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Abstract The purpose of this study was to obtain
empirical evidence of the influence of components of
intellectual capital, namely human capital, structural
capital, and relational capital on the financial performance
of small medium enterprises or SMEs in Jayapura City and
Jayapura Regency, West Papua, Indonesia. Respondents in
this study consisted of 54 respondents who had business
fields, consisting of culinary businesses, fashion, daycare
services, lodging services, and futsal fields. In addition,
respondents are selected based on ethnicity, namely,
Papuan as many as 26 people or 51.8% and non-Papuan as
many as 28 people or 48.2%. The analytical tool is used in
SmartPLS 3 by looking at the measurements of the outer
model and inner model. The results show that the
components of human capital and relational capital
significantly affect the financial performance of SMEs
with a significance value of 0.042 and 0.044, respectively.
Meanwhile, the hypothesis of the influence of the structural
capital component on SME financial performance is not
statistically supported with a significance value of 0.569.
The results theoretically provide empirical evidence for
studies on the importance of intellectual capital on the
financial performance of SMEs in particular with the
context of SMEs in Papua that has not been studied. The
main findings of this study highlight the development of
intellectual capital in SMEs. The limitations of this study
lie in the effect of structural capital components on
financial performance which is not empirically supported.
Thus, further research needs to examine the effect of
structural capital interaction with other components of
intellectual capital to improve MSME financial

performance.

Keywords Human Capital, Structural Capital,
Customer Capital, MSMEs, Financial Performance

1. Introduction

In the last two to three decades, the world has moved
into the information age. The economy has shifted from
an industry-based economy to a knowledge-based
economy. In this knowledge-based economy, intangible
assets such as intellectual capital are more important for
value creation than physical assets [1]. Intellectual capital
is seen as having a very important role in creating and
maintaining competitive advantage and subsequently the
company's performance and value [2-5].

Intellectual capital is one of the non-physical resources
or intangible assets that is not visible in the company's
statement of financial position, but is increasingly
recognized as a strategic asset and is seen as important for
companies in increasing value and sustainable competitive
advantage [4-6]. Since the early 1990s, research related to
intellectual capital has used many definitions and terms to
describe intellectual capital or intangible assets.
Intellectual capital is defined as the sum of components
that can add value to the company. Intellectual capital is
the possession of knowledge and experience, professional
knowledge and skills, good relationships, and
technological capacity, which when applied will give the
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organization a competitive advantage [7]. Intellectual
capital is not only related to the knowledge and skills of
employees, but also includes company infrastructure,
customer relations, information systems, technology, and
the ability to innovate and react.

This research was conducted to obtain empirical
evidence of the influence of intellectual capital consisting
of human capital, structural capital, and relational capital
on the performance of micro, small and medium
enterprises (MSMEs) in Jayapura City and District.
MSME actors in Jayapura City continue to increase every
year, especially OAP (indigenous Papuans) entreprencurs
and more specifically female OAP entrepreneurs who
account for 60% of the total MSME actors registered in
the Cooperative and SME Office (Disperindagkop) in
Jayapura City. It is interesting to study to find out the use
of intellectual capital to improve the competitive ability of
these business actors in the current information age.

In this study, testing will also be carried out to obtain
empirical evidence that component of intellectual capital
has the greatest influence on the financial performance of
MSMEs. This additional test was carried out because
several previous research results found that human capital
is the main determinant of SME (small medium enterprise)
performance compared to structural capital and relational
capital [8]. The reason is that small and medium
enterprises are constrained by size and funds to make
large investments in external resources. Therefore, the
internal knowledge possessed by MSME managers and
employees, in this case human capital, must be managed
and used effectively and efficiently so that MSMEs can
maintain their success. Thus, this study aims to
empirically examine the effect of human capital on the
financial performance of SMEs, structural capital on the
financial performance of SMEs, relational capital on the
financial performance of MSMEs, and the most influential
component of intellectual capital on the financial
performance of MSME:s.

2. Literature Review

Resources based theory is the company's resources as
the main controller behind the company's performance
and competitiveness [9, 10]. Based on this RBT, an
organization can be assessed as a collection of physical
resources, human resources, and organizational resources
[11]. Resource Based Theory is a theory that develops in
strategic management and competitive advantage in
companies that believe that companies will achieve
excellence if they have reliable resources. This theory
refers to the advantages of companies if they have
superior resources. With superior resources, the company
will have a competitive advantage compared to other
companies [12, 13].

