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1. Introduction

Artificial Intelligence (Al) inclusion has rapidly become a game changer over the last years in financial
institutions including Islamic banks. The importance of Al sentiment for algorithmically computes analysis of
public sentiment and communication have been increasing in the prediction of investor behavior and firm
performance (Arauco Ballesteros & Martinez Miranda, 2025; Laskin & D’ Agostino, 2024). The role of Al
sentiment for the Islamic banks is not only the reflections of the perception about the way the bank has projected
the external image, but acts also as an engine to the internal strategy and response especially in risk and volatility
(Abuzayed, 2013; Agarwal et al., 2020). Al is imbedded in service channels, and risk management systems, and
banks with high innovation capacity outperform their peers in financial performance measures, including ROA
and ROE (Ahinful et al., 2023; Baffour Gyau et al., 2024). With the growing scale of digital transformation in
Islamic banking, understanding the strategic fit of digital initiatives with business goals is becoming increasingly
important for sustainable performance (Hidayat-ur-Rehman & Hossain, 2024; Siswanti et al., 2024). These
emerging facts present as a pressing academic investigation based on empirical evidence the extent to which Al
sentiment, innovation capacity and strategic digital alignment affect financial performance in Islamic banking
context (Al-Omoush & Alghusin, 2024; Ali & Aysan, 2025).
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Nevertheless, despite the bright promise of Al and digitization, Islamic banks are faced with particular
regulatory constraints that limit their strategic room for manoeuvre (Wiener et al.,, 2025). It is not about
technology adoption alone rather than the lack of regulatory flexibility the government’ s capacity to adapt to
technological reorientation while it supports Sharia foundation (Kismawadi, 2024; Kuran, 2001, 2018). And they
can be bottlenecks for how soon financial benefits are unleashed from Al and innovation. Moreover, most of the
studies only concentrate on the individual and independent impact of these factors without taking into account
the moderating mechanism of regulatory agility (Felipe et al., 2020; Mata et al., 2024). But the lack of alignment
between the strategic aspirations and the regulatory framework in practice creates a gap where innovation and
adherence pull against one another, resulting in the performance of Islamic Financial Institutions differing across
contexts (Islam et al., 2025; Taufik Syamlan et al., 2025). This issue is even more pressing in countries that are
still in development, where digital technologies could outstrip the rate of institutional reform.

To address this issue, the study sits across various theories. Based on the resource-based view of the firm
(RBV), innovation capability and digital alignment both refer to valuable, rare, and hard-to-imitate resources
that contribute to firm performance (Barney, 2018; Robins & Wiersema, 1995). Strategic alignment theory
argues that the alignment between IT strategy and business strategy enhances firm performance (Bergeron et
al.,, 2004; Wu et al., 2015). It may also be concluded that a firm's ability to adapt to regulatory change is a meta-
capability that builds on the DC framework, which empowers a firm to reconfigure its resources and capabilities
in relation to volatile contexts (Teece, 2018). Last but not least, not only the Al sentiment echoes the opinions of
the external shareholders (shares of news) and the internal viewpoint cognitive framing, but it also repeats the
view of the external (shares) about the internal, in line with behavioral finance and information asymmetry
theories (Goyal et al., 2025; Xing & Yi, 2024).

Prior literature has mainly examined digital innovation, Al adoption and alignment to strategy in isolation,
and predominantly in conventional and not Islamic banks (Hussain et al., 2025; Shaikh et al., 2021; Shehadeh et
al., 2024). Relatively little research has focused analyzing the interaction between these two constructs, an even
less number of studies have delved into the role regulatory agility as a moderator. There are studies which
reported a positive relationship between innovation and financial performance (Aityassine et al., 2024), there
are also studies that did not find a significant effect due to institutional rigidity (Kateb et al., 2023; Mohd Haridan
et al., 2023). The influence of Al mood also depends on the regulatory openness and organizational readiness
(Gao et al., 2022; Uren & Edwards, 2023). These results suggest a 'difference that makes a difference’ proposed
as regulatory agility in the context of multiple malleable systems. That could explain the difference in results.”
Through the augmentation of factors such as Al sentiment, innovation capability and strategic alignment to a
moderated structure, this work offers a new model that is contextually relevant to Islamic banks. It is one of a
small number of studies to take such a holistic approach to seeing the relationship between these variables
within such a regulated-sensitive, Sharia-compliant financial environment and has implications for both
academia and practitioners.

