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Abstract : This study aims to analyze the effect of talent development, social capital, knowlEge
management on the competitive strategies of SMEs in Indonesia mediated by Innovation. Data
collection uses the purposive random sampling technique. Primary data that have been collected are
analyzed using descriptive and inferential analysis techniques using structural equation modeling
(SEM). The results of the study show that knowledge management, talent development and social
capital have a significant effect on innovation and competitive advantage. This finding implies that
to win competition in the era of the industrial revolution 4.0, an empowerment model is needed that
can improve the innovation skills of SMEs through knowledge management, developing their talents
and also starting to utilize social capital that has been largely ignored.
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I. INTRODUCTION

Small Mediun Enterprises (hereinafter referred to as SMEs) have an important role in the
national economy, this is seen in the structure of the Indonesian economy around 99.9 percent
of business units in Indonesia are SMEs and absorb almost 97 percent of the total national
workforce. The contribution of SMEs to Gross Domestic Product (GDP) currently reaches
61.41 percent. The number of SMEs has reached 60 million units and it is predicted that in
2017-2020 the number of SMEs units can penetrate 65 million units. [1], [2]. Even so, there
are not a few MSMEs that are unable to compete in the global market, this is caused by the
lack of creativity and innovation of the SMEs. This condition results in unsuccessful
implementation of entrepreneurship, even though entreprencurship is the result of discipline
and a systematic process of applying creativity and innovation in meeting market needs and
opportunities. The essence of entrepreneurship is the ability to create something new and
different (create new and different) through creative thinking and innovative action [3].

In the era of hypercomeptitive which is characterized by high customer dynamics and
increasingly shorter product life cycle requires SMEs to carry out continuous innovativeness
to create products that are truly new and unique. Products that are considered valuable are new
and different products. To create corporate value that benefits customers, of course, demands
management professionalism, information systems, proper corporate culture, and the use of
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technology. Such conditions require companies to be able to explore and develop sources of
competitive advantage in order to survive. Sources of competitive advantage can be found from
management's ability to explore the competencies of the company's functional areas, namely
marketing, product development and design and production competencies [4][5]. To achieve a
successful strategy many factors must be considered including knowledge management, talent
development, social capital and innovation [6]. [7], [8], |9], [10], [11], [12].[13],[14], [15],
[16].

Knowledge management encourages innovative behavior, so that knowledge management in
SMEs is also believed to have a positive impact on the ability to innovate the products
produced, which will then have the potential to increase the competitiveness of their businesses
[17] Knowledge Management has a positive effect on innovation [18], [19].[20].[21].

Innovation is defined as a breakthrough associated with new products. The term innovation is
closely related to technology that serves to open company insight about a new product or
improve the design and manufacturing of a product (service) that a company already has. In
addition to relating to knowledge management, innovation is also related to talent development
and social capital. Talent development is an important component that can affect product
innovation [22], [23], [24], [25]. Social capital is social capital as relations are created and
norms that shape the quality and quantity of social relations in society in a broad spectrum,
namely as social glue (social glue) which maintains the unity of group members together [26],
[27]. Social capital has a positive influence on innovation. [28], [29]. [30].

This study aims to analyze how innovation and competitive advantage in the perspective of
knowledge management, talent development and social capital in small business entities. It is
hoped that the findings of this research will enrich the science of management, especially the
management of small businesses. Pragmatically it can also be an instrument of intervention for
the government as a leading sector for empowerment in various regions. It is hoped that through
the intervention of this model, it will later trigger the development of business performance,
which can then contribute positively to the spin of the economy. The long-term goal is to
enlarge the contribution of the business sector to the development of the community's economy,
the format of which is to increase employment opportunities, the greater its contribution to the
GRDP and at the same time increase local revenue (PAD). The findings of this research will
be meaningful information and have implications for the construction of small business entity
development models to be more competitive, which then has a multiplier effect on the relative
completion of welfare issues.

II. LITERATURE REVIEWE

Competitive Advantage

Competitive advantage as a benefit strategy of companies that collaborate to compete more
effectively in a market place [31], [32] states that there are two footholds in achieving
competitive advantage, namely resource excellence and position superiority. it was emphasized
that the competitive advantage of the company would ultimately affect the company's market
performance as measured by customer growth. Competitive advantage is a staple of a
company's performance in a competitive market. Competitive advantage basically grows from
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the value or benefits created by the company for its buyers, which is more than the cost that
must be incurred to create it. This value or benefit is available to the buyer, and the superior
value comes from offering a lower price than the competitor's price for an equivalent benefit
or offering a unique benefit that exceeds the price offered.

