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ABSTRACT

In modern era, intangibles assets that include intellectual capital are
equally important for the performance of any organization. This study
intended to examine the role of Intellectual Capital (Human Capital,
Relational Capital and Structural Capital) in sustainable financial
performance of Indonesian pharmaceutical firms with moderating
role of knowledge management. To achieve the objective of study,
the data was collected by using cross sectional method and analysed
by PLS statistical software. The results of this study show that
Intellectual Capital (Human Capital, Relational Capital and Structural
Capital) has significant relationship with sustainable financial
performance of pharmaceutical firms. Components of intellectual
capital are crucial to increase the financial performance of
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knowledge management has moderating role on the relationship of
human capital and structural capital with sustainable financial
performance, however, knowledge management has no moderating
role on the association of relational capital with sustainable financial
performance of firms. The study presents a new empirical insight for
managerial decision for pharmaceutical firms in Indonesia.
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pharmaceutical firms in Indonesia. Furthermore, study found that

INTRODUCTION

In the contemporary business world, intangibles assets are
more focused that include intellectual capital (IC). On the
other hand, in the financial reports of an organization,
component of IC is ignored and not regarded as the
important element of business value. Resultantly,
businesses that possess higher worth of IC are
undervalued as of their true value (Petty & Guthrie, 2000)
that have the danger of losing competitive edge. The term
“capital” prevailed from middle ages. Many of the
renowned economists used it in their theories by assigning
special importance to it; however, a common person can
easily understand the meaning and sense of the term. In
all the situations, capital and finance is substitutable.
However, Fathi, Farahmand, and Khorasani (2013) have
the opinion that in business terms, every mean that will
generate cash flows for business are regarded as capital.
Though, tangible form of resources is most obvious form
in nature. Tangible resources include both financial and
non-financial resources that are touchable. At present,
another kind of resources is considered as intangible assets
that include the mental capability of the employees and its
association. Intangible are resources are progressively
becoming important with respect to the productivity of
the business because global economic conditions are
converting from production based to knowledge-based
operations. Additionally, Wong, Ho, and Singh (2007)
have the opinion that knowledge-based economic
operations are more important than land, labour and
capital. Moreover, intellectual capital (IC) or scholarly
capital is regarded as the strategic resource that generates
competitive edge by guiding links for greater outcomes in
the contemporary knowledge-based businesses (Kalkan,
Bozkurt, & Arman, 2014).

Cenciarelli, Greco, and Allegrini (2018) defined IC as “the
total knowledge that is surrounded in the personnel,
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organizational routines and network relationships of an
organization”. It includes three main elements that are
human capital (HC), capital employed (CE) and structural
capital (SC) (Anatolievna Molodchik, Anatolievna
Shakina, & Barajas, 2014). HC is the common concept that
involves capabilities, competences, trainings and
commitment of the workers (Anuonye, 2015). Moreover,
SC include all the structure of the business consenting of
catalogues, organisational charts, operation guidelines,
plans, procedures and other things apart from the human
capital that possess the greater value as compare to its
material value with the perspective of the business.
However, CE includes entire financial and non-financial
resources of a business (Barathi Kamath, 2007). Further,
Kalkan et al. (2014) explained IC and include information,
knowledge and expertise. Further, Gomezelj Omerzel and
Smol¢i¢ Jurdana (2016) explained IC with regard to the
market worth and the book value of the business.
According to Amin and Aslam (2017), IC comprises of
three elements. Firstly, human capital consisting of
information, training and capability, secondly, structural
capital that comprises of operations, procedures,
arrangements, values and database. Thirdly, capital
employed or operating capital that is the worth of the total
assets helpful in enhancing business capacity and profit
generation. Accordingly, Firer and Mitchell Williams
(2003) presented an efficient framework that measure this
value generation that is commonly known as value added
intellectual coefficient (VAIC).

Double entry accounting system is the old-fashioned
means of determining and valuing firm’s productivity in
the world which is mainly on physical assets (Ahangar,
2011).

Thus, absence of IC from the beginning lead the double
entry system undervalues the actual facts of the firms in
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their financial system. The new era of knowledge-based
economy necessitates so many firms to develop a strategy
for turning their activities into new knowledge-based
economy in order to suite with the new competitive
environment (Anuonye, 2016). Thus, the business
environment is being change and traditional business
models are no longer acceptable in achieving their
dynamic conditions of a changing world market and to
have a useful information to their existing and potential
investors (Okpala & Chidi, 2010). Therefore, study to
examine the effect of IC components on firms’
profitability is necessary. In the olden day’s firm’s
performance are only measured via three basic factors of
productions that are labour, land and physical capital.
Tremendous contribution of management in this modern
time increase hundred percent profitability and
productivity by moving from labour intensive into
technological and mechanical economy (Huang & Jim
Wu, 2010). Presently, knowledge is greater than land,
labour and physical capital. In the contemporary modern
economic settings, globalization has become powerful tool
because of the greater advancement in the communication
and information technology (ICT) that is why knowledge
is regarded as the highly competitive resource of the
business. Intellectual means and resources are necessarily
required for a business to fins and transform ideas into
useful technologies (Salman et al., 2012). Hence, IC plays
the role of foundation regarding goals achievement of a
business (Amin et al., 2014).

