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This study makes a significant contribution by empirically investigating the role
of innovation capabilities as a mediator between human capital readiness and
business performance, employing a structural equation model within resource-
based theory. The research adopts a quantitative cross-sectional study
approach with 268 MSME's respondents out of a sample of 279, with a high
response rate of 96 percent, offering advantages in data collection and
analysis compared to longitudinal studies. The findings reveal the positive
impact of human capital readiness on business performance and innovation
capability's influence on business performance, with innovation capability
serving as a vital intermediary between human capital readiness and business
performance. The research provides compelling evidence of the interplay
between these factors in Indonesian MSMES, enhancing our understanding of
their interactions. SME owners and managers in Indonesia are strongly
advised to prioritize implementing an innovation strategy to foster capabilities,
enabling them to navigate dynamic environmental changes and achieve
sustained success.
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INTRODUCTION

MSMEs play a crucial role in driving economic growth and job
creation in developing countries (Agwu & Emeti, 2014;
Javalgi & Todd, 2011; Shibia & Barako, 2017), but they face
fierce competition in the global market (Cerrato & Piva, 2012;
Onkelinx et al., 2016; Sadeghi & Biancone, 2018). To enhance
their business performance, investing in human capital
becomes imperative for MSMEs (Cerrato & Piva, 2012;
Inmyxai & Takahashi, 2010; Khalique et al., 2018; Onkelinx
et al., 2016) as it directly contributes to creating economic
value (Marvel et al., 2016; Onkelinx et al., 2016; Jogaratnam,
2017). Human resource readiness plays a pivotal role in
aligning with organizational strategy, supporting internal
business operations (Kaplan & Norton, 2004), and fostering
innovative behavior, which is essential for entrepreneurship
and maintaining a competitive advantage (Kirzner, 1979;
Miller, 1983; Schumpeter, 1934; Zahra & Covin, 1993).

Moreover, innovation capability significantly impacts
corporate performance, allowing businesses to cultivate
innovative capabilities that drive growth and ensure long-term
success (Oura et al., 2016; Zhang & Hartley, 2018; O’Cass &
Sok, 2014). However, previous studies have produced mixed
findings on the relationship between human resources (HR)
and business performance (Cabrilo & Dahms, 2018; Costa et
al., 2014; Scafarto et al., 2016; Chahal et al., 2016; Hejazi et
al., 2016; Jogaratnam, 2017; Tjahjadi et al., 2022). To address
this complexity, further investigation is warranted to explore
the intricate interplay between HR, innovation capability, and
business performance, focusing on MSMEs in Indonesia.
Managerial and theoretical implications of the study
recommend MSME managers in Indonesia to invest in human
capital development and foster innovation for enhanced
productivity, adaptability, and competitiveness, while also
enriching our understanding of the interplay between human
capital readiness, innovation capabilities, and business
performance through the lens of the Resource-Based View
(RBV) theory.

LITERATURE REVIEW

Resource-Based View (RBV)

Resource-Based View (RBV) prioritizes using internal
resources for business success, requiring valuable, scarce,
difficult to replicate, and irreplaceable resources (Barney.
1991; Chabowski & Mena, 2017; Jogaratnam, 2017). These
resources may be used to optimize product market activities,
generate more cost-effective goods, and fulfil the expectations
of consumers (Peteraf, 1993; Wernerfelt, 1984). Firms must
employ advantage techniques that competitors cannot replicate
to establish long-term competitive advantage (Barney, 1991;
Newbert, 2008). RBV's influence on sustainable competitive
advantage is described in (Barney, 1991). framework, which
is the first formalized RBV framework (Newbert, 2008). To
gain a competitive advantage, firms must manage intangible
assets, which are strategic resources that match RBV criteria.
(Fareed et al., 2016; Jogaratnam, 2017; Kristandl & Bontis,
2007; Onkelinx et al., 2016). Human capital readiness,
comprising knowledge, skills, and values, aligns with the RBV
theory's focus on firm-specific resources. Organizations with a
well-prepared and skilled workforce are more likely to possess
valuable and inimitable human capital that can contribute to
their overall competitive advantage. The study investigating
the relationship between human capital readiness and business

performance aligns with RBV's core principles as it explores
how a specific resource (human capital) can impact firm
performance. Furthermore, the mediating role of innovation
capability in the relationship between human capital readiness
and business performance also resonates with the RBV theory.
Innovation capability is considered a dynamic capability that
allows firms to create and deploy new ideas, technologies, and
processes to adapt to changing market conditions and gain a
competitive edge. In the context of the RBV theory, innovation
capability is viewed as an outcome of firms leveraging their
valuable resources, including human capital, to generate new
and unique innovations that can lead to improved business
performance.