Competitive advantage as an organizational position that is unique to its competitors [33].
Competitive advantage can be obtained largely from resources and capital. Resources in
question are the strengths and weaknesses of marketing performance, while capital is defined
as the company's ability to manage resources that are owned to work together as a work team
in one department High and low marketing performance will affect the high and low
competitive advantage of the company, competitive advantage can be achieved through cost
advantages and customer value excellence |34]. Competitive advantage can be measured from
Financial Performance and Market Performance [35] . Competitive advantage is determined
by creativity and innovation that can satisty customer desires better than competitors [36].

Knowledge Management

Knowledge management encourages innovative behavior, so that knowledge management in
SMEs is also believed to have a positive impact on the ability to innovate the products
produced, aich will then have the potential to increase business competitiveness [37]. The
concept of knowledge management becomes guidance on intangible management assets that
are pillars of the company in creating value (from products / services / solutions) offered by
the company @ its customers [38], [39]. According to its type, the application of knowledge
management can be divided into two, namely tacit knowledge and explicit knowledge [40],
[41],  Tacit knowledge is persongl, developed through experiences that are difficult to
formulate and communicate [42]. Tacit knowledge is categorized as personal knowledge or
in other words knowledge is obtained from individuals. Thgy nature of knowledge brings
together differences between knower and known, subject and object, or subjective and
objective ingredients in experience [43]. The experience gained by each employee varigy
according to circumstances and conditions that cannot be predicted [37],[45]. Experience is
the process of gaining knowledge or skills over a period of time through seeing and doing
things rather than through studying. This means that the process of gaining knowledge or
abilities during a certain period by seeing and doing things rather than by learning [45], [46].

Explicit knowledge is formal and systematic that is easy to communicate and share [47]. The
application of explicit knowledge is eas'u because the knowledge obtained in the form of
written or documented statements, so that each employee can study it independently [48], [44].
Explicit knowledge is a job procedure and technology. Job procedures are responsibilities or
tasks that are formal or official orders or how to do things. Knowledge management is a
congiete form of explicit knowledge [37], [49].[50]. The basic implementation procedures
are made to maintain the quality and results of work, where the tasks will be more easily done
and guests will be familiar with the existing service system [51]. Technology is one of the
main elements found in knowledge management, known as media that facilitates the spread of
explicit knowledge. One of the most up-to-date technologies currently used by many
companies for the process of knowledge dissemination is the intranet, which is based on the
need to access knowledge and collaborate, communicate and share knowledge online. The
internet or also called internal internet is one form of technology that is starting to be widely
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applied. Intranets offer the opportunity to use advanced telecommunications that have been
developed from the internet. [51], [52]. [53],[54],[55].

Talent Development

Talent is an original ability or talent possessed by someone. Talents cannot be transferred from
one person to another. The uniqueness of one's talent can be a valuable asset and an advantage
that in a business perspective can contribute to the ability to innovate, which then will indirectly
have an impact on competitive advantage [56]. Talent will only become an asset if it does not
get a touch of management, therefore it is necessary to develop talent through various ways
including business coaching, business sharing and knowledge transfer. Talent development
efforts have a significant impact on a person's creative performer [57]. Talent development in
a business actor turns out to have a large impact on the ability in terms of product innovation
that it produces on creative business people in Pakistan [58]. Many companies conduct a
recruitment of prospective workers by prioritizing the ownership of certain talents [59]. Based
on some of the results of the research it appears that talent development has an influence on
the ability to innovate, if done on SMEs.

Social Capital

Social capital can be defined as the ability of people to work together, in order to achieve shared
goals, in various groups and organizations [60]. More comprehensively, [61] defines social
capital as the ability of people to associate with one another and subsequently become a very
important force not only for economic life but also for every other aspect of social existence.

[27] defines social capital as a set of informal values or norms that are shared between members
of a group that allows for cooperation between them. Social capital as a series of processes of
human relations supported by social networks, norms, and beliefs that enables efficient and
effective coordination and cooperation for mutual benefit and virtue. Social capital generally
examines the closeness of social relations that the community is involved in, especially in
relation to patterns of social interaction or social relations between community members or
groups in a social activity.