High acknowledgement of IC as a source of competitive
edge generate innovative plans of overseeing the
operations required in a business to attain high level of
productivity with IC (Maditinos et al., 2011). Therefore,
traditional financial and accounting evaluation system
considered to be unsuitable and unmatchable where ICT
and IC are acknowledged a basis of competitive advantage
in the advanced world of economy. For the reason,
traditional system of reporting does not present fair
picture of business that may results in the misguiding of
investors and other associated stakeholders in the making
of appropriate economic decisions. In response to the
knowledge-based economy, majority of the business
around the globe focus on the IC to attain the principal of
going concern as well as productivity enhancement
(Ahangar, 2011). Economic value in not merely
dependent on the creation of tangible products but also to
the formation of IC in rapid transformation into
knowledge-based economy. There is a great shift from
blue collar positions to the white-collar jobs as greater
number of employees is interested in the white-collar jobs
because of the increasing dependence of businesses on IC
to attain the monetary outcomes and growth objects
(Guthrie, Ricceri, & Dumay, 2012). Additionally, IC is an
intangible resource and capital that include information,
management  viewpoint, experience, identification,
operations and human capitals as well which help the
generation of value in a business.

IC capital is regarded as the difference between business
value generation and a revenue booster when regarded
appropriately (Striukova, Unerman, & Guthrie, 2008).
Numerous multinational businesses that also include the
World Intellectual Capital Initiative are trying to advance
the apprehension of IC and associated reporting
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challenges. According to the report of “The Institute of
Management Accountants (IMA)”, the transformed
consideration to the enhancing unrecognised amount of
these intangible resources for reporting purpose. The
report focuses on that these objects have established as the
chief source of value in the public companies. Moreover,
they enhance competitive ability as well as generate a
critical component of a business future potential
sustainability. In spite of prevailed difficulties in making
IC as a component of reporting assets, its recognition is
widely spreading all over the globe. Numerous large and
small companies recognised that IC is an important
regarding the sustainable performance of a business
(Medeiros et al., 2013). Therefore, its significance is
evaluated regarding the public benefit in a sustainable
organization. With respect to the knowledge-based
economy, appropriate administration of IC results in the
sustainable competitive position. Purposefully, this is very
critical with the perspective of pharmaceutical business
that requires skilled and knowledgeable human capital
(Al-Musali & Ismail, 2014). For the achievement of firm’s
strategic goals and confirm competitive achievement,
pharmaceutical businesses are supposed to generate
superior quality products by providing better training to
their human capital, goodwill, systems and operations. On
the other hand, having large investment in the intangible
resources by the pharmaceutical sector, still the research
area required to be studied. There are various studies that
explore the appropriate application of IC in various
sectors of economy such as banking (Al-Musali & Ismail,
2014) but the context of pharmaceutical business is under-
explored yet. Previous studies highlighted the positive
relation of IC efficiency with monetary performance
(Mehralian et al., 2012). Pharmaceutical business can only
attain their all objectives by applying all of their resources,
intangible and tangible. For the purpose, it is significantly
important to study that pharmaceutical industry is
utilizing its IC that ultimately will enhance the growth of
new economy. This research examines IC competence by
applying the “value-added intellectual coefficient
(VAICTM)” framework in pharmaceutical industry of
Indonesia. This study will significantly contribute to the
existing literature of IC and financial performance in
pharmaceutical sector. Furthermore, finding will guide
pharmaceutical industry in elf-assessment of their amount
of resource efficiency and performance improvement.

Sustainable Financial Performance

Performance of firm can be described as the amount of
attainment of nosiness objectives in comparison to the
measurements anticipated. Business performance can be
evaluated via various financial and non-financial tools. In
general, many measures have been based around financial
aspects, omitting significant non-financial features that
include the importance of dynamic competence with the
help of continuous research and development to advance
performance of the business (Kamal et al., 2012). The
performance is assessed because it stimulates and
motivates the employees and helps business to attain the
organisational goals according to the set standards for the
purpose of taking actions and generation of desired
outcomes. Performance evaluation of a business further
carried out to deal with the situation in an operation that
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negatively affects the performance and to initiate an
appropriate action (Khalique, 2015). Company exists as a
team or an organisation hence; it is regarded as the
combine struggle for the achievement of a goal. In
response to the globalization, market has become more
saturated nowadays that is why businesses are required to
attain more competitive edge and differentiate in
comparison to their main competitors. Therefore,
standard performance can be evaluated in numerous ways
to know that to what extent the standard performance has
been attained. (Mwangi & Iraya, 2014) also focus on the
measurement of financial performance of general
insurance business in Kenya to achieve the study objective
on the importance of financial performance. Khadafi,
Heikal, and Ummah (2014) said that financial
performance measures the business efficiency regarding
profit generation through the use of the assets. This will
give the indication of the management level in managing
the assets. Higher financial performance is good for the
company because investors have the confidence to make
investments that will generate the company's profit.

