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Abstract 

SMEs as an organization to succeed and to be sustainable must have the most essential and strategic capital, namely creativity, competitive 
advantage, and intellectual capital. This study aims to explore how creativity and intellectual capital determines SMEs’ sustainability as well 
as examine the emerging role of competitive advantage in supporting this relationship. A quantitative method was applied to gain a better 
understanding of the relationship between variables undergoing Structural Equation Modeling with Partial Least Square (SEM-PLS). This 
study collected data from 123 SMEs in East Java of Indonesia using an online survey. The approach adopted in this study is a convenience 
random sampling method, which is widely used in entrepreneurship and SMEs’ sustainability research. The findings showed that intellectual 
capital positively affects both competitive advantage and SMEs’ sustainability. Additionally, the result of this study confirms a robust 
relationship between intellectual capital and SMEs’ sustainability. However, partially, creativity failed in explaining SMEs’ sustainability. 
Furthermore, this study confirmed that competitive advantage has successfully mediated both the influence of creativity and intellectual 
capital to SMEs’ sustainability. Although this research only involved participants in East Java, this study can be the first step for relevant 
research of SMEs’ sustainability, in particular, in Indonesia.
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1.  Introduction 

The coronavirus (Covid-19) has caused economic and 
public health shocks in various countries of the world (Bartik 
et al., 2020). As a result of Covid-19, company profits fell 
because their businesses could not be run effectively and 
investors incurred huge losses (Ozili & Arun, 2020). The 
International Monetary Fund (IMF) predicts a bad global 
recession like the 2007-8 global financial crisis (Bartik et 
al., 2020). 

Indonesia is also affected by Covid-19 (Nasution et al., 
2020). There are three implications for Indonesia because 
of the Covid-19 pandemic, namely the tourism, trade, and 
investment sectors (Nasution et al., 2020). In the aspect of 
public consumption and purchasing power, this pandemic 
has caused many workers to decrease or even lose their 
income such that it affects the level of consumption and 
purchasing power of the community, especially those in the 
category of informal workers and daily workers (Nasution 
et al., 2020). Most people are conscientious about managing 
their financial expenses because of the uncertainty about 
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when this pandemic will end (Hall et al., 2020). Covid-19 
decreased people’s purchasing power for consumer goods 
and put pressure on the producer and seller (Hall et al., 2020). 
In the corporate aspect, this pandemic has disrupted the 
performance of companies, especially those engaged in the 
trade, transportation, and tourism sectors (Hall et al., 2020).

The Covid-19 in Indonesia has also affected Small and 
Medium Enterprises (SMEs’) in terms of total production, 
trade value, and the number of workers who have lost their 
jobs (Pakpahan, 2020; Styaningrum et al., 2020). Ministry 
of Cooperatives and Small and Medium Enterprises 
(Kemenkop UKM, 2018) stated that in 2018 there were 
64,194,057 SMEs’ in Indonesia (or around 99 percent of the 
total business units) and employed 116,978,631 workers (97 
percent of the total labor in the economic sector).

For SMEs to succeed in doing business must have the most 
essential and strategic capital, namely intellectual capital 
(Akhtar et al., 2015). The maximum use of intellectual capital 
will result in innovative solutions to reduce the consumption 
of other resources. The implementation of intellectual capital 
management in knowledge-based companies is through 
organizational structure, culture, and processes (Secundo et 
al., 2016). Developing nations such as Indonesia lacks the 
absorptive capacity to increase manufacturing activities from 
low-value-added activities to high-value-added activities 
(Akhtar et al., 2015). Due to the lack of appropriate skills 
among residents, local companies have not been able to fully 
exploit the abundance of knowledge or technology from 
foreign companies (Akhtar et al., 2015; Secundo et al., 2016).

Entrepreneurship and strategic management disciplines 
are inseparable, making it challenging to understand 
research findings in one area without simultaneously 
studying the results reported in other fields. Barney and 
Arikan (2001) suggested a close relationship, although not 
entirely determined, between the theories of competitive 
advantage, creativity, and entrepreneurship. Understanding 
the complementarity between entrepreneurship and strategic 
management provides a promising avenue for researchers 
examining how organizations create wealth. Although 
entrepreneurship and strategic management are concerned 
with wealth creation, their focus is slightly different. The 
research conducted by Barney et al. (2001) examined 
creativity and competitive advantage and did not examine 
the relationship between creativity and SMEs’ sustainability.

