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INTELLECTUAL CAPITAL AND INNOVATION
CULTURE: EVIDENCE FROM SMES PERFORMANCE
IN INDONESIA

Introduction Small and medium enterprises are largely
dependent on producing revolutionary ideas to improve
performance, innovation, and competitive advantage, but the
delay in innovation often prevents SMEs from benefiting
from making rapid and systematic innovations. To create a
culture of innovation, it is necessary to map the intellectual
capital. Mapping intellectual capital is needed as a systematic
effort to optimize the role of knowledge in organizational
sustainability.

Aims and tasks. This study investigates the
relationship between intellectual capital, innovation culture
and the performance of export SMEs. Conducted in a survey
of 69 export SMEs in Bali, Indonesia. This research was
conducted by survey method through the distribution of
questionnaires with a semantic differential scale to 177
managers, supervisors and employees. The questionnaire
distributed via offline by going directly to export SMEs in
addition to conducting in-depth interviews.

Results. First, intellectual capital does not significantly
influence the culture of innovation, where these results
prove that SMEs must be responsive to market developments
and not focus on the internal path. Second, the culture of
innovation has a significant influence on the performance of
SMEs, which proves that trend in
absorbing market share, especially in creating superior
products, is difficult to emulate and has added value for
customers. Third, intellectual capital has a significant effect
on business performance. This proves that the important
role of intellectual capital in improving the performance of
SMEs.

Conclusions. The export-oriented SME sector has an
increasing trend given the vast market share that can be
targeted. But the role of intellectual capital must still get
more portions because it has a significant effect on
organizational performance. Although it does not yet have a

innovation is a

significant influence on the culture of innovation,
future  research can become a preference that
similar research needs to be done again to test these
findings.

Key words: Business performance, intellectual capital,
innovation culture, and SMEs
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IHTEJEKTYAJbHUIN KATITAJ I IHHOBALIIITHA
KYJbTYPA: TOKA3H BIJI JISIJIbHOCTI MAJIUX TA
CEPEJHIX NIIMPUEMCTB B IHIOHE3IT

Beryn. Mani Ta cepeaHi miinmpueMcTBa B 3HAuUHIM Mipi
3aJeXaTh BiJl CTBOPEHHS PEBOJIOMIMHUX 1MeW IiIBUIICHHS
IPONYKTUBHOCTI, IHHOBAIlil Ta KOHKYPEHTHHMX IEepeBar, OIHaK
3aTpUMKa B IHHOBALIAX dYacTo mo30aBisge Majii 1 cepenHi
nignpuemctBa (MCII) MoOXIMBOCTI 3miMCHIOBAaTH IIBUIKI 1
cucTeMaTuy4Hi iHHOBauii. /[ns cTBOpeHHS KynbTypH IHHOBAIIii
HEOOXIZTHO HAHECEHHs Ha KapTy IHTENEKTyalbHOTO KamiTamy.
KaprorpadyBanHsi iHTENEKTYaJIbHOTO KaIliTaly IOIUIBHO SIK
cCHCTEeMaTH4Ha CcIIpoba onTHMI3alii pojii 3HaHb B OpraHi3auiiHii
CTaJIOCTI.

Mera i 3aBaanHs. lle mocnmipkeHHS — JOCTIIKYe
B3a€MO3B'SA30K MK IHTEJEKTyaJIbHUM KaIliTalloM, IHHOBAIIIHOO
KynpTypoto Ta edekruBHicTio excropty MCIIL. Ilposeneno
ooctexxenus: 69 excoptaux MCII na bami (Immonesisn). Lle
JOCII/DKEHHST  IPOBOJMJIOCS ~ METOJOM  ONMTYBaHHS — uepes
MOUIMPEHHS ONMUTYBAIBHUKIB 3 CEMAaHTUYHOIO TU(epeHIIaTbHOI0
mKajmow  cepex 177  MeHemkepiB,  cymepBaizepiB 1
CHIBpOOITHHKIB. AHKeTa IOIIUpIOBajacs B ABTOHOMHOMY
pexxumi nusixom npsmoro ekcroptry MCII sk momatok 1o
MIPOBEJICHHS MTOTITMOIEHUX THTEPB'TO.

