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Abstract

The pupose of this research is fo formwalte a study of the influence of intellectual capital on Business Performance
and Competitive Advantage of the phammaceutical industry in Easf Java. The ressarch method used & gquantiative
approach, and using the techniguss of data collection by survey method with the disfribution of questionnaires, in
depth intenviews, documentation and obsenvation. These reswits indicate that the hypothesis is accepled and
supported by the evidence of empirical data are human capital affects on structural capital, relafional capital, and
competifive advantage. Structural capital affects on relational capifal and competitive advaniage. Relational capital
affects on business performance and business performance affects on compstitive advantage. Meanwhile the other
result form this research are human capital not affects on business performance and structural capifal nof affects on

business performance.
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1. Introduction

Intellectual capital (IC) is crucial for pharmaceutical companies
becawse its classification as a high IC intensive (Woodcock &
Whiting, 2009) (Hermawan & Mardiyanti, 2016). Pharmaceutical
companies require the management of intellectual capital be-
cause they are knowledge-based and utilizing massive number
of research. In addition, pharmaceutical companies conduct
many innovabons, knowledgeable actvibies, and intsrachons
between people and technology, and they atso depend on IUs
a5 renewal sources (Bharathi Kamath, 2008). Intelleciual capital
is proven to have an influence on company performance,
competitiveness and prosperity (Mick Bontis, Chua, Keow,
Richardson. & Richardson. 2000) (Y. 5. Chen, 2008).

Howewer, the results of a study (Hermawan, Ekonomi, &
Sidoarjo, 2013) stated that managers of pharmaceutical
companies in Indonesia have lack of understanding and take
less advantages from intellecteal capital as intangible assets of
companies. Consequeantly, Indonesian pharmaceutical companies
cannot compete in exporting markets, especially in South-East
Agia (SFA) (Sampurnn, HNT) svan thangh tha npporonity is
huge because of the single market creation of pharmaceutical
industry in South-East Asia. This situation should be taken as an
oppartunity by pharmaceutical industry in Indonesia to develop
intellectual capital either individually or integrated thus can im-
prove the business performance and competitive advantage.

By putting concerns in the importance of intellectual capital
for pharmaceutical companies, then it is necessary to research
the influence of intellectual capital on business performance and
competitive advantages. This study was distinct from prewvious
article (Cabrita & Bontis, 2008) examining only the influence of
intellectual capital on business performance in the Portuguese
banking industry without considering competitve advantage.
This study also differs from (Hermawan, Ekonomi, Muhamma-
diyah, & Herlina, 2013) identifying and connecting intellectual
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capital with firm performance using gualitative approach.

2. Literature Review

The basic and appropriate theory for this research is the
resowrce based theory (Wernerfelt, 1884). This is becauss
intellectual capital is one of intangible assets that, if developed,
would become an instrument or mean for the company to
improve its business performance and competitiveness. As an
intangible asset, intellectual capital consists of three compo-
nents namely capitals of humans, structuras, and relations-
customers. All of these three intellectual capitals, individually or
in synergy, can improve the performance and competitiveness
of the company (Hermawan, 2015).

This is possible becawse if the company has employees with
high capabilities, good competencies, and well satisfaction, then
the company is well-governad with established structure, clear
processes, and decent organizational culture. Furthermore, with
marketing capabilites, satisfied customers, propitious market
intensity, and great community relationships, these also can
improva the performance of businesses.

The result from previous study (Sharabati, Jawad, & Bontis,
2010) depicted that intellectual capital variables significantly and
positively comelated with business performance. They contan-
ded that relational capital had the greatest significant value
compared 1o other vanables ot human and structural capatals.
Other results described that there was a positive relationship
between intellectual capital and enterprise performance (M. Chen,
2004). Apart from the positive and significant impact on business
performance, intellectual capital also has a positive and signi-
ficant impact on the competitiveness of companies. The result of
the study depicted that three elements of green intellectual
capitals consisting of green human, green structural, and green
relational capitals positively affected the competitive advantage
of small and medium entenprises in electronic figld in Tawan.
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3. Mathodology