Resources Based Theory discusses the resources owned
by the company and how the company can process and
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utilize its resources. The company's ability to manage its
resources properly can create competitive advantage so
that it can create value for the company. In order to
compete in today's modern economic conditions,
organizations need two main things. First, it has
advantages in its resources, both in the form of tangible
and intangible assets. The second is the ability to manage
its resources effectively.

Moreover, the term intellectual capital was first coined
by Galbraith [14]. There are various definitions of
intellectual capital from several experts [15]. According to
the Chartered Institute of Management Accountant
(CIMA), intellectual capital is knowledge and experience,
professional abilities, good relations, and cooperation, as
well as technological capacity [16]. Intellectual capital is a
source of knowledge in the form of employees, customers,
processes, or technology, which companies can use for
value creation processes [2, 17, 18]. Intellectual capital is
a knowledge-based asset in a company which is the basis
of a company's core competencies that can affect its
resilience and competitive advantage [19].

In various studies from various disciplines, researchers
identify intellectual capital or intangible assets, as all
resources, properties, and attributes, or as non-monetary
assets that can generate future value or benefits [20]. From
some definitions, it can be shown that as a concept,
intellectual capital refers to intangible assets or
non-physical capital or intangible capital related to
knowledge, technology, employees, process management
within the company which is the company's competitive
advantage and useful in operational activities as well as
company value creation. In general, researchers identify
three main constructs of intellectual capital, namely:
human capital, structural (organizational) capital, and
relational capital [21].

Human capital is a component of intellectual capital

that includes various knowledge, skills, abilities,
experience, intelligence, creativity, and motivation
possessed by individuals within a company or

organization [22]. Human capital as a capital is a life hood
in intellectual capital. This is the source of innovation and
improvement, but it is a component that is difficult to
measure. Human capital is also a source of very useful
knowledge, skills, and compensation in an organization or
company. Human capital reflects the company's collective
ability to produce the best solutions based on the
knowledge possessed by the people in the company.
Human capital will increase if the company is able to
manage the knowledge it has [23].

Structural capital or organizational capital as
organizational capital is the ability of an organization or
company to fulfill the company's routine processes and
structures that support employees' efforts to produce
optimal intellectual performance and overall business
performance [24, 25], for example company operational
systems, manufacturing processes, organizational culture,
management philosophy, and all forms of intellectual
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property owned by the company. An individual can have a
high intellectual level, but if the organization has poor
systems and procedures, then intellectual capital cannot
achieve optimal performance and the existing potential
cannot be utilized optimally. Lastly, relational capital is a
component of intellectual capital that provides real value.
Relational capital is a harmonious relationship that is
owned by the company with its partners, both from
reliable and quality suppliers, from consumers who are
loyal and satisfied with the company's services, from the
company's relationship with the government, as well as
with the surrounding community [26, 27]. Good
management of relational capital will cause competence in
organizational activities or responses to market changes to
be developed.

Saint-Onge [28] defines relational (customer) capital as
the depth (penetration), breadth (coverage), and
relationship (loyalty) of the company. Edvinsson &
Malone [29] added that customer capital is the tendency
of a company's customers to continue doing business with
the company. Customer capital appears in the form of a
learning process, access, and trust [30]. When a company
or a person decides to buy from a company, the decision is
based on the quality of their relationship, price, and
technical specifications [31]. The better the relationship,
the more likely the planned purchase will occur, and this
means the greater the chance that the planned purchase
will occur, and the greater the opportunity for the
company to learn with and from its customers and
suppliers [18].

Furthermore, performance is a quantitative and
qualitative measure that describes the level of
achievement of a goal or goal that has been set by the
organization [32]. Performance is a series of management
activities that provide an overview of the extent to which
the results have been achieved in carrying out their duties
and responsibilities in the form of public accountability in
the form of successes or deficiencies that occur. The
achievement of the results of a series of activities in
question includes standard work results, targets or targets,
or criteria that have been determined since the start of the
business [31]. Performance is a series of management
activities that provide an overview of the extent to which
the results have been achieved in carrying out their duties
and responsibilities in public accountability, both in the
form of successes and shortcomings that occur [33].
Performance is the most important indicator of success
and this is proven both in real terms and theoretically. In
other words, performance in the organization is the
answer to the success or failure of the organizational goals
that have been set [34]. The notion of performance or
performance is the work that can be achieved by a person
or group of people in a company under their respective
authorities and responsibilities to achieve company goals.
Legally, it does not violate the lawor conflict with morals
and ethics. Performance can be defined as the level of
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achievement of results or the level of achievement of
organizational goals [35].