Knowledge Management

Knowledge is a strategic asset that impacts business
performance (Darroch, 2005; Dayan et al., 2017; Michaelis et
al., 2015; Muthuveloo et al., 2017; Nonaka & Takeuchi, 1995).
Effective knowledge management integrates human capital
and employee-owned information to generate economic value
(Dayan et al., 2017; Kianto et al., 2016; Omotayo, 2015).
Knowledge management assists corporate in creating various
knowledge to produce superior goods by implementing an
effective method to gather, use, and reuse information inside
the company (Harlow, 2008; Muthuveloo et al., 2017). The
systematic process of selecting internally held information that
might help the firm is known as knowledge management
(Muthuveloo et al., 2017; Roy, 2002; Harlow, 2008). It is the
basis for developing and managing organizational
competencies (Berio & Harzallah, 2005; Carlucci et al., 2004).

Human Capital Readiness

Human capital is an intangible resource that meets RBV
requirements (Barney, 1991; Jogaratham, 2017; Onkelinx et
al., 2016; Fareed et al., 2016). It is unique, uncommon, and
irreplaceable (Ngah & lbrahim, 2011), and its value can be
measured in monetary terms (Marvel et al., 2016; Onkelinx et
al., 2016; Schultz, 1961). Human capital can boost
productivity, labour demand, and economic growth
(Bergheim, 2005). The greater the readiness of human capital,
the sooner intangible assets contribute to cash creation, which
may be achieved through more sales and lower expenditures
(Kaplan & Norton, 2004). Human capital readiness is critical
to internal operations that impact the business success (Kaplan

& Norton, 2004).

Innovation Capability

According to (Dobni, 2010), innovation is an organizational
capability for organizations that create value through new
product/service development. Innovation capability has been
identified as a business's crucial organizational capability for
deploying resources in novel ways to create value. It has been
shown to have a beneficial influence on firm performance
(Yang et al., 2009). Developing innovation capabilities is
crucial for an organization's growth and survival (Francis &
Bessant, 2005). (Smith et al., 2008; Kallio et al., 2012; Saunila
& Ukko, 2011) identified seven areas for innovation
capability: participative leadership culture, ideation and
organizing frameworks, work atmosphere and welfare, know-
how development, rejuvenation, external knowledge, and
individual action.

Business Performance
Business performance results from the organization's work in
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a certain period. (Pintea & Achim, 2010) state that
performance will always be a contested concept in continuous
development. Some researchers define business performance
as the organization's ultimate goal, which is further used as
information to improve future performance (Masa’deh et al.,

& Sok, 2014; Oura et al., 2016; Zhang & Hartley, 2018).
According to the review, new product performance (Zhang &
Hartley, 2018), brand performance (Odoom & Mensah, 2019),
and overall form performance (Dadfar et al., 2013; Keskin,
2006; Odoom & Mensah, 2019) are all connected to innovation

2018; Pintea & Achim, 2010; Lee et al., 2015). Other
researchers prove that business performance is obtained
through organizational resources (Jogaratnam, 2017; Lonial &
Carter, 2015). In their research, (Chahal et al., 2016; Sung &
Choi, 2014) prove that business performance is related to
individuals' ability to contribute to the organization. On the
other hand, (Muthuveloo et al., 2017; Wang et al., 2015)
revealed that performance is the center of all organizational
operations, as it determines the organization's survival.