Kinyua and Mungai (2018) used multiple regressions
method to study the performance of the company through
profitability as a dependent variable. The profitability is a
proxy of financial performance. Tugas (2012) in his
research regarding ratio analysis said that financial
performance is the important tool because it measures the
level of company’s efficiency in managing their
investment of assets and use them to generate profits. It
measures the amount of profit earned from investments
made in assets. A high ratio indicates a company efficient
in managing their assets to generate income. Net income
derived from the income statement and the amount of
assets reported in the balance sheet. Cekrezi (2015) use
financial performance to measure the ability of the
company. In his study, he defined performance is a
concept that is not easy in terms of thermal and
measurement. Performance is defined as the result of
action and how to measure performance is dependent on
the type of organization and the objectives to be achieved.
Moreover, Omondi and Muturi (2013) examined that
financial-related and customer-related performance and
concluded that financial performance is an instant and
short-term predictor of business performance, however
customer related performance has long-term scope.
Additionally, Gok and Peker (2017) considered growth of
sales, market share and productivity. Furthermore, Dwyer
and Mellor (1993) highlighted firm performance with
respect to the accomplishment of performance goals,
productivity of the product newly introduced and the
overall perceived achievement. With the various kinds of
performance, difference of opinion exists on the
evaluation of performance. Objective measures of
evaluation study the absolute statistics such components
likewise sales income, return on assets and investment.
However, subjective evaluations focus on the performance
assessment of mangers in their businesses in comparison
to their competitors. Performance of banks will be
measured by asking respondents to rate the performance
on the basis of profitability and growth of sales in
comparison to their competitors and sector average.
Previous researches highlight that subjective and
objectives measure may be in line with each other (Carton
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& Hofer, 2010). Subjective measures are also regarded as
the appropriate indicator of performance evaluation
(Pearce, Robbins, & Robinson Jr, 1987). Moreover, these
measures may enhance the response ratio in the cases
where objective data in not accessible or difficult to extract
(Dess & Robinson Jr, 1984). However, application of
subjective method may be questioned with respect to its
validity. Prior studies are evident that subjective approach
is in line with objective business outcomes and
furthermore with outside secondary data (Curkovic,
Vickery, & Drége, 2000). Numerous studies are available
that have been adopted subjective assessment for the
evaluation of firm performance that include the studies of
Tracey, Lim, and Vonderembse (2005), Curkovic et al.
(2000), Choon Tan, Lyman, and Wisner (2002). All these
studies indicate that the subjective approach have valuable
insights.

Intellectual Capital

Many scholars are in the consensus that there is no agreed
definition of IC (Engstrém, Westnes, & Westnes, 2003).
Gerpott, Thomas, and Hoffmann (2008) opined that,
universally acceptable definition of IC appears have not
been realised yet. However, Kalkan et al. (2014) published
on "IC" and wrote, "IC is the intellectual material -
knowledge, information, intellectual property, experience
that can create wealth in an organization. Later Kalkan et
al. (2014) lengthened the definition of IC by adding that
the concept stands as a capital asset of IC of the business.
Marr et al. (2003) viewed IC as “the sum of the knowledge
of its members and the practical translation of this
knowledge into brands, trademarks, and processes”. Marr
and Roos (2005) describe it as “the possession of the
knowledge,  applied  experience,  organizational
technology, customer relationships and professional skills
that provide a company with a competitive edge in the
market”. IC includes mental knowledge, property and
experience that may be used and utilised to generate value
in the company.

Fijalkowska (2008) opined that IC is nothing but
goods/assets without physical existence but has an
economic value. Jurczak (2008) also defined ‘IC’ as uses to
encase the greater part of the non-unmistakable assets of a
business, and its implications, authorisations and implicit
knowledge of its employees and operations of
collaborators and associates. IC with respect to the
millennium means that less people will be involved in
physical work and more people will be indulge in mental
work (Kalkan et al., 2014). It always disappears on the
organization monetary record yet it has more esteem for
associations than physical resources. Financial wealth is
driven more by learning and data than the production
process. Thus, IC is a major contributor to a firm’s
earnings (Hashim, Adeyemi, & Alhabshi, 2018).
Intellectual property assets (IP) include technical know-
how, copy right patent registered number of the company
and other numerous design rights.

Then human-centred assets (HCA) includes leadership
design, business strategies creative, quick problem solving,
entrepreneurial and management style embodied by the
employees towards the attainment of the organization
goals. Infrastructural assets (I1A) or known as structural
capital is assets that include all those technologies,
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communication style, organizational chart,
methodologies and other means which enable the
organization to function effectively and efficiently. Finally,
IC is also believed as the entire information that consisting
of employees, business operations and associations of a
business (Pienaar, 2012). As per IC, financial performance
means significant actions or attainments that accumulate
to a business ion the result of IC evaluation and
implication (Anuonye, 2015). Traditional methods of
accounting are not able to indicate the fair value of the
business because it merely considers the tangible assets.
Previous researchers concluded that IC generates greater
worth for the firm (Fathi et al, 2013). Illustratively,
(Janugkaité & Uziené, 2015) studied the association of IC
and firm performance and concluded that IC significantly
influence the profitability and productivity of a business.
Similarly, Al-Musali and Ismail (2014) studied the IC and
its impacts on monetary performance of banks in the
context of Saudi Arabia and concluded that IC has positive
relation with performance of banks. Moreover, Clarke,
Seng, and Whiting (2011) concluded significant
association of 1C and profitability.