The SMEs’ owner mindset is about creativity, innovation, 
and taking opportunities that lead to the creation and success 
of organizational wealth and that this type of mindset 
enables entrepreneurs to make realistic decisions when 
faced with uncertainty (Wardana et al., 2010). Creativity is 
a way to unlock the entrepreneurial potential of individuals, 
entrepreneurs, and organizations because new ideas and 
approaches are the primary way to promote entrepreneurial 
culture (Bos-Brouwers, 2010; Chen, 2019). The research of 
Bontis et al. (2018) highlights that creativity is essential for 

organizational success. Likewise, Chen (2019), examining 
the importance of entrepreneurial quality among small 
business owners and non-business owners, also found 
creativity as one of the robust distinguishing characteristics. 
Therefore, encouraging creativity is a strategic choice 
that companies must consider because creativity creates a 
significant contribution to organizational innovation. Some 
of the previous studies conducted by Bos-Brouwers (2010) 
and Chen (2019) have discussed the relationship between 
creativity and SMEs sustainability without including 
intellectual capital and competitive advantage.

Furthermore, organizational value creation is primarily 
on intangible resources and capabilities, namely, intellectual 
capital (Inkinen, 2015). Edvinsson and Kivikas (2007) argue 
that intellectual assets are more important than tangible 
corporate value, and the World Bank (2005) reports that 
intangible assets account for 77 percent of total global 
wealth. Also, the sustainable ability of firms to compete 
in a modern knowledge economy stems increasingly from 
the exploitation of knowledge resources (Sharabati et al., 
2010). As a result, intellectual capital is a combination of 
all knowledge and competencies that can manifest as a 
sustainable competitive advantage (Stewart, 2007). 

Intellectual capital consists of information, intellectual 
property, intellectual material, knowledge, core techniques, 
customer relationships, and experiences that make a company 
rich (Stewart, 2007). Meanwhile, intellectual capital is about 
knowledge, applied experience, organizational technology, 
customer relations, and professional skills that make a company 
competitive in the market (Edvinsson & Kivikas, 2007). 
Therefore, intellectual capital is not just a static intangible asset; 
on the contrary, it is a means to an end (Bontis et al., 2015). 
Stewart (2007) and Styaningrum et al. (2020) only examined 
the relationship between intellectual capital and competitive 
advantage without including the creativity variables.

Aldaba and Aldaba (2010) argue that SMEs’ 
manufacturing sector gets large profits from skilled human 
resources, industrial and technological improvements or 
development of technology capabilities and company-
specific skills, enhancement of relationships between local 
firms through information exchange, capacity building, and 
adequate funding. A highly skilled and educated workforce 
gets a better position to adopt new technologies than a 
low-skilled workforce (Stone et al., 2015). The absorptive 
capacity of local companies is primarily determined by the 
company’s R&D capacity and employee education (Stone 
et al., 2015). Thus, the importance of SMEs’ cannot be 
underestimated, and for them to develop and survive for a 
more extended period, they need robust intellectual capital. 
This research attempts to investigate the role of intellectual 
capital on the sustainability of SMEs in Indonesia (Akhtar 
et al., 2015). Meanwhile, the findings that have been done 
by Akhtar et al. (2015) and Secundo et al. (2016) discussed 
the relationship between intellectual capital and SMEs’ 
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sustainability without including the concepts of creativity 
and competitive advantage.

According to Porter (2003), competitive advantage is 
the heart of performance to meet competition. Competitive 
advantage as the profit strategy of companies collaborates 
to create more competitive advantages in their market. 
Competitive advantage ultimately grows from the value or 
benefits that the company can create for its buyers, more than 
the costs that the company must incur to make it (Daengs 
et al., 2019). Currently, the competitive situation is getting 
tougher; consumers are increasingly critical in deciding to 
buy a product or service (Aziz & Samad, 2016). Competitive 
advantage will also be able to help improve the performance 
of SMEs (Styaningrum et al., 2020). 

Based on a theoretical and empirical literature review, this 
study aims to analyze the influence of the business domain on 
competitive advantage and its effect on business performance 
in SMEs (Muñoz & Kimmitt, 2019). Findings by Munoz & 
Kimmitt (2019), Qosasi et al. (2019), and Daengs et al. (2019) 
only discussed the competitive advantage relationship with 
SMEs’ sustainability without including intellectual capital 
and creativity. The finding of our study provides information 
related to the development of MSMEs and the importance 
of intellectual capital and creativity. The contribution of this 
study also fills in the gaps in previous research by examining 
the impact of intellectual capital, creativity, and competitive 
advantage on SMEs’ sustainability. 

2.  Literature Review

2.1.  Creativity 

A developing organization and policy-making desperately 
need the concept of creativity, although at first, it is difficult 
to grasp and measure (Ward, 2004). In the 1990s, several 
studies showed that creativity is producing new ideas and 
marketable innovations (Chia & Liang, 2016). Furthermore, 
Ward (2004) argues that creative activities can improve the 
performance of individuals, companies, and clusters. Florida 
(2002) argues that creativity, as another idea process seems 
useless or trivial. Creativity manifests in individuals who 
add to the economic value of a company (Florida, 2002).