This research was a guantitative study (Creswell, 2009) that
connecied and examined the infuence of intellectual capital on
business performance and competitive advantage with five
wariables and 31 indicators. For intellectual capital, there were
three vanables, namely human capial with three indicators
{(capabiity, satisfaction, and of employees), structural
capital with three indicators (information system, organizational
process, organizatonsal cultune), and relational capital with four
Indicators (basic marketing capability, loyalty of customers,
market intensity, and community relations). For business per-
formance variable, authors employed 10 indicators Le. leader of
Iindustry, future cutlook, profit, profit growth, sales growth, returm
on sasels after tax, return on sale afier tax. competitive res-
ponse, success of mew product launch, and company success
as & whole. For competitive advantage wariable, there are 11
indicators ie. costs, product quality, research and innovation
capabiities, management, profit, company growth, main influen-
cer or motivator, image, product imitation, creative idea, and
position of the company. Determining the vanable indicators of
thizs research was based on the choice of 10 manegers of

pharmaceutical companies in East Java when conducting depth
Interview and Focus Group Discussion (FGD)L

This research was performed in pharmaceutical companies,
meamber of the Association of Pharmaceutical Company of Indo-
nesa (Indonesian: Gabungan Perusahaan Farmasi Indonesia,
GPFI) in the region of East Java. This organization had &s many
as 4 pharmaceutical companies. The respondents of this study
were finenclal managers and accounting employees. The suwr-
vey was conducied by distributing guestionnaines either directly
or through mall, and email. Data analysis was conducted using
Structural Equation Modeling method (SEM) because all va-
riables in this study cannot be measured (latent variables). The
analysis used to test the hypothesis was Partial Least Square
(PLS) which was a vanance-based structural equation (SEM)
that could simultaneously perform the measurement models and
structural tests.

4. Result

Based on the data analysis of hypothesis test with Partal
Least Square (PLS), results were presented in Figure 1 and
Tabke 1.
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Based on Tabde 1, results of hypothesis testing are identified.
Meamwhile. the scceptance criteria of hypothesis were 5% lkevel
with & wvalee of T . 2015 This means that if the value of
Teakulated 18 more than 2.015 then the hypothesis s accepted
and wice versa. Thus, there were seven hypotheses received,
namely Hypotheses 1, 2, 4, 5, T, 8, and 8, and there were two
rejected hypotheses, namely Hypotheses 3 and 6.

The result of Hypothesis 1 acceptance implied that human
capital affects the strechural capital. This shows that hwman

capial is the spirit of how a company s managed by creating
systems, procedures, mechanisms, structures and organiza-
tional processes and even onganizationsl cullure as parts of the
structural capital. This |s because human capital relates to the
human resources having competence, capabiity, and know-
ledge to manage the company. Hypothesis 1 supported other
studies Indicating that human capital positively and directly
Influences the structural capital (Shih, Chang. & Lin, 2010) (Hsu,
2006).

104

QUALITY

Vol. 21, No. 175/ April 2020 4 ccess to Succass



QUALITY MANAGEMENT

The result of Hypothesls 2 acceptance denobted that human
capltal affects the redational capital. This makes sense because
to conduct relationships with external parties (e.g. customers,
supplers, creditor, debtor, and broader society) requires ade-
quate knowledge, capabiity and competence of employess so
that the relations can be executed properly. Similarly, o manage
the Images of product, service, corporate, customer boyalty,
customer satisfaction, negotiation skills, relationships with the
comrmunity will depend heavily on human capital of company.
Hypothesis 2 supported the reseanch revealed that human capital

ftiwely and directly influences on strechursl capital (Maditinos,

ewit, & Taalridis, 2010).

The result of Hypothesis 3 rejection implied that human
capltal had no effect on business performance. This statement
Is in line with the dismond specification model (M. Bontis, 19088)
revesling that there s no relation between human capital and
business performance. Instead. the appropriate link is beteeen
hurnan capital and (1) relational and (2) structural capitals, which
then both capitals are categorized as business performance.
This describes that human capital can affect business perfor-
mance only through structural end redational capitals. Hypo-
thesls 3 supporied the diamond specification moded, yat not
supporting the previous research (Gogan, Artene, Sarca, &
Draghicl, 2016) (Bollen, Vergauwen, & Schnieders, 2005).