Human Capital

The term human capital consisting of the knowledge and
abilities that helps an individual to perform in innovative
manners (Dinda, 2008). It also includes skills, collective
information, innovative ability, and capabilities of
employees of a business. Hence, all these components are
prevailed in the culture, values and environment of a
business. Brooks and Muyia Nafukho (2006) explained
that human capital is the ability applied by employees to
accomplish their jobs and eventually in attaining
organizational objectives. Furthermore, Davidsson and
Honig (2003) considered and discussed three perspective
of human capital that are “capability and potential,
motivation and commitment, and innovation and
learning”. Firstly, capability and potential consist of
qualification, professional abilities, experience, individual
relations, morals, and the capability of existing workers to
rotate inside the business. Secondly, motivation and
commitment explain that to what extent employees’
personal interests are in line with the business interests.
Lastly, innovation and learning refer to the extent that
how much employees are flexible for change. There must
be a level of alignment among the competencies and
business goals and are required to be formed with the help
of more than one method such as buy, produce, borrow,
bounce and bind. Commitment refers to the relationship
among employees and their feeling about the firm.
Moreover, Bontis et al. (2009) have the opinion that to
appropriately foster commitment, a firm should decrease
demands, enhance resources and transform demands into
properties. So, human capital is an accumulation of
capability, behaviour and mental agility. Additionally,
competence includes abilities that are considered to be the
appearances of a business strategically associated
information and its capability. However, attitude is
including behavioural components of employees with
respect to knowledge consisting of motivation and
intention. Researchers like Martinez-Torres (2006) and
Cabrita and Bontis (2008) emphasised the information,
abilities, expertise and aptitudes having and applying by
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employees. While, Hsu and Fang (2009) argued that
human capital not merely consisting upon employees but
it also includes executive’s capability, experience,
information, expertise, behaviour, commitment and
understanding. All these qualities are associated with
employees, not with the business or firm. Conclusively,
human capital has three main elements that are
knowledge; consist of qualification, professional abilities
and experience, personal behaviours and willingness or
attitudes with respect to the business and their tasks.

Relational Capital

The idea of relational capital has its focus on the relational
network, rooted within personal links with other
individuals that are important for the better individual
development (Kale, Singh, & Perlmutter, 2000). The
resource is significant in its nature and resulting from the
construction of associations (Cousins et al., 2006).
Moreover, it indicates the knowledge prevailed in the links
with the external environment (Martin-de-Castro et al.,
2011). First of all, Dewhurst and Cegarra Navarro (2004)
tried to identify and evaluate the concept of relational
resources. Though, they have focused the customer
relationship exclusively and ignored other kinds of
relations that are important for the external competitive
edge. After that, Hsu and Fang (2009) considered entire
value of relations with respect to customers, stakeholders
and supplier. Relational capital is the potential an
organization has due to the extraneous intangible assets. It
is the knowledge if competitor the business develops it in
the relations with its clients, contractors, trade partners or
the state (Hosseini & Owlia, 2016). Moreover, it has
impact on the motivation, coordination, and
communication of an individual. Furthermore, it has
impact on the process of information sharing and
knowledge creation (Thi Mai Anh et al., 2019). Hence,
relational resources are important for businesses in many
ways as these make available market knowledge-based
standings of business. Moreover, it provides knowledge of
market demands and opportunities and competitive
perspectives. Further, it helps and guide businesses in
developing new knowledge.

Structural Capital

Organizational capital which is also known as structural
capital is theoretically different from other constructs
where it embodies a dynamic competence instead of a
component capability (Cleary, 2009). Cleary (2015)
regarded it as the business operations and processes that
include non-human combination of information and
knowledge. Generally, two components are involved in
the structural capital that is technology and architectural
ability. Firstly, technological element is considered as the
internal capabilities and information of a business that are
significant for routine operations and. Secondly,
architectural  abilities are associated with the
organizational ability to cooperate and integrate its
individual competencies together in an innovative and
flexible way to form new required competencies (Ortiz,
Donate, & Guadamillas, 2017). Moreover, technology has
direct linkage with the advancement of technical
operations and functions. Additionally, it is helpful in
generating new products and services, formation of
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innovative  manufacturing  processes, and the
improvement of the business knowledge base needs to
deal with the possible technological variations. On the
other hand, architectural competency is associated with
the infrastructure of firm that is the outcome of intangible
resources. Resultantly, business processes and activities
are developed in effective and efficient ways that will
provide integrated structure (Sharabati, Naji Jawad, &
Bontis, 2010). Organizational culture, customs, attitudes,
information, communication and business structure are
included in these. Therefore, structural capital is
commonly explained as the “embodiment, empowerment,
and supportive infrastructure of human capital” (Cleary,
2015).

Knowledge Management

Knowledge is recognized as the basis of an organization’s
competitive advantage (Garcia-Perez, Gheriss, & Bedford,
2019). Proper and systematic management of
organizational knowledge is the key to the success of an
organization (Sabherwal & Becerrafernandez, 2003).
Knowing knowledge as the organizational key resource in
managing competitive advantage (Maier & Hadrich,
2011), managing knowledge has attracted organization’s

attention. This is supported by Gupta, lyer, and Aronson
(2000) who claimed that competitive advantage can be
achieved when an organization ensures that relevant
knowledge is transformed, distributed, and integrated.
KM is the way how knowledge is been created, accessed
and supported. KM is an important activity that adds
value and closely link to organization’s strategic plans
where its activities will contribute to overall organizational
strategic advantage and profitability (Duffy, 2000). For an
organization to maintain its competitive advantage and
overall OP, among few areas that should be in their radar
are: (1) to improve their customer service; (2) be more
innovative; (3) shorten their cycle times in crucial
documents preparation; (4) improve their response time;
(5) operate with minimum overhead such as people and
facilities; (6) enhance their flexibility and adoption to the
current environment; and (7) capture information, create
new knowledge, share and learn. All these components
ultimately increase the financial performance of
organizations.

Research Framework and Hypotheses
This section presents proposed research framework of the
study.

