), as displayed in supplement Table 1.

Control Variables: Based on previous studies, this study investigated the effects of three
variables (type of sector, companies’ age and companies’ size) on entrepreneurial orientation,
adherence to Islamic financial values, politicisation and strategic decision-making effectiveness.
Further understanding of these three variables is as follows

Type of Sector: The present research studied the type of sector: banks, finance
companies, insurance companies, investment companies, real estate development companies and
Awgqaf (endowments) companies (De Clercq et al., 2015; Thanos et al., 2017).

Company Age: The current study examined the effect of company age since it impacts
organisational processes and outcomes (Zahra & Garvis, 2000). The company age was calculated
based on the number of years in operation (Liu et al., 2011).

Company Size: The survey shed lights on the impact of company size depending on the number
of full-time employees (Garcia-Villaverde et al., 2013; Thanos et al., 2017; Wales et al., 2015).
The company size influences its growth and outcomes (Dimitratos et al., 2004).

RESULTS
Table 2
TOTAL EFFECTS
Relationships Sample Sample Standard T P Values Results
No Mean Deviation Statistics
(M) (STDEV) | (|O/STDE
V)
AIFV — PR 0.083 0.088 0.063 1.316 0.189 Not supported
1
PR — SDME 0.197 0.201 0.050 3.959 0.000** | Supported
2
AIFV — SDME 0.451 0.452 0.047 9.589 0.000** | Supported
3
AIFV — PR — SDME | 0. 038 0.041 0.030 1.237 0.217 Not supported
4

* Significant at p < 0.05, ** Significant at p < 0.01

As Table 2 shows, the main findings of this survey unveiled that there was a strong
relationship between adopting Islamic values in companies and the effectiveness of strategic
decision-making. However, the findings did not demonstrate any significant effect of adopting
Islamic financial values on procedural rationality. It is important to note that the results
highlighted a strong relationship between procedural rationality and the effectiveness of
decision-making strategies. More specifically, the study found out that the higher the level of
procedural rationality in strategic decision-making is, the more effective decision-making
strategies will be (Martin-Tapia et al., 2010).

Mediator Analysis

6 1532-5806-26-2-106

Citation Information: Hakeem, A. (2023). The mediating effects of procedural rationality in strategic decision-making between
adherence to islamic financial values and strategic decision-making effectiveness: case of saudi arabia’s
financial sector. Journal of Management Information and Decision Sciences, 26 (2), 1-14.




Journal of Management Information and Decision Sciences Volume 26, Issue 2, 2023

Mediator analysis was used to understand possible causal relationships by discovering the
fundamental mechanisms or processes by which one variable affects another one via a mediator
variable (Baron & Kenny, 1986). To examine the role of procedural rationality in strategic
decision-making as a mediator between adherence to Islamic financial values and strategic
decision-making effectiveness, this research implemented the method of Preacher & Hayes
(2008), as opposed to Baron & Kenny (1986) method. This choice can be explained by the idea
that while Baron & Kenny (1986) framework is one of the oldest methods to study mediation
analysis, the technical literature has disputed some of their tests (Zhao et al., 2010). Preacher &
Hayes (2008) approach is, however, one of the most popular and easiest methods that has been
used in more contemporary studies. This method has also overcome the limitations identified in
Baron & Kenny (1986) methods Figure 2.

Preacher & Hayes (2008) pointed out that mediation analysis involved two basic steps.
The first step is that the bootstrap of the total effect must be significant, which means the p-value
must be less than 0.05. That is, the p-value of the relationship between the independent variable
and the dependent variable via mediator must be less than 0.05. As demonstrated in Figure (2)
below, Path (a) starts from the independent variable to the mediator variable, Path (b) starts from
the mediator variable to the dependent variable, and Path (c) starts from the independent variable
to the dependent variable. Accordingly, the total effect is Path (a) along with Path (b); that is, it
starts from the independent variable to the dependent variable through the mediator variable.

2 p% b

Tetal
effect
Path ¢ °

FIGURE 2
AN EXPLANATION OF THE FIRST STEP IN PREACHER AND HAYES' (2008)
METHOD OF THE MEDIATOR ANALYSIS

According to the p-values of the total effects from table 1, ISV — SDME is statistically
significant. That i1s, ISV — SDME is statistically significant at the 0.000 percentage level of
significance, which means ISV met the requirements of the first step in the mediator analysis.

The second step is the bootstrapped confidence interval (lower and upper levels)
(Preacher & Hayes, 2008). This means the zero integer should not be between the lower and
upper levels of the bootstrapped confidence interval. For example, as demonstrated in Figure (3),

7 1532-5806-26-2-106

Citation Information: Hakeem, A. (2023). The mediating effects of procedural rationality in strategic decision-making between
adherence to islamic financial values and strategic decision-making effectiveness: case of saudi arabia’s
financial sector. Journal of Management Information and Decision Sciences, 26 (2), 1-14.