The typology of social capital, that is, how do the different patterns of interaction and their
consequences between social capital in the form of bonding / exclusive or bridging or inclusive.
Both have different implications for the results that can be achieved and the effects that can
arise in the process of life and community development. Social capital as a set of values or
norms embodied in behavior that can encourage the ability and capability to work together and
coordinate which results in innovation [62].  Social capital is bound by trust, mutual
understanding (mutual understanding) ), and shared values) that bind group members to behave
positively and creatively [63]. Social capital management can encourage value creation [64].

The acquisition of social capital requires habituation of the moral norms of a community and
in its context while simultaneously adopting virtues such as loyalty,honesty,and dependability.
Social capital is based more on general social virtues. The dimension of social capital grows in
a society which contains values and norms and patterns of social interaction in regulating the
daily lives of its members. In short, the dimension of social capital is a picture of internal
attachment that colors the collective structure and provides cohesiveness and shared benefits
from the process of social dynamics that occur in society. Dimensions of social capital describe
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everything that makes a community allied to achieve a common goal on the basis of
togetherness, and in it is bound by values and norms that grow and obey.

Innovation

Conventionally the terminology of innovation is defined as a breakthrough related to new
products. Innovation is a broader concept that addresses the application of new ideas, products
or processes [65]. Innovation as a corporate mechanism to adapt in a dynamic environment,
therefore companies are required to be able to create new thoughts, new ideas and offer
innovative products and service improvements that satisfy customers [66]. The term
innovation is closely related to technology that serves to open company insight about a new
product or improve the design and manufacturing of a product (service) that a company already
has.

[67] proposed two concepts of innovation, namely: (1) Innovation and (2) Capacity for
innovation. Innovation is the mind about openness to new ideas as an aspect of company
culture, while the capacity to innovate is the company's ability to use or apply new ideas,
processes or products successfully. Innovation can also be translated as the culture of a
company. This innovation can be seen from how the attitude of a company towards the
existence of an innovation. The existence of similar products from competitors that have a
similar appearance is a driving factor for product innovation, usually these competing products
appear without experiencing significant changes and even tend to be static.

This situation can be beneficial, because competition arising from the emergence of competing
products can be overcome by product innovation. Product innovation is something that can be
seen from the functional progress of the product that can bring the product one step ahead
compared to competing products. If the product has an advantage that is seen as added value
for consumers. several ways that can be taken to produce innovative products are by developing
new product attributes, developing various levels of quality and developing product models
and sizes (Seidler, and Hartmann (2008)

III. MATERIALS AND METHODS

In this study, there are exogenous and endogenous variables. Exogenous variables consist of
knowledge management, talent developmenet and social capital as exogenous variables, while
endogenous variables consist of product innovation and competitive advantage. Knowledge
Management is a knowledge management that is measured by three dimensions which include
personal knowledge, job procedures, and technology. Talent Development is the management
and development of talent through business coaching, business sharing and knowledge transfer.
Social Capital is any relationship that occurs and is bound by trust, mutual understanding, and
shared values that bind group members to make the possibility of joint action can be carried
out efficiently and effectively. Product Innovation is a company's mechanism to adapt in a
dynamic environment, therefore companies are required to be able to create new thoughts, new
ideas and offer innovative products and service improvements that satisfy customers.
Competitive advantage is a level of organizational position that is unique to its competitors and
usually can be obtained largely from resources and capital.

The design of this study uses a quantitative approach with exploratory survey study methods.
Data collection was carried out through a questionnaire distributed to SMEs in West Java with
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a population of ... Sampling technique using slovin obtained a sample size of 200. Data that
has been collected to interpret and analyze data is used factor analysis in the Structural Equation
Model (SEM) and Regression Weight in SEM which is used for confirmatory researching how
much the relationship between variables. Structural Equation Model (SEM) analysis technique.
The SEM model in this study is shown in Figure 1.

Knowledge

Competitive
Management

Advantage

Talent
Development

Social
Capital

Figure 1. Framework of The Competitive Advantages Of SMEs In Indonesia Based On
Talent Development, Social Capital, Knowledge Mangement And Innovation

The hypothesis proposed in this study:

HI: There is a significant influence of knowledge management on SME innovation

H2: There is a significant influence of talent development on SME innovation

H3: There is a significant influence of social capital on SME innovation

H4: There is a direct influence between knowledge management on the competitive advantage of SMEs
HS5: There is a direct influence between talent development on the competitive advantage of SMEs H6:
There is a direct influence between social capital on SMES' competitive advantage

H7: There is an influence of innovation on the competitive advantage of SMEs

IV. RESULTS AND DISCUSSION

gased on the results of the descriptive analysis of all research variables, it turns out thgy the
mean answers of all respondents about innovation (8.20), competitive advantage (8.65),
knowledge management (8.40), talent development (7.90) anasocial capital (7, 75). These
results indicate that the respondent gave a positive response to knowledge management, talent
development, social capital and innovation and competitive advantage is very important in the
perspective of small and medium businesses in West Java, Indonesia. This is quite reasonable
because of its relationship with Moreover, the expression was conveyed by SMEs who perform
well, because the market is national, so to trigger innovation, it should optimize management
management variables, talent development and social capital, because in empirical facts, the
third descriptive research variables that can trigger innovation towards small businesses that
have a competitive advantage.