Human
Capital \
Relational Sustainable
Capital Financial
Performance
//

Capital

Structural | __—"] Knowledge

Managemen

Figure 1: Proposed research framework

Hi: Human Capital has a significant positive role on
sustainable financial performance of pharmaceutical firms
in Indonesia.
H:: Relational Capital has a significant positive role on
sustainable financial performance of pharmaceutical firms
in Indonesia.
Ha: Structural Capital has a significant positive role on
sustainable financial performance of pharmaceutical firms
in Indonesia.
Ha: Knowledge management has significant moderating
effect on the relationship of Intellectual Capital with
sustainable financial performance of pharmaceutical firms
in Indonesia.

METHODOLOGY

The main purpose of this study is to evaluate the influence
of Intellectual Capital which includes Human Capital,
Relational Capital and Structural Capital on sustainable
financial performance with moderating role of knowledge
management. In this study, the quantitative approach was
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used. To achieve the above objectives, this study involved
primary method of data collection. For the collection of
data, survey questionnaire method was adopted and data
was collected from the managers of Indonesian
pharmaceutical firms. This study employs Likert-like scale
measurement because it is easy to conduct, has instinctive
appeal, adaptableness and decent reliability (BABBIE,
1990). Thus, this study employs 5 point Likert scales where
respondents chose the answer among the given 5 rating
scale options (from strongly disagree to strongly agree).
The measurement items were adapted from previous
literature. The collected data was analysed by using Smart-
PLS statistical software.

ANALYSIS AND DISCUSSION

In analysing the data collected in order to answer the
research questions of this study, Partial Least Square -
Structural Equation  Modeling  (PLS-SEM)  was
implemented to analyse the data obtained.
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Assessment of Measurement Model
Scale validity is described as the level in which a set of
measured items truly reveals the theoretical latent
construct they are designed to measure (Sekaran &
Bougie, 2010). The “measurement model assessment” was
completed through confirmatory factor analysis (CFA) to

evaluate convergent validity, discriminant validity and
reliability. Reliability was tested via cross loading and the
value of alpha and “composite reliability”. The square root
of the AVE attained was further computed to assess
discriminant validity. The threshold value for alpha and
CR 0.7 was used and for AVE 0.5 was used.

HC
SFP1
HC2
0.549 SFp2
HC3
—0.818 —p SFP3
HC4 .
0. BEFC"H-* SFP4
HC5 ~
SFP5
SC1
.
sc2 .
—
SLE / KM \
" C'.B‘d‘ﬁ' C'.Eﬁg‘ D.QG'S C'.B‘S‘d'
SC4 0.824
el 5C ‘( \,
55 KM1 KMz KM3 KN4
Figure 2. Measurement Model Assessment
TABLE 1. Values of alpha, CR and AVE
Sr# Constructs alpha CR AVE
1 HC 0.792 0.847 0.555
2 KM 0.884 0.920 0.742
3 RC 0.824 0.874 0.583
4 sC 0.865 0.904 0.657
5 SFP 0.845 0.891 0.623
Table 2 presents that the “square root of AVE” for the investigation of Validity of constructs.
TABLE 2. Discriminant Validity
Sr# Constructs 1 2 3 4 5
1 HC 0.745
2 KM 0.503 0.861
3 RC 0.445 0.537 0.764
4 SC 0.374 0.533 0.707 0.811
5 SFP 0.512 0.748 0.617 0.572 0.789
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Structural Model

The analysis was performed through Smart-PLS software
package (Ringle, Wende & Will, 2005). Structure model
was assessed for hypotheses testing. During the

hypotheses testing, 0.05 significant level was fixed. Direct
hypotheses were initially tested, followed by the mediating
effect and a moderating effect. The results of structure
model are given in Table 3 and Table 4.

HC1
HCD SFP1
P
SFP2
HC3
SFP3
HC4
SFP4
HC5 ~4
SFP5
5C1
sC2 ,
—, 000?‘: SCKM
3 ‘_g'ﬁ— RC*KM /KM\
0 0000 ppooo oooo @000
SC4 0,000
e 5C ‘Z \,
3C3 KM 1 KM2 KM3 KN4
Figure 3. Structural Model Assessment
TABLE 3. Structural Model Assessment (Direct Results)
® (STDEV) T Statistics P Values
HC -> SFP 0.132 0.049 2.683 0.008
RC -> SFP 0.236 0.073 3.213 0.001
SC -> SFP 0.179 0.071 2521 0.003

Results of structure model show that human capital has
significant relationship with sustainable financial
performance of Indonesian pharmaceutical firms. The t-
value 2.683 and p-value 0.008 are according to the
recommended threshold values and indicated that H1
supported by statistical analysis. Findings also illustrated
that relational capital has influence on sustainable
financial performance of Indonesian pharmaceutical

firms. The t-value 3.213 is garter than the standard value
1.96 and p-value 0.001 is also according to the standard.
These values illuminated that H2 accepted. Furthermore,
study also found that structural capital has significant
effect on sustainable financial performance of
pharmaceutical firms in Indonesia. H3 also accepted
because t-value is 2.521 and p-value 0.003 are according to
the threshold values.

TABLE 4. Structural Model Assessment (Moderation)

® (STDEV) T Statistics P Values
HC*KM -> SFP 0.216 0.084 0.2.571 0.005
RC*KM -> SFP 0.080 0.071 1.130 0.259
SC*KM ->SFP 0.138 0.064 2.156 0.004
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This study investigated the moderating role of knowledge
management between the relationship of Intellectual
Capital (Human Capital, Relational Capital and Structural
Capital) with sustainable financial performance of
Indonesian pharmaceutical firms. Results indicated that
knowledge management has moderating effect on the
relationship of human capital and structural capital with
sustainable performance but it does not moderate the
relationship of relational capital with sustainable financial
performance of Indonesian pharmaceutical firms.