The result of Hypothesis 4 acceptance meant that human
capltal affects the competitive advantage. This proves that com-
panies with good human capital such as competence, capability,
kmowledge can create more competitive products than compe-
mtors. Also, cost efficlent and creative kdess would be better
compared to other cownterparts. The results Hypothesis 4
supported the siudy stating thet human capital positively and
directly affects the compettive adwantage (Chahal & Bakshi,
2014) but there ks also other research swggesting human capital
cannot directly affect the competitive sdvantage, insiead they
must go through relational capital (Yaseen, Dajand, & Hasan,
2016).

The result of Hypothesis 5 acceptance depicied that structu-
ral capital effects relational capital. This proves that organizations
with strong structural capital will respect the cullure of
employees trying new things. being Innovatie, creative, and not
afrakd in fallure. Meanwhie, relabonsl capitsl sctivites are
mosly related to product innovation, product image. service
Innowation, customer satisfaction, customer koyalty and commu-
nity engagement. Hence, structural capital allows employees
with high creativity and innovation, which then will increase
positive performance of relational capital. Hypothesis 5 su-
pported & study describing that structural capital positvely and
directly affects relational capital (do Rosério Cabrita, Landeiro
de Vaz, & Bontis, 2007) (Nick Bontis & Fitz-enz, 2002).

The result of Hypothesis 6 rejection showed that struciural
capltal did mot affect business performance. This also makes
sense because structural capital affects more relationsl capital.
It means structural capital in form of system, procedure,
strengthening relational capital (e.g. establishing procedures in
promotion, product image. relaton with soclety and others).
Subsequenty. relational capital affects business performance.
The result of Hypothesis & did mot support the resulis of
reseanch stating that the stuctural capital effect on business
performance (Omek & Ayas, 2015).

The result of Hypothesis 7 acceptance described that strec-
tural capital effects relational capital. It is acknowledged that
companies with good structural capital in systems, procedures,
working mechanisms, onganizationsl structwres, and cofporate
culture will make companies more well-managed than compe-
titors, and hawe more research capabdities and innovations. The
resulis of Hypothesis 7 supported the research that contended
that structural capital had & positive and direct effect on rela-
tional capital (Abazeed, 2017).

The result of Hypothesis 8 acceptance implied that relational
capital affects the business performance. It is known that if the
company |s capable to manage a good relational capital such as
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giving satisfaction to consumers for the sake of loyalty o
company's product of service, business performance will then
Increase. Also, creating & good relaionship with the commundty
for a good Image In the eyes of soclety will improve business
performance easily and will become advantage for firms. The
resulits of Hypothesis 8 supporied the research swggesting
relationsl capitsl hed a positive and direct effect on business
performance (Sharabatl, Shamarl, Mour, Durra, & Moghrabi,
2016).

The result of Hypothesis 9 acceptance meant that business
performance affects the competitive advantage. It s wnderstbood
that a company that has & good performance can win the
competition with other companies In the same industry. Anobher
argument |s that the relationship is reciprocal le. busimess
performance can either affect or be affected by the competitive
advantage (Majeed. 2011).

5. Conclusion

Results identified that human capital affected strechursl
capital, relationsl capital, and competitive advantage. Strectursl
capital affected relabional capital and competitive advantage.
Relational capital influenced business performance. Busimess
performance had an effect on competiive sdvantage. Other
results showed that human capital hed no effect on business
performance, and strectursl capital had no effect on business
performance.

6. Limitation and Future Research

The limitation of this study was in the selection of the deal
indicator for each variable based on in-depth interdew with key
infosmants. For future research, elaborating approprate libe-
rature review s suggested. and adding other variables such as
knowledge management. Pharmaceutical companies can make
the results of this study as a reference to improve busimess

performance and competitive advantage by understanding, iden-
ﬂl‘y'lng and integrating intellectual capital components.
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