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Abstract 

SMEs contribute to employment and increase in income, but on the other hand, they 

experience a decline in performance. As a solution, it needs breakthroughs and new 

strategies to restore it. One of the solutions is improving innovation performance. This 

research aims to examine the effect of intellectual capital on innovation performance 

with dynamic capability as a moderating variable.  
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I   INTRODUCTION 

In a business map full of uncertainty and disturbance, Micro, Small, and Medium Enterprises (SMEs) 

are constantly forced to innovate and launch new processes and products to the market. It is to have a 

competitive advantage to achieve superior performance and sustainability (Khalili et al., 2013). They 

are generally capable of increasing income and employment (Azis & Rusland, 2009); (Sofyan, 2017). 

As a matter of fact, their performance in recent years has not been encouraging (Table-1).  

Table 1. 

Information 2018 2019 Growth (%) 

Number of Companies 914850 912421 -0,27 

Total Employee 1888295 1874926 -0,71 

Production Value (Rp) 119 T 79 T -33,33 

Source: BPS Central Java latest data 

 

New and strategic breakthroughs are needed on how their performance can be maintained or even 

improved. It intends to enhance welfare by providing employment opportunities that can be 

maintained and even increased, such as increased innovation performance. Good innovation 

performance will affect sales and ultimately the company's performance (Löfsten, 2014). 

SMEs' performance improvement through innovation performance can be pursued in several 

ways, both internal and external. The internal is related to the empowerment of tangible or intangible 

assets. Meanwhile, the external is related primarily to the marketing aspect. Both areas can be 

optimized within the framework of creating a sustainable competitive advantage and innovation 

performance which in turn will affect the performance of business organizations (Khalili et al., 2013). 

Intellectual assets consisting of human capital, structural capital, and relational capital (Moustaghfir, 

2008) are intangible assets that contribute to creating competencies and capabilities. It is empowered 

to make a competitive advantage..  

Several related studies have been conducted, but the results are mixed with the framework, model, 

and empirical results. One model shows that knowledge assets affect a company's performance 

(Moustaghfir, 2008); (Ferreira et al., 2018);(Hidayat, 2017);(Chen et al., 2005);(Zuliyati & Arya, 

2011);(Soewarno & Tjahjadi, 2020);(Alipour, 2012). On the other hand, it is noted that a learning 

organization based on intellectual capital plays a strategic role in creating a sustainable competitive 

advantage (Widiastuti & Widuri, 2013). Another result shows that knowledge management affects 

organizational performance and innovation (López-Nicolás & Meroño-Cerdán, 2011). 

Different research results found that the presence of intellectual capital acts as a barrier and 

weakens the influence of corporate governance on organizational performance (Nkundabanyanga et 

al., 2014). Furthermore, one component of intellectual capital, namely Human capital, does not affect 

all financial performance indicators (Chowdhury et al., 2018). Other results are in contrast because 

from the three components of intellectual capital, only human capital significantly affects financial 

performance while the others do not (Maditinos et al., 2011). 

 Based on the research gap, it is essential to re-examine the topic related to MSMEs performance 

improvement through innovation and intellectual capital performance. As a solution and novelty, 

new variables are added, namely dynamic capabilities. This study also changes the composition of 

intellectual capital elements in the proposed conceptual model.   

 

1.1. Problem Formulation 

How is the influence of Human capital on structural capital? 

How does human capital affect relational capital? 
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How is the effect of structural capital on innovation performance? 

How does relational capital affect innovation performance? 

How do dynamic capabilities moderate the influence of relational capital on innovation performance? 

 

1.2. Research Objectives 

Identify and analyze the influence of Human capital on structural capital 

Identify and analyze the impact of human capital on relational capital 

Identify and investigate the effect of relational capital on innovation performance 

Identify and analyze the influence of structural capital on innovation performance 

Identify and analyze dynamic capability moderation on the impact of relational capital on innovation 

performance 

II LITERATURE REVIEW 

2.1. Intellectual Capital  

A proposition that states the competitive advantage of a company depends on the company's 

resources is the core of the Resources Based Views (RBV); (RBV);(Monteiro et al., 2017). There are 

many studies on how company resources and their capabilities affect its performance (Gottschalk, 

2011). This study applies the RBV theory, which states that a sustainable competitive advantage can 

be obtained from having limited resources, difficult to imitate, and no substitute. They are a group of 

tangible and intangible assets, including skills, routines, organizational processes, also information 

and knowledge to control them (Barney et al., 2001). The greater the resources owned, the more 

excellent and better the company's performance (Alarussi & Alhaderi, 2018). 

 One of the limited resources, difficult to imitate, and has no substitutes, is knowledge assets 

(Moustaghfir, 2008). Knowledge assets are intangible assets consisting of human capital, structural 

and relational (Dawson, 2000), and are analogous to intellectual capital (Bontis & Fitz-enz, 2002). 