The purpose of this paper is to empirically examine Al sentiment, innovation capability, strategic digital
alignment and financial performance of Islamic banks with the moderating role of regulatory agility. Specifically,
this study seeks to test six direct and moderated effects based on the model between the constructs. The results
will then offer practical insights to Islamic bankers, regulators and policy makers to interlink the digital agenda
to agile regulation for sustainable value addition. The paper provides a basis for resolving tension in relation to
ethical and inclusive financial agenda of IFls and presents some possible competitive positioning that would not
necessarily stem into a competitor as sub-stitution but supplementary set of alternative strategies to coexist and
buttress the competitive strategies of Sharia compliant financial institutions in a rapidly evolving digital world.

2. Theoretical foundation

2.1The influence of Al sentiment on financial performance
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Recently, it has been also shown that adoption of artificial intelligence (Al) sentiment analysis in financial process help
firms to act on and create value from their customer reviews as it is one of the necessary tool that make firms to be more
responsive and efficient. Entity sentiment, an automated Al sentiment extracted from textual data, such as customer reviews,
news articles or social media, can reflect the market emotions or public opinions to affect bank body performance measures
in terms of ROE and ROA. In the Islamic bank environment, faith, transparency and trust are the fundamental principles and
therefore, positive Ins sentiment could also result in an improvement in the brand image which could potentially result in
change in the investment attitude which in turn contribute towards the financial performance (Chong et al.,2020; Alshater
et al.,2022). Additionally, Siering et al. (2018), sentiment computed using certain machine-learning models can be used for
forecasting both financial events and customer’ s revenge, two actions of interest for long-term profitability. Complementing
this, Sun et al. (2021) also suggested that emotion-driven Al strategies gave rise to better stock market performance due to
better investor sentiment. Comment With increasing dependence on digital content, Al sentiment is not just an instrument
of diagnosis as it is a strategic lever and more so for Islamic financial institutions that are looking to ensure that performance
meets the requirements of Shariah and stakeholder perceptions.

H1: Al sentiment score has a positive effect on financial performance (ROE and ROA) of Islamic banks
2.2The impact of innovation capability on financial performance

Innovativeness refers to the organization’ s ability to introduce, develop and take new ideas or innovation
to the marketplace (Hurley & Hult, 1998). Innovation in Islamic banking Innovation in Islamic banking has
emerged as a new paradigm as it is becoming an essential factor contributing to operational efficiency, product
diversification, and high quality customer service resulting in good financial performance. Several researches
state that the better the quality of innovation carried out by banks, the good their profitability or return is (ROA
and ROE) (Abbas et al., 2020; Mulyana et al., 2022). Innovation capacity, enables Islamic banks to establish
Shariah-compliant FinTech such as digital sukuk platforms, mobile zakat applications, or Al-powered funding
appraisals that help increase market share and customer confidence (Al-Ansari et al., 2021). In addition, these
companies can respond rapidly to regulatory changes and to bear the impact of market downturn better, which
adds resilience to absorb market shocks (Lestari et al. 2023). Such flexibility adds value that can generate long-
term financial viability and competitiveness of any transactions that are held on the ground of ethical and
religious values such as Islamic finance.

H2: Innovation capability has a positive effect on the financial performance of Islamic banks.

2.3 Strategic digital alignment and financial performance

A strategic digital alignment is the alignment of digital initiatives and business strategy at the corporate
level. Similarly in Islamic finance, it can be tabulated as the unraveling of digital transformation into a course of
action giving way to technology investments, whose return-value is seen reflected in enhanced financial
returns-on-profit-making such as return on assets (ROA), and return on equity (ROE) factors. Furthermore, those
institutions that achieve this fit are more effective and serve customers better, and are also able to offer digital
products and services that meet shariah guidelines, such as on-line murabaha plaftorms or Al drive risk profiling
(Alnoukari & Hanano, 2017; Shaharudin et al., 2021). According to literature, digital fit mitigates operational
redundancy and accelerates decision making in order to improve performance (Wamba et al., 2020). Moreover,
in a heavily regulated and ethical industry such as Islamic finance, it respects religious requirements and digital
rules of governance. Companies who infuse digital transformation into strategy are associated with increased
agility and financial health (Sivarajah et al., 2022); and strategic digital alignment becomes a driver of financial
performance in Islamic banking.

H3: Strategic digital alignment has a positive effect on the financial performance of Islamic banks.