CONCLUSION

This study intended to investigate the relationship of
relationship of Intellectual Capital (Human Capital,
Relational Capital and Structural Capital) with sustainable
financial performance of Indonesian pharmaceutical
firms. Investigating the moderating of knowledge
management on the relationship of Intellectual Capital
(Human Capital, Relational Capital and Structural
Capital) with sustainable financial performance was also
the purpose of this study. To attain the purposes of this
study quantitative technique of research was applied and
cross sectional method with questionnaire was adopted
for the collection of data. Collected data was analysed by
PLS software and this study found that components of
intellectual capital which includes human capital,
relational capital and structural capital are significant
antecedents of sustainable financial performance of
Indonesian  pharmaceutical firms. These elements
significantly enhance the financial performance of
pharmaceutical firms in Indonesia. Study also found the
moderating role of knowledge management between the
relationships of human capital and structural capital with
sustainable financial performance but study found that
knowledge management does not moderate the
relationship of relational capital with financial
performance of pharmaceutical firms in Indonesia. The
findings of current study provide an insight regarding the
role of intellectual capital in sustainable financial
performance of pharmaceutical firms. The Findings are
helpful for the managers and owners of pharmaceutical
firms to enhance the financial performance of the firms.

REFERNCES

1. Ahangar, R. G. (2011). The relationship between
intellectual capital and financial performance: An
empirical investigation in an Iranian company.
African journal of business management, 5(1), 88-95.

2. Al-Musali, M. A, K., & Ismail, K. N. I. K. (2014).
Intellectual capital and its effect on financial
performance of banks: Evidence from Saudi Arabia.
Procedia-Social and Behavioral Sciences, 164, 201-
207.

3. Amin, S, & Aslam, S. (2017). Intellectual capital,
innovation and firm performance of
pharmaceuticals: A study of the London Stock
Exchange. Journal of Information & Knowledge
Management, 16(02), 1750017.

4. Amin, S, Aslam, S., Makki, M., & Abdul, M. (2014).
Intellectual Capital and Financial Performance of
Pharmaceutical Firms in Pakistan. Pakistan Journal
of Social Sciences (PJSS), 34(2).

5. Anatolievna Molodchik, M., Anatolievna Shakina, E.,
& Barajas, A. (2014). Metrics for the elements of

210 Systematic Review Pharmacy

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21

intellectual capital in an economy driven by
knowledge. Journal of Intellectual Capital, 15(2), 206-
226.

Anuonye, N. B. (2015). Intellectual capital
measurement: using the earnings per share model of
quoted insurance companies in  Nigeria.
International Business and Management, 10(1), 88-
98.

Anuonye, N. B. (2016). Effect of intellectual capital
on return on assets of insurance firms in Nigeria.
Global Journal of Management And Business
Research.

BABBIE, E. (1990). Survey Research Methods, 2nd
edn (California, Wadsworth Inc).

Barathi Kamath, G. (2007). The intellectual capital
performance of the Indian banking sector. Journal of
intellectual capital, 8(1), 96-123.

Bontis, N., Bart, C., Tovstiga, G., & Tulugurova, E.
(2009). Intellectual capital practices: a four-egion
comparative study. Journal of intellectual capital.
Brooks, K., & Muyia Nafukho, F. (2006). Human
resource development, social capital, emotional
intelligence: any link to productivity? Journal of
European industrial training, 30(2), 117-128.
Cabrita, M. d. R., & Bontis, N. (2008). Intellectual
capital and business performance in the Portuguese
banking industry. International Journal of
Technology Management, 43(1-3), 212-237.

Carton, R. B., & Hofer, C. W. (2010). Organizational
financial performance: Identifying and testing
multiple dimensions. Academy of Entrepreneurship
Journal, 16(2), 1.

Cekrezi, A. (2015). Determinants of financial
performance of the insurance companies: A case of
Albania. International Journal of Economics,
Commerce and Management, 3(4), 1-10.

Cenciarelli, V. G., Greco, G., & Allegrini, M. (2018).
Does intellectual capital help predict bankruptcy?
Journal of Intellectual Capital, 19(2), 321-337.
Choon Tan, K., Lyman, S. B., & Wisner, J. D. (2002).
Supply chain management: a strategic perspective.
International journal of operations & production
management, 22(6), 614-631.

Clarke, M., Seng, D., & Whiting, R. H. (2011).
Intellectual capital and firm performance in
Australia. Journal of Intellectual Capital, 12(4), 505-
530.

Cleary, P. (2009). Exploring the relationship between
management accounting and structural capital in a
knowledge-intensive sector. Journal of Intellectual
Capital, 10(1), 37-52.

Cleary, P. (2015). An empirical investigation of the
impact of management accounting on structural
capital and business performance. Journal of
Intellectual Capital, 16(3), 566-586.

Cousins, P. D., Handfield, R. B., Lawson, B., &
Petersen, K. J. (2006). Creating supply chain
relational capital: the impact of formal and informal
socialization processes. Journal of operations
management, 24(6), 851-863.

Curkovic, S., Vickery, S., & Droge, C. (2000). Quality-
related action programs: their impact on quality

Vol 11, Issue 1, Jan-June, 2020



Muchran / Effect of Intellectual Capital on Sustainable Financial Performance of Indonesian Pharmaceutical Firms with
Moderating Role Knowledge Management

22.