Drazin et al. (1999) argue that the management 
perspective on creativity will be more real and treat it as the 
ability to identify and focus on more complex problems, to 
formulate propositions and make hypotheses, discuss ideas 
with others through socialization and networking, and even 
contradict expectations. As a result, creative people can 
choose to be involved (or not) in the creative process and 
to transfer creative ideas into marketable products (Kahn, 
1990). Connecting new ideas and identifying problems can 
also benefit from creative activity, not just product creation. 
Several studies on performance outcomes treat creativity as 
homogeneous (Ward, 2004; Choi et al., 2009). The literature 

on creativity and entrepreneurship tends to regard creativity 
as a heterogeneous concept (Florida & Mellander, 2009).

Based on this, we consider creativity as the individual’s 
ability to introduce and apply new ideas and new work 
styles, which can differ across industries, known as creative 
industries (Ward, 2004). According to Florida and Mellander 
(2009), creativity embedded in an individual or industry is 
heterogeneous because it can vary by profession and industry, 
does not have to be qualifications, and spread through 
individual professional activities. Although members of 
the creative class are found in every industry, it is useful 
to distinguish workers employed in sectors that perform 
secondary creative tasks from workers employed in sectors 
that are the primary sector. It is also useful to distinguish 
creativity from human capital because what people do may 
differ from what they know (Marlet et al., 2004).

H1: Creativity has a positive impact on SMEs sustainability
H2: Creativity has a positive impact on competitive 

advantage

2.2.  Intellectual Capital 

Value creation from intellectual capital is a 
multidimensional concept of knowledge, experience, and 
practical capabilities (Campbell & Abdul Rahman, 2010). 
Youndt et al. (2004) stated that to create value and extract 
value for organizations through knowledge, an intellectual 
model that contributes as a non-physical and non-monetary 
resource is needed. Meanwhile, knowledge store both 
individuals and company databases, business processes, 
systems, and relationships (Allameh, 2018).

Many researchers have carried out various studies about 
intellectual capital and its effects (Bontis et al., 2018; Henri 
et al., 2017). Intellectual capital has three main components, 
namely relational capital, human capital, and structural 
capital (Bontis et al., 2018; Henri et al., 2017).

One of the dimensions of intellectual capital is that it is 
the most essential and most intangible asset in organizations 
(Bontis, 1998). Human resource development pays close 
attention to education and training and career plans to 
increase employees’ knowledge, skills, values, and social 
assets (Lepak & Snell, 1999). Meanwhile, another aspect 
of intellectual capital is structural capital, as a non-human 
knowledge reserve in an organization that includes databases, 
organizational charts, process instructions, strategies, and 
anything that gives the organization more value than tangible 
assets (Bahrami et al., 2011). 

Moreover, the need for a third dimension of intellectual 
capital, relational capital, refers to the number of assets that 
govern and manage relationships with the environment. 
These investments include the company’s relationships with 
customers, shareholders, suppliers, competitors, government, 
public institutions, and the public (Allameh, 2018).
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H3: Intellectual capital has a positive impact on 
competitive advantage 

H4: Intellectual capital has a positive impact on SMEs 
sustainability

2.3.  Competitive Advantage 

Competitive advantage reflects a company’s ability to 
provide consumers with more excellent value, either by 
offering lower prices or by providing more benefits and 
services that justify higher prices (Berawi, 2004). Pavic et 
al. (2007) argue that competitive advantage is an essential 
factor for all industries. Therefore, an ambitious company 
must always pay attention to how to achieve and maintain a 
competitive advantage.

One area associated with a competitive advantage for 
SMEs is Information Technology (IT). The goal of IT is 
the survival of the company by using Internet technology to 
stay ahead of competitors and differentiate their position in 
the global market. Management companies often perceive 
IT as an opportunity to strengthen their organization’s 
competitive advantage (Pavic et al., 2007). Many extant 
studies (Pavic et al., 2007) have focused on the relationship 
between IT adoption and competitive advantage. This study 
concludes that IT is a competitive weapon, and promoting 
IT as a resource enables organizations to gain a competitive 
advantage.

Furthermore, IT claims to gain competitive advantage, 
sustain, and promote these advantages (Porter, 1980). Internet 
commerce technology is one of the IT sub-disciplines. In their 
study of SMEs, Pavic et al. (2007) found that e-commerce 
helps SMEs create a competitive advantage. Also, in their 
study of manufacturing SMEs, Krell & Matook (2009) 
found that information and communication technology 
(ICT) helps manufacturing companies maintain their 
competitive advantage by improving their reputation and 
quality of customer service, providing information feedback, 
lowering costs, and offering good coordination, efficient 
marketing skills, continuous development, relationships are 
good with distributors, suppliers, and customers, and assist 
with technical development. Therefore, ICT adoption and 
competitive advantage were found to have a healthy and 
positive relationship. Correspondingly, Krell and Matook 
(2009) studied the advantages of B2B e-commerce for SMEs’ 
and found that increased productivity, improved product and 
service quality, sales growth, and increased revenue were 
considered the most significant advantages.