Human Capital Readiness and Business Performance

Human capital readiness, encompassing knowledge, skills, and
values, has been widely recognized as a key factor that can
confer a competitive advantage upon firms (Jogaratnam, 2017;
Fareed et al., 2016). The possession of employee knowledge
has been linked to the creation of competitive advantages
(Kaplan & Norton, 2004) and has been deemed indispensable
for the success of Micro, Small, and Medium Enterprises
(MSMEs) (Inmyxai & Takahashi, 2010; Onkelinx et al., 2016;
Khaligue et al., 2018). Numerous studies have evidenced that
the development of human capital significantly enhances
productivity and organizational performance (Inmyxai &
Takahashi, 2010; Khalique et al., 2018; Onkelinx et al., 2016).

capabilities. (Dadfar et al., 2013) it is stated that successful
organizational  structure, learning, procedures, and
partnerships with vendors, consumers, and different networks
are all prerequisites for this interaction. Past research has
demonstrated that enhanced corporate success is encouraged
by innovation capability (Rajapathirana & Hui, 2018).
According to the findings of (Widjajanti et al., 2017),
innovation capabilities have a beneficial effect on the
marketing performance of MSMEs. Based on the preceding
description, the hypothesis:

H3. Innovation capability positively affect
performance

business

Mediating Role of Innovation Capability in Human Capital
Readiness and Business Performance

Empirical studies suggest that human capital is strongly linked
to innovation. Skilled and knowledgeable workers who are
specialists in their fields and have innovative and creative
abilities can generate more original ideas, leading to improved
innovation capabilities (Romijn & Albaladejo, 2002; Donate et
al., 2016). A larger pool of human capital can lead to improved
inventive performance (Donate et al., 2016; Subramaniam &
Youndt, 2005). Innovation capability is critical to performance,

Moreover, human capital readiness has been shown to
facilitate the transformation of intangible assets into tangible
cash, thereby underscoring its pivotal role in contributing to
overall business success (Kaplan & Norton, 2004). Based on
this description, the following hypotheses can be developed,;
H1: Human capital readiness positively affects business
performance

Human Capital Readiness and Innovation Capability

The impact of human capital on firm innovation has been
extensively examined, with the consensus that robust human
capital would boost firm innovativeness (Manzaneque et al.,
2017; Wu. et al., 2008). However, empirical investigations
have yielded inconclusive results. (Subramaniam & Youndt,
2005) showed a negative relationship between human capital
and radical innovation, and (Chen et al., 2014; Duodu &
Rowlinson, 2020) found no evidence of a link between human
capital and corporate innovation. However, (Protogerou et al.,
2017; Kato et al., 2015; Agostini et al., 2017) discovered
positive links between human capital and innovation in new
and small enterprises. (McKelvie & Davidsson, 2009) found
no significant relationship between founder human capital and
competence development. More evidence on the impact of
human capital on innovation potential is required, especially in
the context of startup businesses (Foo et al., 2005). Companies
that spend on enhancing the quality of their human capital are
more inclined to boost the efficiency and effectiveness of their
innovative initiatives (Ardito et al., 2015). As a result, the
following hypothesis will be evaluated using new information
from Indonesian MSMEs:

H2. Human capital readiness positively affects innovation
capability.

Innovation Capability and Business Performance
Most studies in small enterprises found a positive relationship
between innovation capabilities and company success (O’Cass

with innovative behavior generating new and valuable things
that improve organizational performance (Savitz et al., 2000;
Collins & Clark, 2003). Therefore, the following hypothesis is
proposed:

H4: Innovation capability mediates the relationship between
human capital readiness and business performance.

METHODS

This research uses quantitative methods with a cross-sectional
study approach and conduct on MSMEs. This cross-sectional
study approach in MSME research has significant advantages
in collecting data and analyzing the relationship between the
variables studied. By collecting data at one particular point in
time, researchers can obtain an accurate picture of the
characteristics of MSMEs at that time. In addition, this
approach is more efficient because it does not require
involvement over a long period like the longitudinal study
approach.. Based on data from the Department of Cooperatives
and SMEs East Java Province, there are 1,004 standardized
MSMEs. Using the formula (Slovin, 1960) determined the
number of samples taken in this study with a confidence level
of 95% and a margin of error of 5%; a sample of 279
respondents was obtained. Two hundred sixty-eight
respondents got involved in the research study, with 96 percent
response rate. Figure 1 illustrates the conceptual framework for
this research.