Hypothesis Development

Human capital is defined as the knowledge, skills, and
experience that a person has when managing a business
[36, 37]. Some of this knowledge is unique to each
individual, and some are general, such as a capacity for
innovation, creativity, knowledge, and experience,
learning capacity, loyalty, formal education, and
education [38]. Human capital is also a combination of
genetic inheritance, education, experience, and attitudes
about life and business. The experience possessed by
individuals will improve performance in a business
because with experience a person will act quickly when
there is a problem in his business. In addition, the
existence of training and education will add insight in
becoming an MSME entrepreneurs [39].

Structural capital is defined as knowledge that will
remain in entreprencurship [40-42]. Structural capital
consists of organizational routines, procedures, systems,
culture, and databases [43]. Some of the structural capital
is protected by law and becomes intellectual property right,
which is legally owned by the company. In this regard,
structural capital has two objectives to achieve. The first is
to codify transferable knowledge. This is done so that the
system is not lost. In the business world, structural capital
is associated with operational systems and organizational
culture. A good system and prioritizing the Value for
Money aspect will improve the financial performance of
MSME:s. In addition, organizational culture becomes an
identity and character of a place of business that will be
known by the public. A good organizational culture will
improve the image of MSMEs and improve performance
[44].

Relational capital is a harmonious relationship or
so-called association network owned by the company and
its partners, both from reliable and quality suppliers, from
loyal customers and satisfied with the services of the
company concerned, from the company's relationship with
the government and with the surrounding community [18,
45]. Customer capital can arise from various parts outside
the company environment which can add value to the
company. With company values that have a positive
impact on partners, cooperation will be maintained,
business continuity will last a long time so that it will
improve the financial performance of MSMEs [5, 46].
Based on the explanation above, the hypothesis of this
research is as follows:

HI1: Human Capital significantly
financial performance

H2: There is a significant effect of structural capital on
MSME financial performance

H3: Relational Capital has a significant effect on
MSME financial performance

affects MSME
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Figure 1.

3. Research Methods

This type of research is designed as causal research
with a quantitative approach. Causal research is useful for
measuring the relationship between research variables, or
for analyzing the effect of one variable on other variables.
This study is designed to provide empirical evidence and
analyze the role of Intellectual Capital in the form of
Human Capital, Structural Capital, and Relational Capital
on MSME financial performance in the City and District
of Jayapura.

The population used in this study are micro, small, and
medium enterprises in the City and District of Jayapura
which are registered with the Disperindagkop and
MSMEs. The sample was selected using a random
sampling technique, while the sampling design used in
this study was unrestricted random sampling. The reason
for using unrestricted random sampling is that this
sampling design has a small bias and can be more
generalized [47].

The type of data used in this study is quantitative data,
which is data in the form of numbers or numbers. This
study uses primary data. Primary data were obtained
directly from respondents, namely MSME actors in
Jayapura City and Regency through filling out a
questionnaire that the researchers gave.

The dependent variable used in this study is the MSME
financial performance variable, which is the final result of
each activity, process, or organizational unit including
financial and non-financial business performance. The
performance variable was measured using an instrument
that was tested in Canada and then retested in Malaysia
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Financial

Performance

Research model

[15, 48]. This questionnaire consists of ten statements.
Human capital in this study is the knowledge of
individuals in the organization described by their
employees, including experience, skills, motivation, and
tolerance for ambiguity and so on, which are generated
through competence, attitude, and intellectual intelligence.
Structural Capital in this study refers to a collection of
non-human knowledge in an organization including
databases, organizational structure, process guidelines,
strategies, routines, software, hardware, and anything else
whose value in the company is greater than its material
value. The relational capital in this study is knowledge
formed in marketing channels and the company's external
relationships with consumers, suppliers, government,
industry associations, and so on [49].

The statements in this questionnaire are filled in to the
extent to which the respondents agree with the Likert
scale (1 = strongly disagree to 5 = strongly agree). The
use of the five-point Likert scale is a reduction from the
Likert scale used a seven-point Likert scale, while in this
study a five-point Likert scale was used to make it easier
for respondents to answer questions.