23.

24.

25.

26.

27.

28.

29.

30.

3L

32.

33.

34.

35.

36.

211

performance and firm performance. Decision
Sciences, 31(4), 885-902.

Davidsson, P., & Honig, B. (2003). The role of social
and human capital among nascent entrepreneurs.
Journal of business venturing, 18(3), 301-331.

Dess, G. G., & Robinson Jr, R. B. (1984). Measuring
organizational performance in the absence of
objective measures: the case of the privately-held firm
and conglomerate business unit.  Strategic
management journal, 5(3), 265-273.

Dewhurst, F. W., & Cegarra Navarro, J. G. (2004).
External communities of practice and relational
capital. The learning organization, 11(4/5), 322-331.
Dinda, S. (2008). Social capital in the creation of
human capital and economic growth: A productive
consumption approach. The Journal of Socio-
Economics, 37(5), 2020-2033.

Engstrom, T. E., Westnes, P., & Westnes, S. F. (2003).
Evaluating intellectual capital in the hotel industry.
Journal of intellectual capital.

Fathi, S., Farahmand, S., & Khorasani, M. (2013).
Impact of intellectual capital on financial
performance. International Journal of Academic
Research in Economics and Management Sciences,
2(1), 6.

Fijalkowska, J. (2008). Review of guidelines for the
intellectual capital statement: how to manage and
communicate the company's knowledge. Portuguese
Journal of Management Studies, 13(3), 327-340.
Firer, S., & Mitchell Williams, S. (2003). Intellectual
capital and traditional measures of corporate
performance. Journal of intellectual capital, 4(3), 348-
360.

Garcia-Perez, A., Gheriss, F., & Bedford, D. (2019).
Metrics for Knowledge Management Capabilities
Designing and Tracking Knowledge Management
Metrics: Emerald Publishing Limited.

Gerpott, T. J., Thomas, S. E., & Hoffmann, A. P.
(2008). Intangible asset disclosure in the
telecommunications industry. Journal of intellectual
capital, 9(1), 37-61.

Gok, O., & Peker, S. (2017). Understanding the links
among innovation performance, market
performance and financial performance. Review of
Managerial Science, 11(3), 605-631.

Gomezelj Omerzel, D., & Smolci¢ Jurdana, D. (2016).
The influence of intellectual capital on
innovativeness and growth in tourism SMEs:
empirical evidence from Slovenia and Croatia.
Economic research-Ekonomska istrazivanja, 29(1),
1075-1090.

Gupta, B., lyer, L. S., & Aronson, J. E. (2000).
Knowledge management: practices and challenges.
Industrial management & data systems, 100(1), 17-
21.

Guthrie, J., Ricceri, F., & Dumay, J. (2012).
Reflections and projections: a decade of intellectual
capital accounting research. The british accounting
review, 44(2), 68-82.

Hashim, M. J., Adeyemi, A. A., & Alhabshi, S. M.
(2018). Effects of Intellectual Capital on Microfinance
Institutions’ Performance. Paper presented at the

Systematic Review Pharmacy

37.

38.

39.

40.

41.

42.

43.

44.

45.

46.

47.

48.

49.

Proceedings of the 2nd Advances in Business
Research International Conference.

Hosseini, M., & Owlia, M. S. (2016). Designing a
model for measuring and analyzing the relational
capital using factor analysis: Case study, Ansar bank.
Journal of Intellectual Capital, 17(4), 734-757.

Hsu, Y.-H., & Fang, W. (2009). Intellectual capital
and new product development performance: The
mediating role of organizational learning capability.
Technological Forecasting and Social Change, 76(5),
664-677.

Huang, Y.-C., & Jim Wu, Y.-C. (2010). Intellectual
capital and knowledge productivity: the Taiwan
biotech industry. Management decision, 48(4), 580-
599.

Janugkaite, V., & Uziené, L. (2015). Intellectual
capital measurements and national strategy
development: explaining the gap. Procedia-Social and
Behavioral Sciences, 213, 161-166.

Jurczak, J. (2008). Intellectual capital measurement
methods. Economics and organization of enterprise,
1(1), 37-45.

Kale, P., Singh, H., & Perlmutter, H. (2000). Learning
and protection of proprietary assets in strategic
alliances: Building relational capital. Strategic
management journal, 21(3), 217-237.

Kalkan, A., Bozkurt, O. C., & Arman, M. (2014). The
impacts of intellectual capital, innovation and
organizational strategy on firm performance.
Procedia-Social and Behavioral Sciences, 150, 700-
707.

Kamal, M. H. M., Rahim, N. A., Husin, N., Mat, R.
C., & Ismail, I. (2012). The role of price fairness,
cleanliness and physical environment on customer
retention in family restaurants. Current issues in
hospitality and tourism: Research and innovations,
291.

Khadafi, M., Heikal, M., & Ummah, A. (2014).
Influence analysis of return on assets (ROA), return
on equity (ROE), net profit margin (NPM), debt to
equity ratio (DER), and current ratio (CR), against
corporate profit growth in automotive in Indonesia
Stock Exchange. International Journal of Academic
Research in Business and Social Sciences, 4(12).
Khalique, M. (2015). A Study on the Effect of
Intellectual Capital on the Organizational
Performance of Banking Sector in Malaysia
Organizational Innovation and IT Governance in
Emerging Economies (pp. 254-266): 1GI Global.
Kinyua, M. W., & Mungai, J. N. (2018). Financial
management practices on financial performance of
registered micro and small enterprises in Nairobi
City County, Kenya. Researchacies International
Journal of Business and Management Studies, 2(2),
71-94.