2.4 Development of moderating regulatory agility
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It describes the limit of adaptation in the regulatory arrangements and in the internal control systems which
can respond not rapidly to the demand of the industrial challenge (technology and economy also more July
2019Int | Islamic Marketing Fundamentally, in the high-regulated business such as Islamic banking is called a
regulation agility. In terms of the firm performance, the regulatory agility is the proxy-effectiveness enabler,
which activates the responsiveness and effectiveness of the digitalization drivers (Al sentiment, innovation
power and digital alignment). Inflexible regulation that does not meet the evolutionary pace of new
technologies, can constrict innovation and sluggish digital uptake, whereas adaptive regulation can promote
experimentation, technology acceptance and innovation from a customer focused approach which is the
cornerstone of competitive advantage (Zohdi et al pending; Yeow et al., 2018).

Islamic banks which must comply with Shariah and the national laws, must have greater regulatory
discretion. The work ethos of responsiveness, allows institutions to adopt ethical-financial innovations i.e., Al-
based zakat estimate and blockchain-issued sukuk without violating the compliance red lines (Omar & Aziz,
2021). And nimble regulators are not just the string pullers, but the facilitators of ongoing performance and long
term resilience. Therefore, this variable is suggested as a moderator for the relationship between the strategic
drivers of digital and financial performance, providing a new lens that can comprehend how prepared financial
institutions could influence the effect of digital transformation in Islamic finance.

H4: Regulatory agility moderates the effect of Al sentiment on bank financial performance.
H5: Regulatory agility moderates the effect of innovation capability on bank financial performance.
H6: Regulatory agility moderates the effect of strategic digital alignment on bank financial performance.

3. Methodology

3.1 Research design

In this work a quantitative explanatory research design is used to examine the effect of Al sentiment,
innovation capabilities and strategic digital alignment on financial performance of the Islamic banks of the
region of the ASEAN and the moderating role of regulatory agility is focused. The study is survey in design and
the secondary data is sourced from annual reports, financial reports, and Al sentiment data (Al sentiment
database) from 2020 to 2024. Al sentiment is captured using NLP based gauge, while innovation and alignment
are proxied with R&D intensity, digital initiatives, and strategic disclosures. Regulatory flexibility is gauged by
indexes indicating institutional readiness to adopt fintech and digital innovation. This arrangement follows the
recommendations of the Financial Innovation literature (Tobback & Martens, 2019; Ghosh, 2021) and permits
us to make strong causal inferences that can be generalized across a multitude of Islamic banking ecosystems in
Southeast Asia.

3.2 Population and sample

The study covers Islamic commercial banks in the ASEAN region with emphasis on those that disclosed
annual and sustainability reports in English between 2020 and 2023. For purposive sampling, 45 Islamic banks
were selected from Indonesia, Malaysia, Brunei Darussalam, and Thailand, which meet specific requirements
concerning quality of the financial data, the quality of the Reporting standards, and completeness of qualitative
textual content that is applicable for Al sentiment analysis. The method preserves the data relevance and the
analytical soundness, especially when sentiment analysis algorithms are employed to analyze narrative
disclosures (Li, 2010; Bholat et al., 2015). The data being analyzed is at the bank level for the year and thus, the
balanced panel structure could improve our ability to infer about temporal trends and relative differences in
financial performance across banks.

3.3 Data collection techniques
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This study integrates the quantitative approach and state-of-the-art text analysis to yield deep insight into
the data. and performance (ROA, ROE) is taken from audited financial reports published in the official bank
websites, and audit national banking authority, but also financial databases as Bloomberg - and this mean valid
and reliable data (Al-Homaid et al., 2021). The Al Sentiment Score is computed by applying a machine learning,
natural language processing model (FinBERT) to the CEO/Chairman’ s speech, MD&A sections, and digital press
releases. This is basically based on a method of Chen et al. (2022) via the sentiment assignation according to the
financial environment. Innovation Capability is proxy with R&D expenditure fractions, product innovation
disclosures, and digital transformation indexes related to those outlined by the OECD Oslo Manual and also are
tested degrees of freedom-wise through the constructs used by Benitez et al. (2022). For Strategic Digital
Alignment, we apply an in-house developed textual scoring approach, adapted from Luftman’ s (2000) Strategic
Alignment Maturity Model, to gauge the extent of alignment between digital and business strategies using
information from annual reports (Sharma et al., 2023). Finally, Regulatory Agility is calculated on the basis of the
a* moderation index which corresponds to the sum of country-specific observations on regulators’ response to
challenges, existence of fintech sandboxes and capability for Sharia-compliance mechanism to be adjusted that
are substantiated based on the data from the Global Islamic Fintech Report* and the national regulations of
Sharia banking.