PesyabraTn. Ilo-nepme, pe3ynbratu AOBOAATH, WIO
IHTeJIeKTyalbHUM KariTaq He 3IHCHIOE€ ICTOTHOTO BIUIMBY Ha
KynbTypy iHHOBanid, a MCII moBuHHI pearyBaTu Ha 3MiHH
PHHKY 1 He oKycyBaTHuCs Ha BHYTpilIHbOMY HuIsxXy. Ilo-apyre,
KyJIbTypa IHHOBAIlill 3HAYHO BIUIMBAE HA PE3yJbTAaTH AISUIBHOCTI
MCII. Lle noBoauTh, 110 IHHOBAILII € TEHACHIICIO B IOIIMHAHHI
YaCTKU PHHKY, OCOOJIMBO B CTBOPEHHI I'€HIAIBHUX IPOIYKTIB,
CKJIaJHOMY IMITyBaHHI 1 MAarTh JOAATKOBY IIHHICTH IS
kiieHTiB. [lo-Tpere, IHTENEKTyaJlbHUH KamiTal Mae CyTTEBHH
BIUIMB Ha e(dekTuBHICTh Oi3Hecy. lle noBOIUTH, IO BaXIJIMBa
pOJIb IHTEJIEKTYaIbHOTO KamiTalxy B MiJBUIICHHI €(eKTUBHOCTI
nmistmeHOCTI MCIT.

BucnoBku. Cexrop MCII, opieHTOBaHUI Ha EKCIOPT, Ma€
TEHJIEHIIII0 [0 3pPOCTAaHHS, BPAXOBYIOUM BEJIMUYE3HY YaCTKy
PUHKY, Ha SKy MOXHa OpieHTyBaTtucsi. Ase poib
IHTEJIeKTYaJbHOr0 KamiTady BCe IIe MOBHMHHA 30UIbLIyBaTHCH,
TOMY IO II€ ICTOTHO BIUIMBaE Ha €(EKTUBHICTH OpraHizarii.
Xoya 1e me He poOWUTh BU3HAYAIHHOTO BIUIMBY Ha KYJIbTYPY
iHHOBaMIKA. Y MOAANBIIMX MOCTIDKEHHSIX HEOOXITHO MPOBECTH
aHAJIOT1YH1 AOCIIPKEHHS 1€ pa3 3 METOIO MEePEBIPKU OTPUMAHHUX
pe3ynbTaTiB.

Kuarouosi cJI0Ba: e(EKTUBHICTD Oi3Hecy,
IHTETIeKTyaJIbHUW  KamiTall, iHHOBAIliiHA KyJabTypa, Maji Ta
CepeHi MiImpUeEMCTBA.
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Introduction. Physical assets such as
land, capital, and labor are an important factor
in creating corporate value in the industrial
revolution, but, entering the industrial
revolution 4.0 and society era 5.0, especially in
global competition, organizational performance
is more focused on the ability to develop
intangible capital, which involves hidden assets
or knowledge resources [1-2]. This means that
the role of intangible assets such as knowledge
and intellectual capital is very significant.
Intellectual capital is a product of the human
mind and can influence a significant benefit to
innovation and the ability of organizational
performance. Many researchers in previous
studies have shown that intellectual capital is

positively and  significantly related to
organizational performance [3-5].
The important role of managing

knowledge assets is a competitive advantage,
which is human capital and intellectual capital
can produce sustainable innovation. This is
evident from the role of innovation which is
increasingly recognized as a major influence on
the sustainable competitiveness of businesses,
regions, cities, and countries [6], but the other
side also produces conflicting demands,
multiple pathways, and ambidexterity [7]. In the
context of entrepreneurship, innovation is
interpreted as value creation. Although
innovation is widely regarded as part of the
journey to achieve sustainable competitiveness,
the role of knowledge in innovation capacity
and performance still needs to be tested again.
To investigate variables related to
intellectual capital, the culture of innovation and
organizational performance of SMEs, this study
aims to investigating the relationship of
intellectual capital, innovation culture to SMEs'
organizational performance and increase our
understanding of the innovation process at a
greater level. Specifically, one of the main
objectives of this study is to explore the
relationship between innovation culture, and
intellectual capital, as well as to examine
whether  this category is related to
organizational  performance. @ From this
perspective, this study argues that recognition of

intellectual capital and innovation culture
together contribute to corporate
competitiveness, sustainability, and business
performance.
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Most researchers tend to focus on one
problem, both intellectual capital [8], both only
a few that offer a dual association of intellectual
capital and performance, and a culture of
innovation  [9-11] or  associations  of
organizational  culture, performance and
innovation culture [12]; [13].