4. Results

The results of field studies conducted on SMEs in
Jayapura City and Regency amounted to 54 respondents.
The characteristics of respondents in this study are shown
in Figure 2.
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Characteristics of Respondents
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Figure 2. Respondent Characteristics

Based on Figure 2, it is explained that the characteristics of the respondents consist of the type of business,
educational background, gender, and ethnic origin. The type of business that has the highest percentage is in the
culinary business by 42%. Educational background with undergraduate level is 67%. Most respondents, in terms of
gender, are women, accounting for 79%. Based on ethnic groups, non-Papua accounts for 54% and Papua 46%.

A convergent validity test is carried out to determine the validity of an indicator used. The indicator is declared valid
with a weight or loading factor value above 0.50. In this Convergent Test, several indicators are declared invalid so that
they must be eliminated from the number of existing indicators, namely the HC2 indicator. The results of retesting for
the outer model after the issuance of several indicators are presented in Figure 3.
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Figure 3. Smart PLS-Algorithm Test

Based on the results of the outer model Figure 3, all indicators already have an outer loading value > 0.50, so the
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indicators, namely the variables of structural capital, human capital, customer capital, and performance are said to be
valid. Table 1 showed the processed results of construct reliability and validity.

Table 1. Construct Reliability and Validity
Cronbach's Alpha Composite Reliability Average Variance Extracted (AVE)
HC 0,937 0,945 0,555
SC 0,940 0,952 0,713
RC 0,959 0,964 0,691
K 0,926 0,938 0,606

Based on the results as shown in Table 2, all components are declared reliable and valid. It can be seen from the
Cronbach's Alpha value above 0.7. The Composite Reliability value is above 0.7 and the AVE value is above 0.5. The
coefficient of determination r square shows that the variables human capital, structure capital, and relational (customer)
capital can explain the financial performance variable of 0.707 or 70.7% so that the rest can be explained by other
variables of 29.3%. The results of hypothesis testing were obtained from bootstrapping testing using the Smart PLS 3.0
software. The test results are presented in Figure 4.
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Figure 4. Smartpls- Bootstrapping Test

Exogenous variables were declared significant on the endogenous variables if the results of t statistics > t table 1.96
(Sig=5%). The results of the t-statistics of each variable can be seen in Table 2.

Table 2. Hypothesis Testing Results

Original Sample

Sample Mean

Standard Deviation

T Statistics

(0) (M) (|O/STDEV|) P Values
HC -> FP 0,319 0331 2,018 0,044
SC -> FP 0,135 0,124 0,570 0,569
CC > FP 0,436 0,439 2,040 0,042
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Based on Table 2, the t-statistic value of the human
capital variable on financial performance is 2.018 which is
greater than the t-table value of 1.96, so it can be
concluded that human capital has an effect on financial
performance so that Hypothesis 1 is statistically supported.
Human capital is generally seen as a critical component of
intellectual capital and a key driver of organizational
performance because it is based on competence (education,
professional skills, knowledge), attitudes (motivation,
leadership, behavior patterns), and intellectual agility
(innovation, creativity, flexibility, ability to adapt [15, 45,
48, 50]. Human capital is the main determinant of SME
(small medium enterprise) performance compared to
structural capital and relational capital [8]. This is because
small and medium enterprises are constrained by size and
funds to make large investments in external resources [51].
Therefore, the internal knowledge possessed by MSME
managers and employees, in this case, human capital,
must be managed and used effectively and efficiently so
that MSMEs can maintain their success. Human capital in
MSMEs needs to be continuously improved through
education, training, and development programs.

The t-value of the structural capital on financial
performance is 0.108 smaller than the t-table value of 1.96,
so it can be concluded that the Structural Capital
hypothesis affecting performance is not statistically
supported. Structural capital in the framework of the
organization and includes all non-human knowledge
contained in systems, procedures, databases, networks,
process manuals, and so on. Several studies have shown
an interaction between the components of intellectual
capital. Intellectual capital is a construct with several
dimensions that cannot be developed separately but has a
strong bond. The interaction between Human Capital and
Structural Capital has been proven in several studies so
that investment in human capital can result in a significant
increase in structural capital which in turn affects
performance [52]. Intellectual capital can improve
business performance, but it is up to management to
encourage, develop, and utilize this intellectual capital to
achieve the desired results. Bontis [48]; Bontis [15] shows
that knowledge that remains only in the company's human
capital and is not applied to organizational knowledge will
not have a positive impact on business performance. For
this reason, the influence of structural capital on financial
performance can be said to depend on the management
(human capital) of the organization to apply the
knowledge possessed into organizational knowledge of
structural capital.