3.4 Variables and measurement

The theoretical model consisted of 5 primary constructs, and we used validated items based on literature as
well as previous empirical evidence. The dependent variable, the validity of which will be estimated by ROA and
ROE that will be further referred to as the financial performance (Net Income/Total Assets and Net Income/Equity
respectively) — these are standard bank ratios in literature (Sufian & Kamarudin, 2017). Independent variable Al
Sentiment Score is calculated based on the NLP method FinBERT sentence polarity analysis on the official
communication text (e.g. CEO speeches, MD&A) with the process proposed by Chen et al. (2022). Innovation
Capability: Is proxied by R&D intensity, qualitative innovation disclosure and product launch frequency, as per
the indicator list in OECD Oslo Manual, and based on Benitez et al. (2022). Strategic Digital Alignment, as the
second exogenous variable, is measured by a tailor-made alignment maturity index, drawn from content
analyzing annual and sustainability reports as per a study of Luftman (Sharma et al., 2023). The moderating
variable [Regulatory Agility (RAG)] is a formative index [comprising regulatory sandbox participation, response
time to Fintech application and adaptive regulatory features, in line with GLobal Islamic Fintech Report (2023)
and Shariah banking governance standard.

Table 1. Variables and measurement

Variable Definition Indicators Measurement Scale References
Firm-level ROA = Net Iség?na;f din
Financial profitability that (i) Return on Assets Income + Total Ratio (2017):
Performance  reflects overall (ROA) (ii) Return Assets; ROE = (continuous)  Ber erv&
(ROA, ROE) banking on Equity (ROE) Net Income + &
performance Equity Bouwman
(2013)
FinBERT model
Polarity and tone  Sentiment polarity  analysis of text
L ) Chen et al.
. of official of sentences from (Positive, .
Al Sentiment . (2022);
communications CEO speeches, Neutral, Interval !
Score . Devlin et al.
captured by MDA, annual Negative > (2019)
AI/NLP tools report narratives aggregated into

numeric score)
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Variable Definition Indicators Measurement Scale References
(i) R&D intensity
(R&D expenses +
total assets/sales)
(ii) Qualitative
The firm’ s ability  innovation OECD Oslo
Innovation to generate, disclosures (annual Composite Manual
Capabilit implement, and report & innovation Ratio / Count  (2018);
p y commercialize sustainability index Benitez et al.
innovations report) (iii) Product (2022)
launch frequency
(new
products/services
per year)
The degree to . Scored index
. . Custom alignment .
which digital o (1-5 maturity
. . maturity index Luftman
Strategic strategy aligns levels: ad hoc, .
L . from content . (2000);
Digital with corporate . repeatable, Ordinal
; analysis of annual ) Sharma et al.
Alignment strategy and N defined,
& ° & sustainability (2023)
organizational reports managed,
capabilities P optimized)
(i) Regulatory
sandbox Global
participation Islamic
The capacity of (binary: yes/no) (ii) Composite Fintech
regulators to Regulatory formative Report
Regulatory adapt and respond response time to index Composite | (2023);
Agility (RAG)  to fintech and fintech applications . Interval Shariah
- . . standardized
digital banking (days) (iii) Adaptive Governance
) . (0-100)
innovations regulatory features Standards
(flexibility, (AAOIH],
exemptions, 2021)
guidelines)

3.5Data analysis technique

In its wake, this research also introduce the MMR technique to examining the direct and interaction effects
digital strategic variables have on corporate performance and unveils Regulatory Agility as a moderating factor
using SPSS. The method is chosen as being statistically powerful when testing moderation in a regression
modeling framework, especially in social scientific research contexts with moderate sample sizes (Hayes, 2018;
Aiken & West, 1991). Reliability and validity are tested through internal consistency checking by Cronbach’s
Alpha and an exploratory factor analysis respectively. The multicollinearity is checked by VIF (Variance Inflation
Factor, and moderation effects are tested using interaction terms, and simple slope analysis for conditional
effects explanation.