Analysis recent research and
publications. Galbraith (1969) who introduced
the term intellectual capital has defined
intellectual capital as a set of abilities that could
potentially influence the future actions of the
organization. On the other side, Stewart states
the definition of "IC" as the sum of "everything
people know that can provide a competitive
advantage for the organization", that's why the
concept of IC has been widely developed and
modified [14]. This development involved a
move from intellectual capital as a one-
dimensional concept, (based largely on the
concept of human capital), to the multi-
dimensional concept such us human, structural,
and relational capital, which together formed
intellectual capital [15-18]. That's mean, in
these three components, human capital (both
individual and group knowledge of company
employees) is a very important determinant of
the company's innovation capacity [19; 20; 36].

In contrast, structural capital consists of
knowledge assets that belong to companies.
Structural capital has diverse components,
namely organizational, process and innovation
capital. The relationship with customers is very
important, so the employees must convert that
IC is basic knowledge to commercial value in
winning the market, [21]. This represents a
unique value of intellectual capital known as
"customer capital" or "relational capital”, which
includes elements such as supplier relationships
and customer connections, licenses, and
franchises. All organizations have intellectual
capital in all three manifestations but to varying
degrees.

According to Hofstede [22], innovation
culture is activities to shared values, beliefs, and
perceptions of organizational members that can
facilitate the innovation process.

Innovativeness describes a company's
tendency to introduce new mechanisms,
processes, products, or ideas [23]. This is an
aspect of culture, which influences companies to
innovate [24].
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Recent research on the role of innovation-
oriented organizational culture in enhancing
innovation shows how culture can positively
influence performance [25-28].

This orientation toward "innovation
culture" is far more prominent in developed
countries than in developing countries. As
mentioned earlier, research and development
during the socialist period are wusually
independent of the industrial sector. Major
reorientation i1s the main task, not least because
the role of government has fundamentally
changed from ‘'entrepreneurship" to the
facilitator and regulator of private companies.
Other factors include lack of business for
innovation, deficiencies in the protection of
intellectual property rights, dissemination and
implementing of university research results and
knowledge transfer from the other organization.

Certain  microenvironments at the
company level can restrain or facilitate IC
development, innovation, and influence

organizational performance. This social and
cultural determinant of the dynamics of
innovation has been supported by radical
changes in the concept of innovation in the
innovation paradigm [29] in the 1990s, which
shifted the concept of innovation from its
technical and technological neoclassical nature
toward complex social phenomena. The concept
of innovation and national innovation capacity
[30] evolved into a process that is embedded in
a broader institutional context, which involves
socio-cultural and political factors in which
innovation is contextual, path-dependent,
locally specific, and institutionally shaped.

Innovation then develops into a hybrid
process, not only held back at the macro level
including the wider socio-economic
environment but will also be understood as a
certain type of mindset, which requires a
specific microenvironment at the corporate level
that fosters creativity. and innovation.

Business performance is a subjective
measure. However, organizational performance
can be measured using profit rates, investment
returns, customer maintenance levels, and sales
growth. [31; 37] revealed that business
performance can be measured based on
customer satisfaction with the products offered
in the last three years and the quality of
business work carried out.
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Measuring business performance based
on business efficiency, market growth and
ability to make a profit. On a general scale,
organizational performance can be measured in
terms of asset returns, return on equity, net
growth rates, and return on sales, while
efficiency and effectiveness are also a measure
of organizational performance.

H1: intellectual capital has a significant
positive effect on the culture of innovation

H2: innovation culture has a significant
positive effect on business performance

H3: Intellectual capital has a significant
positive effect on business performance.

The main source of data is the survey
method conducted in the SME sector which has
export-oriented  activities and has an
international share. The total population is 69
and the determination of the frame sample is
54. The determination of the sample 1is
proportional random sampling which is then
distributed to 177 respondents from three
levels namely managers, supervisors and
employees. The questionnaire was measured

with a semantic differential scale 1-7
distributed for 4 months. The first
questionnaire was tested on the first 30

respondents to test its validity and reliability,
after which it was distributed to all
respondents.

Aim and tasks. This study investigates
the relationship between intellectual capital,
innovation culture and the performance of
export SMEs.