Intellectual capital (IC) is the primary source of innovation, especially in small and medium 

enterprises with limited tangible assets (Ur Rehman et al., 2021). 

Three components of intellectual capital, specifically human capital, structural and relational, are 

important determinations for performance (Moustaghfir, 2008). If studied further, human capital can 

be predicted as a determinant of the good or bad of the structural and relational capital. The essence 

of human capital is the intelligence of the organization member, having the tacit knowledge needed to 

carry out the function so that goods or services within an organization are realized (Bontis & Fitz-enz, 

2002). They are the core of intellectual capital (Wu et al., 2007). It is certain that they will determine 

the structural capital and relational functioning properly or not so that it can be predicted as an 

antecedent (Wu et al., 2007). When employees go home, they are left behind, including process 

capital, innovation capital, and information and technology (IT) capital (Carlucci et al., 2004). When 

employees go home, they are left behind, including process capital, innovation capital, and 

information and technology (IT) capital (Wu et al., 2007). They are meaningless if there is no human 

capital and will be meaningful when there is. The better the quality of human capital, the better the 

functioning of structural capital. Relational capital represents the knowledge embedded in the value 

creation chain of the organization. It is also an embedded knowledge in the relationship between the 

company and its suppliers, consumers, and anyone outside the company (Carlucci et al., 2004).  

Based on the explanation above, especially the tacit knowledge of human resources, external 

networks skills, and soft-hardware facilities available in the organization, a proposition can be drawn 

that human capital significantly influences relational capital and structural capital. 
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2.2. Structural Capital and Innovation Performance 

Innovation is one medium to achieve a foreign advantage by introducing new processes or 

products to the market. It results in excellent performance (Khalili et al., 2013). They are a philosophy 

of entrepreneurship that requires a change to improve resources and create new capabilities to read 

the opportunities carefully (Walter et al., 2006). They consist of technical knowledge of doing 

something better than just a touch of art at hand (TEECE, 1986). 

Innovation performance is a level of innovation indicator which means how far the level of 

company findings are sent to the market, the introduction of new systems/tools, processes, and 

products even on aspects of improving the quality of goods and services or changes in organizational 

structure (Khalili et al., 2013). They are not solely on new products but also recognized from the 

success of the market (Wu et al., 2007). 

 Structural capital (SC) is what is left in the company when employees go home, including process 

capital, innovation, and information technology (IT) (Wu et al., 2007). They are a collection of non-

human knowledge in organizations that include organizational structures, process manuals, 

strategies, routines, and anything of value to the company beyond its material value (Bontis et al., 

2000). They are related to organizational mechanisms and structures that can help human capital (HC) 

optimize according to their needs in producing goods or services of an organization. Individuals with 

high intellectual will not mean anything without SC. The better SC encourages employees to print 

new ideas and new product innovations; it ultimately impacts innovation performance (IP) (Wu et al., 

2007). 

Based on the explanation above, especially the availability of non-human soft-hardware facilities 

in the organization and the ability to introduce new processes and products to the market, a 

proposition can be described that structural capital has a significant positive effect on innovation 

performance. 

 

2.3. Relational Capital and Innovation Performance 

Relational capital represents all the built relationships, whether related to suppliers, strategic 

alliance partners, consumers, competitors and governments (Wu et al., 2007). Relationships and 

networks with these various groups will foster experiences that will encourage innovation and 

ultimately innovation performance (Bontis, 1998;Wu et al., 2007). 

The explanation above can draw up a proposition. The ability to build networks with external 

customers, especially suppliers and customers, to launch new processes and products to the market 

shows that capital has a significant positive effect on innovation performance. 

 

2.4. Dynamic Capability, Relational capital, Structural capital, and Innovation Performance 

In order to have an optimal positive impact on performance achievement, intellectual capital 

requires good management in an era of rapid and unpredictable market changes. The management 

includes reconfiguration, fertilization, up-grade and absorption of new knowledge and the process is 

considered a dynamic capability (Moustaghfir, 2008).  

Dynamic capability is defined as the organization's ability to reconfigure, build and integrate 

internal and external competencies in a rapidly changing environment (Teece et al., 2009). Dynamic 

capability is a determinant of a company's performance (Correia et al., 2021). The response to changes 

in the market through integration, transformation, renewal, reinvention of capabilities and resources 

is the legitimate core of dynamic capabilities  (Monteiro et al., 2017). The dynamic capability is to 

renew and rearrange company resources according to environmental changes to issue, renew, and 

expand resources (Battisti & Deakins, 2017). 
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The proposition has previously been stated that relational capital (RC) can affect innovation 

performance. Relationships built by marketing and consumers are embedded in tacit knowledge that 

can create new ideas, systems and new methods related to the market. This influence will be more 

substantial if the company has the dynamic capability (DC). The knowledge possessed will be 

updated, rearranged, recreated by adjusting to environmental changes (Wu et al., 2007).  