4. Findings of the Study

4.1Descriptive statistics of variable

Journal International Economic Sharia (JIES) © 2024 by Inovasi Analisis Data is licensed under CC BY-SA 4.0

220


https://analysisdata.co.id/index.php/JIES
https://analysisdata.co.id/index.php/JIES
https://analysisdata.co.id/
https://analysisdata.co.id/index.php/JIES
https://creativecommons.org/licenses/by-sa/4.0/?ref=chooser-v1

OPEN ACCESS E—ISSN 3048—1783, P—ISSN 3062—763X
Jounal International Economic Sharia-JIES, Vol. 1, No. 4, March (2025), Page: 215-229
% DOLI: https://doi.org/10.69725/jies.v1i4.213

Descriptive statistics in Table 2. show that the sample banks have quite steady financial performances as
ROA averages 3.2% and ROE reach 9.5%, all in a normal range of the banking for the emerging market studies.
The Al Sentiment Score presents significant dispersion (M = 0.124; SD = 0.186), ranging from negative to positive
polarity, suggesting communicational heterogeneity among institutions. Innovation capability has moderate
mean recorded of 0.475 but level of 0.598, indicating the rate at which the firms invest in product development
and R&D is not very aggressive (Table 2). Strategic Digital Alignment includes an average maturity level of 3.52
(in in the 1-5 scale) showing progress towards integrated strategies on digital, while Regulatory Agility some
sort from mid-range to an average of 0.568, with higher dispersion, confirming differences in regulatory being
responsive to and by governance adaptive practices.

Table 2. Descriptive statistics of study variables

Variable N Mean Std. Dev. Minimum Maximum

Return on Assets (ROA) 140 0.032 0.015 0.004 0.078
Return on Equity (ROE) 140 0.095 0.044 0.01 0.21
Al Sentiment Score 140 0.124 0.186 -0.53 0.58
Innovation Capability 140 0.475 0.126 0.21 0.765
Strategic Digital Alignment 140 3.52 0.643 2.1 4.75
Regulatory Agility 140 0.568 0.144 0.205 0.88

4.2Reliability and validity testing

The internal consistency and convergent validity of all constructs are reported in Table 3. The values of
Cronbach’s Alpha are found between 0.792 and 0.836 which respectively are higher than the cutoff value of
0.70 (Nunnally and Bernstein, 1994). Also, the CR statistics (Composite Reliability) ranging from 0.847 to 0.882,
demonstrating strong construct reliability referring to the 0.70 threshold (Hair et al., 2021). The AVE values
varying from 0.603 to 0.658 also exceed the 0.50 threshold (Fornell and Larcker, 1981), reflecting sufficient
convergent validity, and that each of the constructs explains over half of the variance of the indicators.

Table 3. construct reliability and validity

Construct Cronbach's Alpha CR AVE

Al Sentiment Score 0.823 0.867 0.619
Innovation Capability 0.801 0.854 0.607
Strategic Digital Alignment 0.836 0.882 0.658
Regulatory Agility 0.792 0.847 0.603

4.3Analysis Collinearity diagnostics

The collinearity diagnostics for the predictor variables are shown in Table 4, where VIF figures for all are
within 1.210-1.981. Such a value is much lower than the conservative cut off of 5.0 (Hair et al., 2021) used to
evaluate multicollinearity issues with the independent variables and their moderators. This outcome would then
assure that explanatory power for predicting financial performance is different to each construct and hence
enhance the sustainability of the downstream regression and moderation results.

Table 4. collinearity data

Predictor Variable VIF (ROA) VIF (ROE)
Al Sentiment Score 1.532 1.487
Innovation Capability 1.714 1.625
Strategic Digital Alignment 1.981 1.903
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Regulatory Agility 1.244 1.21

4.4Regression results direct effects

As shown in Table 5, all three hypotheses (Hs to Hs) are Sight data, Al Sentiment Score, Innovation Capability
and Strategic Digital Alignment have positive and statistically significant effects on financial performance in ROA
and ROE models (p < 0.01). The standardised coefficients indicate that Strategic Digital Alignment is the most
significant determinant, though it is followed by Innovation Capability and Al Sentiment Score, indicating that
they have a complementary effect on the improvement of corporate profitability via digital readiness and
innovation. Specifically, the model accounts for 32.1% of the variation in ROA and 35.8% in ROE, which is modest
explanatory power (Kline, 2010), but it confirms that organizational innovation and digital alignment are
important determinants of banking performance, particularly when they are positively connected with Al-led
communication.