Results. This research provides the
results of the relationship between components
of intellectual capital, and the influence of these
factors on the culture of innovation and business
performance. This paper is organized as
follows: after introduction, a theoretical
framework along with hypotheses and key
concepts relating to research. The third part
explains the methodology and research data. In
the last section, we discuss the results,
contributions, and limitations of this paper, as
well as suggestions for future research.

Based on the concept of reliability
measurement, this study uses three measuring
instrument methods namely convergent validity,
discriminant validity, and composite reliability.
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Convergent validity is used to measure
the validity of an indicator as a measure of a
construct that can be indicated by the value of
the outer loading factor. In studies that are in the
early stages of developing measurement scales
or called exploratory research the loading factor
value 0.50-0.60 is still considered sufficient
[32]. In this study, using an outer loading value
above 0.60.

Discriminant validity testing to measure
the validity of an indicator in a variable can be
done by another method that compares the
square root coefficient of variance extracted
(VAVE) for each latent variable with the
correlation coefficient between the other latent
variables in the model. The recommended AVE
value is greater than 0.50. The root value of
AVE for each variable is greater than the
comparison variable. This indicates that the
indicators that reflect the dimensions of the
variables in this study have good discriminant
validity.

Composite reliability is a measure of the
reliability value between the indicators of the
variables in which Cronbach alpha has values>
0.70. The results of the analysis of composite

reliability values ranged from 0.864 to 0.985
greater than 0.70 which reflects the dimensions
of the wvariable are reliable. Likewise, the
Cronbach alpha value shows ranging from 0.710
to 0.978 greater than 0.70 that is means the
indicators declared free from the problem of
random error [33-34].

Inner Model Measurement. The research
hypothesis testing was conducted by evaluating
the feasibility of the model through the results
of the R2 analysis using the predictor relevance
method of Stone Geiser (Stone, 1974 & Geiser,
1971) and Goodness of Fit (GoF).

Inner Model Measurement. The research
hypothesis testing was conducted by evaluating
the feasibility of the model through the results
of the R2 analysis using the predictor relevance
method of Stone Geiser (Stone, 1974 & Geiser,
1971) and Goodness of Fit (GoF).

Q? and GoF calculations use the R-square
coefficient (R*) which shows the strength of the
weak information generated by exogenous
variables to endogenous variables so that R* can
show the strength or weakness of a research
model. [32] R? value of 0.67 is strong, 0.33 is
moderate and 0.19 is weak.

Table 1. R* and R* Adjusted
. Results
Variables R’ R’ Adjusted Remarks
Intellectual Capital (X) 0.715 0.713 Positive
Innovation Culture(Y1) 0.779 0.777 Positive
Business Performance (Y2) 0.827 0.822 Positive
Average 0.774 0.771 Positive

Sample of a Table footnote. (Table footnote)

Based on the table above, the intellectual
capital R? value is 0.715, the innovation culture
1s 0.779, the business performance is 0.827, and
the R* value is classified as a strong model
because it is above 0.67. The average value of
0.774 means that the relationship model
between constructs is explained by 77.4 percent,
while the remaining 22.6 percent is explained
by other variations outside the model. The
distribution of the adjusted R* value is smaller

than the distribution of the R* value meaning
that a change or expansion of the research
model by including other latent variables is still
possible [35]. The next step is to measure Q
Square Predictive Relevance (Q7), namely how
well the observations produced by the research
model. Q” has a range of values ranging from 0
to 1. The closer to 1 means that the model can
predict the better [38]. The Q? value is
calculated by the formula:

Q?=1-[(1-R%,)-(1—R%,) (1 —-R%s;)]
02 =1-[(1-0.715)- (1 — 0.779) - (1 — 0.827)]

Q% =1—[(0.285) -

(0.221) - (0.173)]

0% = 1—1[0.01089]
Q% = 0.98911 (Q? predictive relevance is very good)
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Q? calculation results show the value of
0.98911 which means the model shows a very
good observation that is 98.91% the relationship
between variables can be explained by the model

while the remaining 0.103% is a factor of error or
other factors not included in the research model.
The next step is to validate the model as a whole
with the following calculation.