[Figure 1 about here.]

Research Variable and Operational Definitions

In this study, human capital readiness is defined operationally
as respondents' perceptions of employees' readiness to carry out
business operations to accomplish the company's plan.
Knowledge, skills, and values are the three elements of human
capital readiness, as defined by (Kaplan & Norton, 2004) and
(Tjahjadi et al., 2022). A total of 7 statements were measured
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on a Likert scale from 1 (strongly disagree) to 5 (strongly
agree). Innovation capability refers to an organization's critical
ability to produce resources in new ways to create value. This
study, like (Saunila & Ukko, 2011), employs seven
components of innovation capability: participative leadership
culture, ideation and organizational structures, work climate
and welfare, know-how development, regeneration, external
knowledge, and individual activity. The perceived innovation
capability is measured using a Likert scale ranging from 1
(strongly disagree) to 5 (strongly agree).

Business performance is defined operationally as respondents’
opinions about the results of managing company resources,
both financial and non-financial performance, in a certain
period. According to (Kaplan & Norton, 2004) and (Tjahjadi et
al., 2022), business performance includes four elements:
financial performance, consumer performance, internal
performance, growth performance, and learning. A total of 12
statements were measured on a Likert scale of 1 (strongly
disagree) to 5 (strongly agree). Table 1 below shows the
measurement items used in this study.

[Table 1 about here.]

Table 2 displays the responses of the respondents. The mean
value of 4.157 suggested that MSME owners or managers
agreed on the necessity of human capital readiness. The mean
value of 4.075 suggested agreement on the significance of
innovation capability. Furthermore, the mean value of 4.068
demonstrated managers' comprehension of improving business
performance.

[Table 2 about here.]

RESULTS

Variance-based structural equation modelling was used to
evaluate the hypotheses. PLS (partial least squares) WARP 5.0
software was used to analyze the data. The use of PLS in this
investigation was supported for the following reasons. For
starters, no normal distribution assumption is required. (Chin &
Newsted, 1999). Second, it can handle multicollinearity among
independent variables. Finally, it addresses the issue of sample
size limitation.

PLS investigates both measurement and the structural model.
The measuring model defines the connection between
indicators and constructs. The measuring model evaluates the
dependability and validity of construct-related indicators. In the
meanwhile, the structural model describes the link between
constructions. As a result, PLS is utilized to evaluate the
validity of components within the overall model (Chenhall,

2005).

In order to investigate the relationship between indicators and
constructs, this study used a measuring technique to analyze the
reliability and validity of certain constructs. Table 3 displays
the findings of data analysis following the second repetition.

Measurement Model Analysis

In order to assess the relationship between indicators and
constructs, this study used a measuring technique to analyze the
reliability and validity of certain constructs. Table 3 shows the
results of data analysis after the second iteration. In the first
iteration, BP5 (Customer complaints have tended to decline)
resulted in loading factor values of 0.365. Measurement items

whose values are invalid are removed for further data analysis.
In the second iteration, each indicator's loading value satisfies
convergent conditions (above 0.60) and significant validity
(less than 0.0001). The value indicates that the indicator
contributes at least 60% of the variance in the underlying
concept (Chin, 1998). The composite reliability coefficient for
all constructions is more than the standard level of 0.70, as

proposed by (Nunnaly, 1967).

Concept validity is evaluated using convergent validity and
discriminant validity. According to (Hulland, 1999), an average
variance extracted (AVE) of 0.50 or above is used to determine
convergent validity. As shown in Table 3, the AVEs of all
constructs in this investigation are greater than 0.50, indicating
sufficient convergent validity.

[Table 3 about here.]

The discriminant's validity is determined by comparing the
square root of the AVE to the correlation between constructs.
When the square root of the AVE is larger than the correlation
between the construct and other constructs, it is valid. The off-
diagonal correlation and the square root of the AVE on the
diagonal are shown in Table 4. Because all diagonal elements
are greater than the corresponding off-diagonal elements, AVE
indicates the discriminant's validity. Overall, it concludes that
the measurement model is valid.