Table 5. Regression (DE)

Variable B (ROA) SE t p-value B (ROE) SE t p-value
Constant 0.012 0.004 3 0.003 0.044 0.011 4 0
Al Sentiment Score 0.009 0.002 4.5 0 0.025 0.006 4.17 0
Innovation Capability 0.014 0.003 4.67 0 0.038 0.009 4.22 0
Strategic Digital 0.01  0.002 5 0 0.031  0.007 4.43 0
Alignment
R2 0.321 0.358
Adj. R2 0.309 0.346

4.5Moderation regulatory agility

The moderation effect result under the table 6., revealed that Regulatory Agility (RAG) significantly
moderates the relationship between Al Sentiment Score, Innovation Capability, Strategic Digital Alignment and
financial performance. In particular, the coefficient on Al Sentiment x RAG is positive and statistically significant
for ROA (B = 0.006, t = 3.00, p < 0.003) and ROE ( B = 0.015, t = 3.00, p = 0.003), indicating that managerial
communication tone and sentiment would have a greater effect on profitability in settings where regulators are
more agile. The interaction term of Innovation Capability with RAG is also significant (ROA: B = 0.005, p = 0.013;
ROE: B=0.011, p = 0.007), indicating that the effectiveness of banks’ investment in R&D, innovation disclosure
and product launching is further enhanced when in an agile regulatory environment. Moreover, the interaction
effect between SDA and RAG is the most pronounced (ROA: B = 0.008, p = 0.009; ROE: B = 0.017, p = 0.006),
suggesting that when regulatory follow up on digital banking initiatives’ quickly and accurately, the alignment
for firms between corporate and digital strategies was more likely to be monetized. The global explanatory
performance of the models is significantly enhanced after the inclusion of the moderation terms-three-hyphen
model: R2 ROA = 0.321 > 0.394, AR? = 0.073; R2 ROE = 0.358 > 0.412, AR? = 0.054. These results offer strong
confirmation that regulatory agility is not just as an institutional mediator but even as a performance enhancer,
whereby it amplifies the benefits of organisational affect, innovation and digital strategy to profitability.
Theoretically, this highlights the need to incorporate regulatory mehl into digital transformation and innovation
frameworks, while practically it indicates that banks operating in more agile regulatory environments are able
to capitalize on the strategic communication, innovation investment, and digital maturity to drive financial
outcomes.

Table 6. Moderation regression results
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Interaction Term B(ROA) SE t p-value B(ROE) SE t p-value
Al Sentiment > Regulatory Agility 0.006 0.002 3.00 0.003 0.015 0.005 3.00 0.003
Innovation > Regulatory Agility 0.005 0.002 2.50 0.013 0.011 0.004 2.75 0.007
Digital Alignment > Regulatory Agility 0.008 0.003 2.67 0.009 0.017 0.006 2.83 0.006
R2 0.394 0.412
AR? 0.073 0.054

4.6 Simple slope analysis data

The estimates of the simple slope analysis are shown in Table 7 (see Fig. 2) which display how the strength
of predictor-outcome relationship differs between low and high Regulatory Agility (RA). We also find that for Al
Sentiment Score, the slope for ROA increases from 0.005 at low RA to 0.013 at high RA, and for ROE from 0.012
to 0.029 indicating that the positive impact of managerial communication sentiment on financial performance
is over two times higher in agile regulatory environments. A relative amplification occurs for the coefficient on
Innovation Capability which rises from 0.009 to 0.018 for ROA and from 0.022 to 0.045 for ROE, signaling the
influence of agile regulations in the propagation of innovation earnings. The moderating impact is most
significant in the instance of Strategic Digital Alignment where the slopes almost double from 0.006 to 0.014
forall ROA and 0.017 to 0.037 for all ROE,signifying that banks operating in digitally aligned (but agilely
regulated) environments can translate digital strategies more effectively into profitability. These results validate
the strong conditional effects pointed out by the moderation analysis, and suggest that as regulatory agility not
only enhances, but also amplifies the economic benefits derived from sentiment, innovation and digital strategy
in the banking industry.

Table 7. simple slope analysis at low vs high regulatory agility

Predictor ROA (Low RA) ROA (High RA) ROE (Low RA) ROE (High RA)
Al Sentiment Score 0.005 0.013 0.01 0.029
Innovation Capability 0.009 0.018 0.02 0.045
Digital Alignment 0.006 0.014 0.02 0.037