Table 1 Description of Research Variable
| No | Research Variable ] Mean |
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1. | Competitive Advantage 8.65
2. | Innovation 8.20
3. | Knowledge Management | 8.40
4. | Talent Development 7.90
5. | Social Capital 7.75

Based on inferential analysis, the findings of the full structural equation model in this study are
as shown in Figure 2. Based on the path diagram of the results of SEff analysis data in Figure
2 shows that there is a positive influence of exogenous variables (knowledge management,
talent development and social capital on endogenous variables) and competitive advantage) on
SMEs in West Java, this is shown in the positive coefficient of each arrow that leads to
endogenous variables (innovation and competitive advantage). All these endogenous variables
also directly influence the competitive advantage. the magnitude of the arrow coefficient from
an endogenous variable to an exogenous positive value, innovation also has a direct effect on
competitive advantage.

Figure 2 . Path Diagram Knowledge Management, Talent Development, Social Capital,
Innovation and Competitive Advantage of SMEs in Indonesia

Based on the path diagram of the results of SEM analysis clatn Figure 2, it was revealed that
there was a positive influence of exogenous variables (knowledge management, talent
development and social capital on endogenous variables (innovation and competitive
advantage) in SMEs in West Java, Indonesia. there are each arrow that leads to endogenous
variables (innovation and competitive advantage.) In addition, there is also a positive influence
between knowledege management and social capital on innovation and competitive advantage,
also there is a positive relationship between social capital with knowledge management and
talent. development.

Next, the structural equation model (SEM) feasibility testing index is presented, as shown in
Table 2.
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Table 2 Feasibility Testing Index

Goodness of Fit Cut-off Value Analysis results Model Evaluation
Index
X2-Chi-square P=5%, Chi-square 59 046 Good
68.6732
Significance =0.05 0.104 Good
Probability
RMSEA 0.043 Good
GFI 0,985 Good
AGFI 0,959 Good
CMIN/DF 1.196 Good
TLI 0972 Good
CF1 0.989 Good

Based on Table 2 it appears that the test of the model shows that this model is fit to the data
used in the study as seen from the probabgjty level of 0.104 which matches the requirements
(> 0.05). The level of significance for the Chi-Square model of 59046, RMSEA , GFI, Cmin /
df index, TLI, and CFI were within the expected value range, even though AGFI was received
marginally. The results of the Confirmatory Factor Analysis for the exogenous construct used
to test the unidimensionality of the dimensions that make up the latent variables above indicate
that the value of the model results is in accordance with the Goodness of fit criteria, so that the
model can be accepted. The significance level of 0.104 indicates that the hypothesis that there
is no difference between the sample covariance matrix and the estimated population covariance
matrix cannot be rejected and therefore this exogenous construct is acceptable.

The strengths or weaknesses of the dimensions to form the latent factors can be analyzed using
the t test of regression weights as presented in Table 3. by looking at the loading factors of each
of these dimensions. The Critical Ratio (CR) in table 3 is identical to the t-count in the
regression analysis. A CR greater than 2.00 indicates that the variables mentioned above are
significantly the dimensions of the latent factor formed. Meanwhile, Hair (1995) states that the
condition of a variable which is a dimension of the latent variable is if it has a loading factor
of more than 0.40.

Table 3 Parameter Estimation of Regreesion Weighs

[>

Regression Weights Estimate SE CR P
Knowledge Management | Innovation 0.203 0.226 2.896 0.001
Talent Development Innovation 0.270 0.156 2.734 0.003
Social Capital Innovation 0.353 0.159 2.224 0.026
Knowledge Management | Competitive Advantage 0.233 0.221 2.744 0015
Talent Development Competitive Advantage 0.263 0.149 2.590 0.005
Social Capital Competitive Advantage 0.337 0.163 2.401 0019
Innovation Competitive Advantage 0.358 0.114 3.134 0.002

Based on Table 3 above, it can be seen that the Critical Ratio (CR) for each dimension meets
the requirements of> 2.00. Thus it can be concluded that the variables mentioned above are
significantly the dimensions of the latent variables formed. Hypothesis testing is used to test
some of the research hypotheses proposed previously. Hypothesis testing is done by analyzing
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the CR value and P value on the results by the Regressionion Weights Full Model data,
compared with the required statistical limits, ie values above 2.00 for CR values and below
0.05 for P values. these, the research hypothesis will be discussed in stages in accordance with
the proposed hypothesis. The results of hypothesis testing are shown in Table 4.