GoF = +/com - R2 = 0.683 -

GoF calculation results show a value of
0.727 which is close to 1 (one) means including
a predictive model that is very fit, this indicates
that the accuracy of the overall model
measurement is very good. This is based on
criteria regarding the value of GoF according to
Ghozali and Lathan (2015) including 0.10 (GoF
small), 0.25 (GoF Moderate) and 0.36 (GoF
large), so the research model is categorized as
GoF Large.
The final step is to test the effect size ()
to provide more detailed information about the

0.774 =+/0.50529 = 0.727

variation of values that can be explained by a
group of independent variables on the
dependent variable in a structural equation
system (Cohen, 1998). The criteria for effect
size (f) are 0.02-0.15 (weak impact), 0.15 -
0.35 (medium impact) and> 0.35 (strong
impact). If the £ value is in the range of 0.02
then the research model is said to be classified
as weak, the £ value in the range of 0.15 is
stated to have a moderate effect and the f* value
in the range of 0.35 or more is classified as a
strong effect [32].

Table 2. Cohen Effect Size

Results
Variables Original Sample Standard Deviation T Statistics P Values
Sample (O) Mean (M) (STDEYV) (|O/STDEV))
IC > BP 0.187 0.207 0.107 1.810 0.077
Mean 0.187 0.207 0.107 1.810 0.077

Sample of a Table footnote. (Table footnote)

The results of the analysis as shown in
the table above with a mean of 0.187 can be
concluded that there is a weak indication of the
formation of a mediating relationship pattern in
this study.

Hypothesis testing in this study was
carried out through two stages namely testing
the direct effect and testing the indirect effect of
exogenous variables on endogenous variables.

Table 3. Coefficient among variables

Results
Construct
oS SM SD Y PV R
IC -> INC 0.139 0.116 0.079 1.759 0.079 Not Support
INC -> BP 0.536 0.511 0.092 5.817 0.000 Support
IC -> BP 0.459 0.455 0.090 5.104 0.000 Support

Sample of a Table footnote. (Table footnote)

The analysis showed that intellectual
capital had no significant effect on the culture of
innovation with a coefficient of 0.139 and t
statistics of 1.759 so that hypothesis 1 was
rejected as well as refuting the results of the
research [9-11]. The relationship of innovation
culture with business performance is significant
with a coefficient of 0.536 and statistics 5.817
which means hypothesis 2 is accepted and in
line with the results of the study [12-13], while

the relationship between intellectual capital and
business performance is significant with a
coefficient of 0.459 with t statistics 5.104 which
means hypothesis 3 is accepted so that it is in
line with the research conducted [3-5].

After knowing the direct relationship
between variables, the next step in SEM is to
test the indirect relationship through the role of
mediation.
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Table 4. Mediation coefficients

Mediation Test
Model path t-stat T table remarks

a IC-> INC 0.139 1.759 > 1,96

b INC->BP 0.536 5.817 > 1,96 No Mediation

c IC->BP 0.459 5.104 > 1,96
Sample of a Table footnote. (Table footnote)

In the table above there is a pattern of function in strengthening the dependent
mediation relationships that are statistically wvariable. Uninterrupted mediation patterns
tested and do not meet the conditions for prove that a direct relationship between

mediation. This means that there is no role of
the mediator variable that plays a strategic

variables does not require an intermediary
relationship.

Innovation
Culture

(YD)

0.139
insig

Intelectual

Capital
X)

0.459
sig

0.536
sig

Bussines

Performance
(Y2)

Fig. 1. Research Model Analysis

Conclusions. This study provides insight
into the relationship between variables,
especially the role of intellectual capital that
does not significantly influence the culture of
innovation. This is because SMEs Export
products already have special specifications
from the destination country. Innovation is
difficult because rules and legalities are formed
so that innovation is very difficult. The role of
intellectual capital is not so significant because
the product, marketing of SMEs Exports is
already set in ISO. In export-oriented SMEs,
product innovation and process innovation are
actually very important because of the intense
competition in penetrating foreign markets.
products must have competitive advantages,
have added value and are unique, but on the
other hand, foreign markets are also very strict
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in applying specifications according to
international standards. The results of this study
produce a contradiction that the culture of
innovation is not influenced by intellectual
capital even though the source of innovation is
knowledge.

Theoretically, the results of this study
need to be tested again on other SMEs,
especially SMEs with innovation in products,
processes and work innovations. This study has
limitations in the relatively small sample frame,
carried out in the growing SMEs sector and
does not yet see intellectual capital as the main
asset of the organization. Future research can be
carried out in the higher education sector or
companies in the IT sector by adding
organizational learning and knowledge hiding
variables.
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