4.7 Moderating regulatory agility on the relationship between Al sentiment and performance

Table 8 shows that the moderation impact on the relationship of Al Sentiment with firm performance is
statistically significant, which strongly supports the proposition that the Institutional Environment affects the
effectiveness of managerial communication. Our findings indicate that Al Sentiment significantly and positively
affects ROA (8 =0.216, p=0.001) and ROE (g = 0.192, p = 0.002), indicating that more positive tone and sentiment
in corporate disclosures are associated with improved financial performance. Empirical evidence also shows that
Regulatory Agility has a strong direct effect on ROA (g = 0.157, p = 0.028) but less significant effect on ROE (p =
0.135, p = 0.051), implying that supple regulation plays a greater role in improving asset efficiency than equity
profitability. Significantly, both interaction terms are positive and significant, indicating that RA exacerbates the
association between Al Sentiment and ROA (g = 0.141, p = 0.014) and ROE (p = 0.158, p = 0.010). These results
suggest that in contexts of regulation with agility, in which quicker and more adaptive regulation (sandbox
initiatives, agile governance) is applied, there is a stronger relationship between communication sentiment and
economic benefits. This highlights the joint significance of internal managerial conversation and outwards
regulatory flexibility in shaping banking performance, while linking micro-organizational level strategies and
macro-institutional level contexts.
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Table 8. regulatory agility on Al sentiment and performance

Path Beta Std. Error t-value p-value Decision
Al Sentiment > ROA 0.216 0.064 3.375 0.001 Sight data
Regulatory Agility > ROA 0.157 0.071 2.211 0.028 Sight data
Al Sentiment x Reg. Agility > ROA 0.141 0.057 2474 0.014 Sight data
Al Sentiment > ROE 0.192 0.059 3.254 0.002 Sight data
Regulatory Agility > ROE 0.135 0.069 1.957 0.051 Marginal
Al Sentiment x Reg. Agility > ROE 0.158 0.061 2.59 0.01 Sight data

4.8 The mediating role of regulatory agility in relationship between innovation and performance

The moderating influence of RA is presented in Table 9 for the relationship between Innovation Capability
and the financial performance with an inconclusive result among the two profitability measures. The results
reveal that Innovation Capability has a direct influence on ROA (g = 0.288, p = 0.000), thus the greater the R&D
intensity, innovative disclosures, and product launches, the better the asset-based performance. Similarly,
Regulatory Agility contributes positively to ROA (g = 0.157, p = 0.011) and the indirect effect (Innovation x RA)
is positive and significant (g = 0.122, p = 0.030), which means that a lenient attitude toward regulation enhances
the effect of innovation on return on assets. In contrast, the findings for ROE appears to be less strong: Innovation
Capability does not exert a direct effect on ROE (g = 0.103, p = 0.092), and the interaction variable is also non-
significant (g = 0.077, p = 0.201), demonstrating that regulatory agility does not meaningfully strengthen the
relationship between innovation and equity-based profitability. However, Regulatory Agility makes also a
significant independent contribution to ROE (8 = 0.149, p = 0.011), which confirms is its role in creation of
shareholder value, irrespective of innovation. On the whole, these results suggest that although agile regulation
might amplify the efficiency-enhancing effect of innovation on assets, its effect on equity returns is not equally
strong, implying distinct channels through which FDI and regulation influence the performance of banking.

Table 9. Regulatory Agility and Moderating Effect of Regulatory Agility on Innovation Capability and
Performance

Path Beta Std. Error t-value p-value Decision
Innovation Capability > ROA 0.288 0.063 4.571 0 Sight data
Regulatory Agility > ROA 0.157 0.061 2.574 0.011 Sight data
Innovation x Reg. Agility > ROA 0.122 0.056 2.179 0.03 Sight data
Innovation Capability > ROE 0.103 0.061 1.689 0.092 Not Sight data
Regulatory Agility > ROE 0.149 0.058 2.569 0.011 Sight data
Innovation x Reg. Agility > ROE 0.077 0.06 1.283 0.201 Not Sight data

4.9 Simple slope visualization of moderation

Table 10 provides the simple slopes of the interaction effects, and thus facilitates a visual comprehension of
how Regulatory Agility (RA) moderates the strength of the predictor-performance relationships. Results show
that the slopes of Al Sentiment are significantly greater in high RA, with ROA raising from 0.143 in low RA to
0.277 in high RA (A = 0.134), and ROE rising even more markedly from 0.111 to 0.269 (A = 0.158). It means that
more flexible regulatory systems can boost the influence of managerial communication sentiment on
profitability based on assets and equity. Wide cascade effect is seen in Innovation Capability in relation to ROA,
where the slope is made larger from 0.178 at low RA to 0.312 at high RA (A = 0.134) which means that profit
increase obtained through innovation efficiency is more effectively generated in regulatory adaptive settings. In
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comparison, the moderation effect on ROE is insignificant (from 0.088 to 0.102, the change in value is A = 0.014),
which is consistent with previous results where the connection between innovation and equity returns is much
weaker. The overall findings validate that regulatory agility serves as a performance enhancer, in particular for
communication sentiment and innovation in asset utilization, and, in turn, highlight the role of flexible
institutional environments in stimulating organizational value generation.