The t-statistic value of relational (customer) capital on
financial performance is 2.040 which is greater than the
t-table value of 1.96, so it can be concluded that the
hypothesis of Relational Capital affects MSME financial
performance is statistically supported. The relationship
that exists between the organization and its partners can
improve the financial performance of the organization

The Role of Intellectual Capital on Financial Performance of SMEs

through cost reduction and increasing market share.
Consumers are the biggest component of company
stakeholders who are the main determinants of the
company's revenue. Therefore, strong relationships with
consumers and other stakeholders will improve the
financial performance of SMEs.

The test results in this study also show that relational
capital has the highest p-value, so it can be stated that
relational capital has the greatest influence on the
financial performance of MSMEs compared to other
components of intellectual capital. However, the
difference between the p-value and the human capital
component is very small. MSMEs with limited funds and
tangible assets must manage and use their human and
relational capital effectively and efficiently to improve
MSME financial performance.

Intellectual capital is a concern in various fields such as
management, information technology, sociology, and
accounting. The importance of intellectual capital (IC) is
caused by 4 (four) factors, namely the revolution in
information technology, the importance of knowledge and
knowledge-based business, activity patterns, and the
emergence of innovation as a determining pattern, main
competitive advantage.

In the era of globalization and rapid technological
change, the role of micro and small enterprises, and
medium-sized enterprises (MSMEs) in encouraging
economic development and employment is very important
even though MSME:s are often constrained by the problem
of limited resources. Based on data from the Central
Statistics Agency and the Ministry of Cooperatives and
MSME:s (Kemenkop) the number of MSMEs reaches 98%
and is able to absorb 96% of the workforce. With this
amount, MSMEs can makes up 60% of the GDP. So far,
the existence of MSMEs in Indonesia has been a driving
factor in the creation of national economic development.

Therefore, as a major player in the country's economy,
MSMEs are urged to be more dynamic and competent in
facing challenges in today's knowledge-based economy.
The failure of MSMEs to adapt to globalization and rapid
technological changes can result in the failure of MSME
operations in only the initial 5 years of operation. The
development of a knowledge-based economy requires
MSMEs to apply intellectual capital, namely human
capital, structural capital, and relational capital, in order to
compete in a dynamic business environment. Intellectual
capital is seen as a resource that is able to provide a
competitive advantage for MSMEs because the tangible
capital owned by MSMEs is smaller than that owned by
large-scale businesses. Therefore, intellectual capital as
intangible capital is able to create a competitive advantage
for MSMEs which further boosts organizational
performance because these resources are difficult to
duplicate, even seen as a strategic resource. The main
function of intellectual capital is to create value-added
products and services, through proactive management that
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positively affects business performance.

Several studies have been conducted related to
intellectual capital in large companies and publications in
the capital market. These studies provide empirical
evidence of the effect of intellectual capital utilization on
firm performance [53-55]. Several studies have also been
conducted regarding the influence of the use of
intellectual capital on the performance of small medium
enterprises. The results of these studies provide empirical
support for the influence of intellectual capital on
company performance through increasing competitive
advantage and the ability to innovate.

5. Conclusions and Suggestions

The results of this study provide empirical evidence of
the influence of intellectual capital components, namely
Human Capital and Relational Capital on the financial
performance of MSMEs. These results provide additional
empirical evidence for studies on the importance of
intellectual capital on the financial performance of SMEs
in particular with the context of SMEs in Papua that has
not been studied. Thus, these results contribute to the
development of theories on intellectual capital in SMEs.
In this study, the effect of structural capital components
on financial performance is not supported empirically.
Further research needs to be done regarding the effect of
structural capital interaction with other components of
intellectual ~capital to improve MSME financial
performance.

Of course, this research cannot be separated from its
limitations, one of which is that the number of samples is
quite small because some questionnaires that have been
distributed are not all returned by the respondents. In
addition, the concept of intellectual capital is quite
complex so that it involves the subjectivity of respondents'
perceptions. Suggestions for further research are that the
number of respondents should be increased, the research
location should be expanded and other components of
intellectual capital should be tested to add empirical
support for theory development.
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