[Table 4 about here.]

Structural Model Analysis

A structural model analysis is used to test hypotheses that have
been formulated. This model determines the effect of human
capital readiness on business performance directly or mediated
by innovation capability. This study employs structural model
analysis in the steps of (Baron & Kenny, 1986): (1) examine
the effect of human capital readiness on business performance
directly; (2) examine innovation capability as a mediating
variable on the impact of human capital readiness on business
performance. Table 5 presents the results of the structural
model analysis.

Table 5 (Panel A) indicates that human capital readiness has a
positive effect on business performance (Coefficient : 0.219;
p-value <0.01; R? = 0.451). Thus, the first hypothesis that states
human capital readiness positively affects business
performance is supported. Further analysis was performed by
adding innovation capability as a mediating variable (Panel B).
The results show that human capital readiness positively affects
innovation capability (Coefficient B: 0.429; p-value <0.01; R?
= 0.184), so the second hypothesis is that human capital
readiness has a positive effect on innovation capability is
supported. Innovation capability positively affects business
performance (Coefficient p: 0.548; p-value <0.01; R? = 0.451),
so the third hypothesis that states innovation capability
positively affects business performance is supported.

The effect of human capital readiness on business performance
after mediated innovation capability remains significant
(Coefficient B: 0.454; p-value <0.01), so the fourth hypothesis
stating that innovation capability mediates the influence of
human capital readiness on business performance is supported.
It can be concluded that human capital readiness has a direct
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and positive impact on business performance, and innovation
capability mediates the influence of human capital readiness on
business performance.

[Table 5 about here.]

The results of testing the effect of human capital readiness on
innovation capability showed a value of B = 0.429 and
significance with a p-value of <0.01. The results of testing the
effect of innovation capability on business performance
showed a value of = 0.548 and significance with a p-value of
<0.01. The results of the mediation model testing led to an
increase in the f§ value from 0.219 to 0.454 and were significant
with a p-value of <0.01.

The computation of Variance Accounted For (VAF) was used
to determine the extent of mediation of global market
orientation on the influence of human capital readiness on
business performance. The variance accounting for (VAF)
method, as shown in Table 6, was then used to further analyze
a mediating impact, as indicated by (Hair et al., 2013). A VAF
value of less than 20% denotes no mediation impact, a VAF
value of 20% to 80% denotes partial mediation, and a VAF
value of more than 80% denotes full mediation. A VAF
calculation results show a value of 0.341 or 34.1%. These
findings indicate that innovation capability partially mediates
the effect of human capital readiness on business performance.

[Table 6 about here.]

Common Method Bias

Common method bias in this study was tested using the full
collinearity value of VIF. The full collinearity value of the VIF
must be less than or equal to 3.3 to be free from bias (Kock,
2015). The test results using PLS-SEM with WarpPLS 5.0
software resulted in a full collinearity VIF value of 1.226. Thus,
the measurement items in the study are free from bias caused
by the measurement methods used in the study.

DISCUSSION

The Effect of Human Capital Readiness on Business
Performance

The results of this study support the research of (Khalique et
al., 2018; Sung & Choi, 2014) in terms of the importance of
human capital in enhancing business performance through
employee competency. Resouce-Based View (RBV) declares
internal resources that are valuable, scarce, difficult to
replicate, and cannot be replaced give companies a long-term
competitive advantage (Jogaratnam, 2017; Barney, 1991,
Kristandl & Bontis, 2007; Onkelinx et al., 2016). Human
capital must be developed because it is vital to achieving
sustainable competitive advantage (Fareed et al., 2016).
Managers must pay special attention to human capital and
invest in developing employee knowledge, skills, and abilities
(Hejazi et al., 2016).

Human capital readiness is essential in business performance in
globalization and the knowledge economy. (Kaplan & Norton,
2004) state that knowledge can generate distinct advantages,
and human capital readiness, as an intangible resource, can be
exchanged for cash. MSMEs in East Java must manage human

capital readiness to ensure the readiness of employee
competencies that impact business performance.