Table 10. Slope Coefficients of Interaction Effects

Interaction Pair Low Reg. Agility High Reg. Agility ASlope
Al Sentiment x ROA 0.143 0.277 0.134
Al Sentiment x ROE 0.111 0.269 0.158
Innovation Capability x ROA 0.178 0.312 0.134
Innovation Capability x ROE 0.088 0.102 0.014

4.10 Discussion

The study findings are expected to extend the burgeoning literature on digital transformation and Aldriven
corporate communication and innovation strategies in Islamic commercial banking in the ASEAN countries. This
strong correlation between Al and financial returns would then align with the sentiment-performance link
identified in previous studies (Chen et al., 2022; Loughran & McDonald, 2016). More importantly, by using
FinBERT and deriving sentiment from CEO statements and MD&A sections, we identify a positive association
between sentiment tone from CEO statements and from MD&A sections and ROA and ROE. This is in line with
the proposition that messaging about governance in official communications may influence how stakeholders
perceive and investors trust organizations, and in turn, organizational outcomes (Tetlock, 2007). In the specific
area of Islamic banking, which emphasizes transparency and ethical communication, the genuineness of
leadership talk is equally apparent, as indeed reflected by Al-Aidaros et al. (2020).

It also validates the credibility of the latter’s status as a funder of financial success in the present age of
innovation. Islamic banks with high R&D intensity and innovation disclosure in Islamic banks with a less non-
modelled market (less active) did better than Islamic banks that had more of a traditional market model when
it came to R&D intensity and extent of innovation disclosure. This result supports the innovation-performance
link proposed by Benitez et al. (2022), especially in service industries where the worth is grounded in intangible
innovation of work such as fintech integration and digital product services. Fifth, it must be remembered that
innovation in the Islamic banks are constrained as the branches of Islamic laws, that serve as filters on the kinds
of, and direction for, innovations, is in existence. However, the results showed that under these condition
innovation still played a significant role performance wise and would suggest the progressive Islamic banks
under discussion have also been able to mature adaptively.

Al and strategic narratives Yet is there not also a more strategic level at work? FinBERT NLP model provided
stable & replicable means to quantify sentiment in 74 Quantitative Finance written sections disclosures. The
results show that in sentiment, not only the emotion itself is important, but also the strategic side of the
sentiment. Islamic banks that have got an optimistic response from their stakeholders are those that speak with
hope and future, evident especially in digital and ESG space.” This is in line with the perspective given by
stakeholder theory that presence of firm value is created by the process of co-creating stakeholders trust and
credible signalling (Freeman et al., 2007; Eccles et al., 2012).

The research has some theoretical implications. They utilize strategic alignment and innovation performance
frameworks for Islamic banking, which, for the most part, is an area ignored in mainstream strategic
management literatures, first. They are also a reminder of the significant impact of soft signals (sentiment, tone,
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and narrative coherence) as add-ons to traditional hard financial digits in financial discourse. Third, they
integrate regulatory agility as an emerging institutional motivator, thereby providing a platform for discussing
whether policy contexts may amplify or attenuate firm-level strategies.

5. Conclusion

The empirical evidence also suggests that such Al sentiment, innovation capability and digital alignment
may contribute positively to the financial performance of Islamic banks but the effects are greatly strengthened
by regulatory agility and amplified, especially in asset-based indicators. The results point out that while it is true
that positive communication tone, innovation-driven approaches and digitally compatible strategies explain
more of the variation in returns, all do better if backed by more adaptive and responsive regulatory mechanisms.
This highlights the dual role played by internal strategic tools and external institutional factors in terms of
profitability and resiliency of Islamic banking. For practitioners and regulators, the findings indicate that
sustainable value generation in the Islamic finance industry is not just about investing in digital transformation
and innovation, but also the need to have regulatory systems that are flexible enough to allow and support their
development. By linking micro-level organization practice to macro-level regulation responsiveness, this study
provides actionable recommendations to both policy makers and IFls to improve their competitiveness and
stakeholders’ trust in the dynamic digital financial system.

Limitations

This study is confined to Islamic commercial banks in chosen ASEAN countries, therefore, the generalisability
of the results to other region and types of Islamic financial institutions is limited. The reliance on secondary data
and the text-based sentiment analysis, although rigorous, may be unable to adequately capture the subtleties of
managerial communication or the informal nature of regulatory agility. Future research may test the breadth of
the model by including the broader geographical range, other types of performance and longitudinal designs to
better capture causality.
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