Maditinos, D., Chatzoudes, D., Tsairidis, C., &
Theriou, G. (2011). The impact of intellectual capital
on firms' market value and financial performance.
Journal of intellectual capital, 12(1), 132-151.

Maier, R., & Hadrich, T. (2011). Knowledge
management systems Encyclopedia of Knowledge
Management, Second Edition (pp. 779-790): I1GI
Global.

Vol 11, Issue 1, Jan-June, 2020



Muchran / Effect of Intellectual Capital on Sustainable Financial Performance of Indonesian Pharmaceutical Firms with
Moderating Role Knowledge Management

50.

51

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

63.

64.

212

Marr, B., Gupta, O., Pike, S., & Roos, G. (2003).
Intellectual capital and knowledge management
effectiveness. Management decision, 41(8), 771-781.
Marr, B., & Roos, G. (2005). A strategy perspective on
intellectual capital. Perspectives on intelectual capital,
28-52.

Martin-de-Castro, G., Delgado-Verde, M., Ldpez-
Séez, P., & Navas-Lépez, J. E. (2011). Towards ‘an
intellectual capital-based view of the firm”: origins
and nature. Journal of business ethics, 98(4), 649-662.
Martinez-Torres, M. R. (2006). A procedure to
design a structural and measurement model of
intellectual capital: an exploratory study. Information
& Management, 43(5), 617-626.

Medeiros, K., Curby, T. W., Bernstein, A., Rojahn, J.,
& Schroeder, S. R. (2013). The progression of severe
behavior disorder in young children with intellectual
and developmental disabilities. Research in
developmental disabilities, 34(11), 3639-3647.
Mehralian, G., Rajabzadeh, A., Reza Sadeh, M., &
Reza Rasekh, H. (2012). Intellectual capital and
corporate performance in Iranian pharmaceutical
industry. Journal of intellectual capital, 13(1), 138-
158.

Mwangi, M., & Iraya, C. (2014). Determinants of
financial performance of general insurance
underwriters in Kenya. International journal of
business and social science, 5(13).

Okpala, P. O., & Chidi, O. (2010). Human Capital
Accounting and its Relevance to Stock Investment
Decisions in Nigeria.

Omondi, M. M., & Muturi, W. (2013). Factors
affecting the financial performance of listed
companies at the Nairobi Securities Exchange in
Kenya. Research Journal of Finance and Accounting,
4(15), 99-104.

Ortiz, B., Donate, M. J., & Guadamillas, F. (2017).
Relationships between structural social capital,
knowledge identification capability and external
knowledge acquisition. European Journal of
Management and Business Economics, 26(1), 48-66.
Pearce, J. A., Robbins, D. K., & Robinson Jr, R. B.
(1987). The impact of grand strategy and planning
formality on financial performance. Strategic
management journal, 8(2), 125-134.

Petty, R., & Guthrie, J. (2000). Intellectual capital
literature review: measurement, reporting and
management. Journal of intellectual capital, 1(2),
155-176.

Pienaar, J. (2012). Intellectual Capital (IC)
Measurement in the Mass Media Context. Journal of
Information & Knowledge Management, 11(04),
1250029.

Sabherwal, R., & Becerra-Fernandez, 1. (2003). An
empirical study of the effect of knowledge
management processes at individual, group, and
organizational levels. Decision sciences, 34(2), 225-
260.

Salman, R. T., Mansor, M., Babatunde, A. D., &
Tayib, M. (2012). Impact of intellectual capital on
return on asset in Nigerian manufacturing
companies. Interdisciplinary journal of research in
business, 2(4), 21-30.

Systematic Review Pharmacy

65.

66.

67.

68.

69.

70.

71

Sekaran, U., & Bougie, R. (2010). Theoretical
framework in theoretical framework and hypothesis
development. Research methods for business: A skill
building approach, 80.

Sharabati, A.-A. A., Naji Jawad, S., & Bontis, N.
(2010). Intellectual capital and business performance
in the pharmaceutical sector of Jordan. Management
decision, 48(1), 105-131.

Striukova, L., Unerman, J., & Guthrie, J. (2008).
Corporate reporting of intellectual capital: Evidence
from UK companies. The British Accounting Review,
40(4), 297-313.

Thi Mai Anh, N., Hui, L., Khoa, V. D., & Mehmood,
S. (2019). Relational capital and supply chain
collaboration for radical and incremental innovation:
An empirical study in China. Asia Pacific Journal of
Marketing and Logistics.

Tracey, M., Lim, J.-S., & Vonderembse, M. A. (2005).
The impact of supply-chain management capabilities
on business  performance.  Supply  Chain
Management: An International Journal, 10(3), 179-
191.

Tugas, F. C. (2012). A Comparative Analysis of the
Financial Ratios of Listed Firms Belonging to the
Education Subsector in the Philippines for the Years
2009-2011. International Journal of Business and
Social Science, 3(21).

Wong, P.-K., Ho, Y.-P., & Singh, A. (2007). Towards
an “entrepreneurial university” model to support
knowledge-based economic development: the case of
the National University of Singapore. World
Development, 35(6), 941-958.

Vol 11, Issue 1, Jan-June, 2020