According to this study, the greater the human capital
readiness, the more MSMEs will boost their innovation
capability. Department of Cooperatives and SMEs East Java
Province has a new program, namely the MSME innovation
development program as contained in the 2022 Work Plan. The
program includes Acceleration of Digitalization in the form of
Big Data for East Java MSMEs.

The Effect of
Performance
The results of this study support previous research showing that
innovation capability has a positive effect on a company's
business performance (Dadfar et al., 2013; Keskin, 2006;
Odoom & Mensah, 2019; Zhang & Hartley, 2018). In today's
digital era, innovation capability can support business success,
especially for MSMEs (Oura et al., 2016; O’Cass & Sok, 2014;
Zhang & Hartley, 2018). MSMEs in East Java must be engaged
in developing digital acceleration.

Innovation Capability on Business

In this study, the more MSMEs increase their innovation
capability, the more they improve their business performance.
Department of Cooperatives and SMEs East Java Province
stated that MSMEs are following the flow of digitalization and
struggling to seize existing opportunities. This will help MSME
players in terms of marketing and understanding what product
trends the market needs today through the East Java MSME Big
Data program.

Mediating Role of Innovation Capability in Human
Capital Readiness and Business Performance

The research conducted by (Urgal et al., 2013; Yusr, 2016) has
shown that innovation capability has a positive role as a
mediator in enhancing innovation performance. Similarly,
(AlTalwell & Al-Hawary, 2021) study confirms that innovation
capability also positively impacts organizational performance.

However, previous research has needed to be more consistent
concerning the relationship between human capital and
business performance. While some studies (Jogaratnam, 2017;
Chahal et al., 2016; Sung & Choi, 2014) found that human
capital has a positive effect on business performance, others
(Cabrilo & Dahms, 2018; Costa et al., 2014; Scafarto et al.,
2016) found no such effect. This research suggests that higher
human capital may lead to better business performance.
Nonetheless, human capital can impact business performance
through innovation capability and mediation. Our study aims to
narrow the gap between previous studies by examining this
relationship. Our findings suggest that innovation capability
can mediate the relationship between human capital readiness
and business performance for MSMEs in East Java. By
enhancing their human capital readiness, MSMES can improve
their innovation capability, leading to better business
performance. As a result, the greater the level of human capital
readiness, the more significant when increasing innovation
capability and, ultimately, business performance.

CONCLUSION

This research concludes that (1) human capital readiness has an
impact on business performance; (2) human capital readiness
has an impact on innovation capability; (2) innovation
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capability has an impact on business performance; (3)
innovation capability mediate the relationship between human
capital readiness and business performance. According to the
findings of this research, owners or manager SMEs in
Indonesia must execute an innovation strategy concerning to
create innovation capabilities. This step is a necessary strategic
step where drastic environmental changes are very demanding
for organizational dynamics. Increased innovation capability
will result in increased organizational success in the future.

Based on the research findings, SME owners or managers in
Indonesia should prioritize the execution of an innovation
strategy to develop innovation capabilities, as it emerges as a
crucial strategic step to navigate dynamic environmental
changes and ultimately drive organizational success in the
future.

The following restrictions apply to this study. This study uses
variance-based structural equation models as a research
strategy. This technique is still debated in terms of causality.
As a result, future research will have to deal with this problem
by executing comparable studies utilizing various techniques,
for instance experimental strategies. This study's sample is
limited to MSMEs. This sample raises the possibility of
generalization. As a result, future research should include new
sample contexts, such as the public or private sector. The Likert
scale is used to assess these investigations. This scale might
lead to the actuality of data that relies on managers' perceptions
rather than direct measurements. This issue should also be
addressed in future research by establishing direct
measurements of such factors. This issue should also be
addressed in future research by establishing direct
measurements of such factors. Despite the limitations
mentioned above, this study contributes to resource-based view
(RBV) theory by better understanding the association between
human capital readiness, innovation capabilities, and business
performance in Indonesian MSMEs.
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TABLE 11Item Measurement

Variable Item Source
HCRI1. Employees’ knowledge readiness to carry out
operational activities properly

HCR2. Employees’ knowledge readiness in relation to
customer needs;

HCR3. Employees’ knowledge readiness on quality at an
affordable price;

HCR4. Employees’ skills readiness when processing the
current line of business;

HCRS. Employees’ skills readiness when providing a
consultation, suggestions and
responses to customers

HCR6. Employees’ values or attitude towards readiness in
relation to the business strategies, politeness and quick
responses;

HCR?7. Employees’ values or attitude readiness toward good
teamwork to achieve a common goal.