Journal of Management Information and Decision Sciences Volume 26, Issue 2, 2023

if the lower level is 0.02 and the upper level is 0.04, it means the values are not between 0, and
therefore the second step is achieved. However, if the lower level is -0.02 and the upper level is
0.02, it means 0 is between them, and therefore, the second step is not achieved Figure 3.

Bootstrapped Lonhdence Interval

FIGURE 3
BOOTSTRAPPED CONFIDENCE INTERVAL

To calculate the bootstrapped confidence interval (lower and upper levels), we used the
following template for mediation calculation Figure 4.

OriginalBampleZ&tandardbetal

IVE>Mediator  Mediator->DV Automaticalculation ~ Standard@leviation?  Automaticalculation Bootstrapped Confidence Interval

Path a Path b Indirect Effect SE t-value 95% LL 95% UL
Mediator 1
Mediator 2
Mediator 3

Note: Zero must not cross the Bootstrapped Confidence Interval values

FIGURE 4
TEMPLATE FOR MEDIATION CALCULATION

Template for Mediation Calculation

Original sample = standard beta

PR- -> (EO)Mediator (EO)Mediator-->SDME  Automatic calculation  Standard deviation Automatic calculation  Bootstrapped Confidence Interval

Path a Path b Indirect Effect SE t-value 95% LL 95% UL

Med PR ISV — SDME| 0.083 0.197 0.016 0.030 0.545 -0.042 0.075

Note: Zero must not cross the Bootstrapped Confidence Interval values

FIGURE 5
RESULTS OF THE MEDIATION CALCULATION
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As revealed in Figure 5, the bootstrapped confidence interval (lower and upper levels) of
Hx refers to procedural rationality in strategic decision-making as a mediator between adopting
Islamic financial values and the effectiveness of strategic decision-making. It showed that 0
crossed the Bootstrapped Confidence Interval values, where the lower level was -0.042 and the
upper level was 0.075. Subsequently, the second step in the mediator analysis was not fulfilled.
Thus, the role of procedural rationality in strategic decision-making as a mediator between
adherence to Islamic financial values and strategic decision-making effectiveness was not
statistically significant.

Table 3
TOTAL EFFECTS OF THE CONTROL ON PROCEDURAL RATIONALITY, ENTREPRENEURIAL
ORIENTATION
Relationships Sample Sample Standard T Statistics P Values Results
No Mean (M) Deviation (|O/STDEV))
(STDEV)

Co Age -> AIFV | -0.199 -0.199 0.058 3.452 0.001** Supported
1

Co Age -> PR -0.021 -0.025 0.049 0.436 0.663 Not
2 supported

Co Age -> SDME | -0.121 -0.117 0.055 2.187 0.029 Supported
3

Co Size -> AIFV | -0.082 -0.083 0.062 1.328 0.185 Not
4 supported

Co Size -> PR 0.230 0.230 0.054 4.270 0.000** Supported
5

Co Size -> SDME | 0.115 0.111 0.050 2.290 0.022 Supported
6

Sectors -> AIFV | 0.091 0.088 0.050 1.823 0.069 Not
7 supported

Sectors -> PR -0.185 -0.187 0.052 3.591 0.000** Supported
8

Sectors -> SDME | -0.065 -0.068 0.047 1.382 0.168 Supported
9

* Significant at p < 0.05, ** Significant at p < 0.01

Citation Information:

As shown in Table 3, the main findings revealed that the total effect of the companies’
age on adherence to Islamic financial values obtained p-values of (0.001 and 0.029). Thus, the p-
values obtained were statistically important at a (0.01 and 0.05) percent level of significance,
hence confirming the positive effect of this relationship. However, the total effect of the
companies’ age on procedural rationality in strategic decision-making and strategic decision-
making effectiveness obtained p-values more than a (0.05) percent level of significance, which is
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(0.663). This means that p-values did not obtain any statistical significance, hence emphasising
the negative effect of the type of sectors on procedural rationality in strategic decision-making.

In addition, the total effect of the companies’ size on adherence to Islamic financial
values obtained p-values of more than a (0.05) percent level of significance, which is (0.185).
This means that p-values did not obtain any statistical significance, hence enhancing the negative
effect of the companies’ size on adherence to Islamic financial values. However, as Table 3
reveals, the total effect of companies’ size on procedural rationality in strategic decision-making
and strategic decision-making effectiveness obtained p-values (0.000 and 0.022). This means that
the p-values obtained were statistically important at the (0.00 and 0.05) percent level of
significance. This confirmed the positive effect of company size on procedural rationality in
strategic decision-making and strategic decision-making effectiveness.