The explanation above highlights knowledge management, including reconfiguration, fertilization, 

upgrading and absorption of new knowledge and processes. Based on the proposition that states 

there is a significant positive impact between relational capital and innovation performance, it results 

in a new proposition that dynamic capability can significantly moderate their effect. 

 

III RESEARCH METHOD 

The type of this research is explanatory library research, which aims to find out and analyze 

the related literature. Some previous research were collected then formulated in a proposition. 

Based on the proposition, the proposed model will be depicted. 

This study focuses on the SMEs business model, an informal business sector categorized as a 

small business based on the employees' size. The selected area will be determined later based on 

the objective characteristics appropriate to the research. 

 

3.1. Variable Formulation and Operational Definition 

 Based on the above literature review, there are four variables: human capital, relational capital, 

structural capital, dynamic capability, and innovation performance. Based on the variables, the 

research focus will be formulated in definition, as described in Table 1.

 

Table 1. Variable operational definition 

Research 

variable 

Operational definition Indicator 

Human capital 

 

 

 

The intelligence of the organization 

member has the tacit knowledge needed 

to carry out the function so that the 

process of creating goods or services 

within an organization is realized (Bontis 

& Fitz-enz, 2002). 

a. competency level,  

b. the success of training program,  

c. teamwork of employees,  

d. employee skill improvement  

e. employees are smart (Bontis, 1998). 

Relational 

Capital 

The knowledge that is embedded in the 

relationship between the company and 

suppliers, consumers and anyone 

outside the company (Carlucci et al., 

2004). 

a. satisfied customers, 

b. the market-oriented company,  

c. understand the target market,  

d. disseminated consumer 

information,  

e. take advantage of the wishes of 

consumers/customers, 

f. close relationship with customers 

g. and have a better external network 

than competitors (Bontis, 

1998;Monteiro et al., 2017). 
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Structural Modal  is left in the company when employees 

go home, including the process capital, 

innovation and information technology 

(IT)(Wu et al., 2007). 

a. procedures to support innovation,  

b. implementing new ideas,  

c. support idea formation, 

d. easy access to information,  

e. and increased earnings per 

employee (Bontis, 1998). 

Innovation 

Performance 

The level of innovation indicators is the 

extent to which the level of company 

findings are sent to the market, the 

introduction of new systems/tools, 

processes and products even on aspects 

of improving the quality of goods and 

services or changes in organizational 

structure (Khalili et al., 2013) 

a. market new products before 

competitors,  

b. number of new goods and services 

projects, 

c. number of innovations for work 

methods and processes 

d. and renewal of organizational 

structure to adapt to environmental 

changes (Khalili et al., 2013). 

Dynamic capability the organization's ability to reconfigure, 

build and integrate internal and external 

competencies in a rapidly changing 

environment (Teece et al., 2009). 

a. the company's capability level 

compared to its main competitors,  

b. capability to integrate resources,  

c. learning capability  

d. and the ability to respond to 

environmental changes (Monteiro 

et al., 2017). 

 

3.2 Model Formulations 

Based on the theory, propositions, proposed model, variables and indicators, it can be developed a 

new Model of MSMEs’ innovation performance in terms of intellectual capital impact, as follows (Figure 

1). 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. New Proposed model of intellectual capital impact on MSMEs’ innovation performance 

 

 IV CONCLUSION AND FUTURE RESEARCH AGENDA 

5.1. Conclusion 

This research aims to find out an appropriate model on the impact of intellectual capital on 

MSMEs’ innovation performance and to find out also analyze the role of new factors founded on 

the effect of intellectual capital on MSMEs’ innovation performance. Based on these objectives, it 

can be concluded that: four variables affect the MSMEs’ innovation performance. They are 
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human capital, structural capital, relational capital and dynamic capability. Dynamic capability 

suggested that the moderating variables can strengthen or weaken the relationship between 

relational capital and MSMEs’ innovation performances. 

 

5.2. Future Research Agenda 

Future research is needed to explore more profound the relationship on the proposed model. 

It is suggested to employ Smart PLS-3 software to answer problems and research hypotheses. 

Partial Least Square (PLS) is a powerful analysis method, and it does not need data normality 

assumption. It includes two analysis components, first the outer model and the second inner 

model. The outer model uses for data quality analysis which provides data validity and 

reliability. Validity can be found by analyzing the loading factor for each indicator of the 

research variable. 

Besides that, the population and target sample should be established. A suitable area such as 

MSMEs in Central Java of Indonesia is suggested to this research objective. Moreover, MSMEs 

can be chosen, i.e. creative furniture industries in Semarang regency and Jepara regency. Sample 

methods should be determined, such as by using purposive sampling methods. 
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