INC1. We develop efficient production processes to cut
production costs.

INC2. We use the latest technology in the production process.
INC3. We developed new products in the last three years.

Human Capital Readiness

(Tjahjadi et al., 2022)

Innovation Capability

INC4. We change or improve existing products. (Saunila & Ukko,
INC5. We market new products as well as existing products. 2011)
INC6. Our organizational structure and culture support
innovation.
INC7. We develop products with other companies (e.g.
suppliers)

Business Performance BP1. Sales have tended to increase

BP2. We have succeeded at cost efficiency

BP3. Profits have tended to increase.

BP4. We have been able to sell quality products at affordable
pricesand deliver them on time.

BP5. Customer complaints have tended to decrease

BP6. We have succeeded at building an image and reputation,
so then we have loyal customers.

BP7. We have succeeded at improving the quality of our
products and services. (Tjahjadi et al., 2022)
BP8. We have succeeded at getting new customers and
retaining existing customers.

BP9. We have succeeded at innovating our products and
services

BP10. The expertise of our employees has tended to improve.
BP11. Our ability to process information using computers has
tended to increase.

BP12. The cooperation among our employees (teamwork)
has tended to be better.
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TABLE 2 1 Statistic Descriptive

Variable Min Max Mean Std. Dev Category
Human Capital Readiness 1 5 4,157 0,817 Agree
Business Performance 1 5 4,068 0,812 Agree
Innovation Capability 1 5 4,075 0,863 Agree

Source: Processed Data
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TABLE 31 Reliability and Convergent Validity

Variabel Laten Loading P-values

Human Capital Readiness (composite reliability = 0,93; AVE = 0,655)

HCR1 0.79 <0,001
HCR2 0,845 <0,001
HCR3 0.791 <0,001
HCR4 0.76 <0,001
HCR5 0,807 <0,001
HCR6 0,845 <0,001
HCR? 0,825 <0,001

Business Performance (composite reliability = 0,935; AVE = 0,57)

BP1 0,67 <0,001
BP2 0,738 <0,001
BP3 0,661 <0,001
BP4 0,668 <0,001
BP6 0,833 <0,001
BP7 0,757 <0,001
BP8 0,831 <0,001
BP9 0.787 <0,001
BP10 0,867 <0,001
BP11 0.712 <0,001
BP12 0,746 <0,001

Innovation Capability (composite reliability = 0,874; AVE = 0,501)

INC1 0,644 <0,001
INC2 0,652 <0,001
INC3 0.764 <0,001
INC4 0738 <0,001
INC5 0.686 <0,001
INC6 0,812 <0,001
INC7 0,638 <0,001

Source: Processed Data
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TABLE 41 Discriminant Validity

Business Performance

Human Capital

Innovation Capability

Readiness
Business Performance 0,755 0,454 0,642
Human Capital Readiness 0,454 0,809 0,429
Innovation Capability 0,642 0,429 0,708
Source: Processed Data
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TABLE 51SEM-PLS Result

Panel A. Direct Effect

Path Coefficient
Variable
Business Performance
Human Capital Readiness 0,219***
R? 0,451
Panel B. Indirect Effect
. Path Coefficient
Variable
Innovation Capability Business Performance
Human Capital Readiness 0,429%** 0,454***
Innovation Capability 0,548***
R? 0,184 0,451

Notes: ***p < 0,01

Source: Processed Data
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TABLE 6 | VAF calculation for Hypothesis H4.

Indirect Effect = 0.429 x 0.548 0.235
Direct Effect (before innovation capability) 0.454
Total Effect 0.689
VAF = Indirect Effect/Total Effect 0.341

Source: Processed Data
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FIGURE 1 1 Conceptual Model.
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