Table 2 also conveys that the p-values of the type of sectors’ total effect are more than a
0.05 percent level of significance, which are (0.069 and 0.168). As such, p-values did not obtain
any statistical significance, hence confirming the negative effect of the type of sectors on
adhering to Islamic financial values and strategic decision-making effectiveness. However, this
study revealed that the total effect of the type of sectors on procedural rationality in strategic
decision-making obtained p-values of (0.000). This means that the p-values obtained were
statistically significant at a (0.01) percent level of significance, hence emphasising the positive
effect of this relationship.

DISCUSSION

The aim of the present research is exploring the link between adherence to Islamic
financial values and strategic decision-making effectiveness within organisations, taking into
consideration mediating relationships. The paper suggested that companies that adopted Islamic
financial values would develop their strategic decision-making effectiveness. However, the study
findings revealed that adopting these values did not affect the procedural rationality in strategic
decision-making (Mohamed, 2018). Likewise, the research results unveiled the positive effect of
procedural rationality in strategic decision-making on strategic decision-making effectiveness.
Focusing only on Saudi Arabian firms was a response to recent calls for the importance of
involving different cultures while implementing a study model (Thanos et al., 2017).

A number of important theoretical implications can be drawn from the findings. First, the
positive link between adopting Islamic financial values and strategic decision-making
effectiveness suggests that Islamic finance will help decision-makers make strategic decisions
distinctively and effectively. This could be achieved by following the two principles of halal
(lawful) and haram (unlawful), outlined within Islamic teachings. For instance, one could avoid
participating in activities that are prohibited by Shariah (Islamic law), such as interest-based
loans and gambling. In this way, one guarantees that any monetary transactions are deemed fair
and ethical, and that this is done via real economic activities that will yield economic benefits to
their companies and society in general (Elbanna & Child, 2007b). Moreover, this will be through
conducting clear economic activities that are not based on ignorance or a lack of knowledge
(Berson et al., 2008).

Consequently, decision-makers will deal with any information within the framework of
Islamic financial values. In other words, these values, acting as filters through which information
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flows, are subject to interpretation by strategic decision-makers. Indeed, the interpretation of
information that is based on Islamic financial values is of critical importance to the
organisation’s overall strategic decision-making process. It urges strategic decision-makers to
explore any information that may help them find or create better strategies, hence both profitable
and adhering to Islamic financial values (Dada & Fogg, 2016).

Second, these research findings confirmed similar findings in previous studies. For
example, Algumzi showed that ethics, identity and a strong religious belief, are the principal
elements that impacted Saudi Arabian organisations. However, prior studies enhanced the idea
that improving the decisions of organisations and making them more effective depend on the
extent to which they follow such values Haniffa & Hudaib, 2002 (Kammer et al., 2015).

In spite of some evidence in literature that supports the findings of the present study,
current literature does not clearly and explicitly describe the relationship between implementing
Islamic financial values and strategic decision-making effectiveness within companies (Alfalih,
2016; Rice, 1999). The current research’s findings seemed to be a notable contribution as it is
one of the first studies that focused on exploring the relationship between Islamic finance and
strategic decision-making effectiveness, as well as the one that unveiled the effects of adhering
to these values with respect to an organisation strategic decision-making effectiveness (Cheng et
al., 2010).

CONCLUSION

To answer the main research question, we have investigated whether adherence to
Islamic financial values increases procedural rationality in strategic decision-making, and also
whether the high levels of procedural rationality would have a positive effect on strategic
decision-making effectiveness. The results suggested that adherence to Islamic financial values
would not affect the levels of procedural rationality in strategic decision-making, but procedural
rationality would affect the strategic decision-making effectiveness positively. A possible
explanation for these results is that in real business practices and applications, there is a degree
of divergence between organisations and their adherence to Islamic teachings. This may also
affect their strategic decision-making processes and outcomes. In light of this, future studies
should examine at what level of adherence to Islamic financial values the results of procedural
rationality can be more positive.

The first limitation of this study relates to selecting only those sectors that fell under the
umbrella of the Saudi Arabian financial sector. The second limitation of this study was that the
sample was only from Saudi Arabia, which means that the findings cannot be generalised to the
whole Middle East or Arab countries. The third limitation of this study is related to withholding
information by participants with regard to their positions in companies and the names of these
companies. This resulted in excluding their responses. This could have negatively affected the
study, but out of 379 questionnaires, only 15 questionnaires were excluded, so it did not
significantly affect the overall results.
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