Table 4 Summary of Hypothesis Test Results

Hypothesis CR and P Test Results
H, CR =2.896 P=0.001 Accepted
H, CR =2.734 P=0.003 Accepted
Hs CR =2.224 P =0.026 Accepted
H. EQ =2.744 P=0.015 Accepted
Hs CR =2.590 P =0.005 Accepted
Hg CR =2401 P=0019 Accepted
Hy CR =3.134 P=0.002 Accepted

Hypothesis 1: Knowledge management has a significant effect on innovation. From table 3
revealed, the relationship between knowledge management and innovation is shown by a CR
of 2.896 greater than 2.00 with a p value of 0.001 which means <0.05. Thus H1 in this study
can be accepted. This can be explained that the better the knowledge management that is carried
out there is a tendency for innovation to be better. This finding is in line with previous
researchers who stated that knowledge management influences innovation [18].[19]. [20], [21].

Hypothesis 2: Talent development has a positive effect on innovation. The better the
implementation of talent develop- ment is carried out, the better the innovation is indicated by
a CR of 2.734 greater than 2.00 with a p value of 0.003 which means <0.05. Thus H2 in this
study can be accepted. This finding is in line with previous research which states that there is
a positive influence between talent development and innovation [22], [23], [24], [25].

Hypothesis 3: The better social capital is carried out, the higher the innovation achieved. From
table 3 it can be seen that social capital towards innovation is shown by a CR of 2,224 that
meets the requirements of> 2.00 and a p value of 0.026 that meets the requirements of <0.05.
Thus H3 in this study can be accepted. This finding is in line with previous research which
states the influence of social capital on product innovation [28], [29], [30].

Hypothesis 4: the better knowledge management, the higher the competitive advantage of
SMEs. This is evident from the CR value of 2,744 and the P value of 0.015. Meaning, H4 in
this study was accepted. This finding is in line with the results of previous studies that invalidate
the relationship between knowledge management and competitive advantage [9],[68],[69].

Hypothesis 5: The better talent development, the higher the competitive advantage of SMEs.
This is evident from the CR value of 2,590 greater than 2.00. Meaning, H5 in this study was
accepted. This finding is in line with the results of previous studies that invalidate the
relationship between talent development and competitive advantage [10].

Hypothesis 6: the better utilization of social capital, the higher the competitive advantage of
SMEs. This is supported by a CR value of 2.401 and a P value of 0.019 which is smaller than
0.05. That is, H6 in this study was accepted. This finding is in line with the results of previous
studies which invalidate the influence of social capital on competitive advantage [9], [11], [12].
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Hypothesis 7: The better the innovation, the higher the competitive advantage. From table 3 it
can be seen that the effect of innovation on competitive advantage is shown by a CR of 3,134
that meets the requirements of > 2.00 and a p value of 0.002 that meets the requirements of
<0.05. With the sake of increasingly H7 also accepted. This finding is in line with the results of

previous studies which invalidate the influence of innovation on competitive advantage [70],
[711, [72], [73].

Based on the decision of the above hypothesis, overall the results of the hypothesis test that has
been hypothesized in this study, all are accepted. From the discussion of research results and
ggsearch hypothesis testing. then the final model design of SME development based on
knowledge management, talent development and social capital to increase innovation and
competitive advantage, can be constructed as the structural model picture has been illustrated
in Figure 1.

V. CONCLUSSION

Based on descriptive analysis, both knowledge management, talent development and social
capital are components that are quite important in triggering innovation and competitive
advantage. Also, from the results of inferential analysis it can be concluded that knowledge
management, talent development and social capital have a significant effect on innovation as
well as on competitive advantage. This finding implies that in order to create a competitive
advantage, SMEs must be able to improve knowledge management, Talent Development,
social capital and innovation. One effort that can be done so that this is achieved is to construct
an empowerment model that can improve the skills of innovation of SMEs through knowledge
management, development of their talents and also begin to utilize social capital that has been
largely ignored.
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