Competitive advantage and widespread adoption of ICT 
are encapsulated in the literature on cost, differentiation, 
growth, and quality. First, costing is passed as a competitive 
advantage stemming from B2B e-commerce adoption 
(Krell & Matook, 2009). The latter use reduced the cost of 
communicating with business partners (for example, fax, 

mail, and telephone charges). Inventory costs are another 
example given by Lumpkin et al. (2002). Technology 
services reduce the costs of marketing, advertising, and 
product sales and sales (Teo & Pian, 2003).

Likewise, Krell & Matook (2009) showed that customer 
support costs could be reduced by Internet technology and 
business operating costs. Travel trips are another type of cost 
caused by technology adoption (Krell & Matook, 2009). Teo 
and Pian (2003), found that SMEs can pay their document 
costs (e.g., document storage and manipulation costs) and 
document publication costs (e.g., catalog and brochure 
publication costs) through the adoption of the Internet 
technology. Second, differentiation refers to increasing 
the credibility and prestige of the organization. Providing 
new products and services to customers is one way to 
differentiate a company (Teo & Pian, 2003). Krell & Matook 
(2009) found that brand enhancement differentiates firms 
from discrimination. Third, proper growth can also mean it 
is vital to increase the organization’s market, grow sales, and 
organizational income, or increase customer satisfaction (Teo 
& Pian, 2003). Fourth, quality is one of the components of 
competitive advantage achieved using administrative areas, 
such as product and service quality, information quality, 
and quality of relationships with business partners (Krell & 
Matook, 2009), customer service quality (for example, quick 
responses. to customer inquiries, immediate follow up on 
customer claims and complaints), and transaction errors (Lai 
et al., 2006). 

H5: Competitive advantage has a positive impact on 
SMEs Sustainability

H6: Competitive advantage mediates the influence of 
creativity and SMEs Sustainability

H7: Competitive advantage mediates the influence of 
Intellectual capital and SMEs Sustainability

2.4.  SMEs’ Sustainability 

Sustainability can be defined as qualities that help 
serve, save, and maintain and have three widely accepted 
components: the environment, society, and the economy 
(Ciceri et al., 2010). Sustainability can help organizations 
gain a competitive advantage (Preuss, 2007). Kleindorfer 
& Singhal (2005) asserts that the practice of sustainable 
operations management (SOM) has a positive impact on 
an organization’s economic performance and supports it to 
minimize adverse impacts on society and the environment. 
According to Gotschol et al. (2014) and Suparno et al. 
(2019), internal environmental programs in organizations 
have a positive impact on the economic, environmental, 
and social performance of the organization because every 
investment in an environmental management program helps 
to gain economic benefits for the company in the long run. 
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Organizations should consider the term ‘green’ as a 
means to achieve a competitive advantage to go global and 
to increase market share because today’s highly educated and 
highly conscious customers prefer environmentally friendly 
products (Gotschol et al., 2014). Social sustainability 
practices help organizations achieve a more significant 
social reputation. Sustainability in this business requires 
entrepreneurial intentions to start a business.

3.  Research Methods and Materials 

3.1.  Study Design 

This study used a quantitative research method to 
acquire a detailed understanding of how creativity and 
intellectual capital can affect SMEs’ sustainability as well as 
understanding the mediating role of competitive advantage 
(see figure 1). 

The approach adopted in this study is a convenience 
random sampling method, which is widely used in 
entrepreneurship and SMEs’ sustainability research. In total, 
approximately 130 SME owners have participated in this 
quantitative research. After the validation process, we found 
that about seven questionnaires were returned incomplete. 
However, 123 questionnaires proved useful for further 
analysis. Participants were chosen from several SMEs’ 
in East Java in Indonesia through an online survey. The 
demographics respondents were male instead of females, 
with 65 percent and 35 percent, respectively (see Table 1).

3.2.  Measurement Development 

The first few questions were designed to measure 
creativity by adapting eight indicators from Amabile (2017). 
To measure SMEs’ sustainability, we adapted three indicators 
from Urban & Naidoo (2012). The intellectual capital 
was explained by 18 indicators from Jain et al. (2017) and 

Sharabati et al. (2010). Lastly, to understand the competitive 
advantage, we applied five indicators from Aboelmaged 
(2018), Jain et al. (2017), and Mahmood and Hanafi (2013 
Participants were asked to respond using a 5-point Likert 
scale ranging from 1, indicating “strongly disagree” to 5 
indicating “strongly agree.” The data analysis technique in 
this study used Structural Equation Modeling Partial Least 
Squares (SEM-PLS) with SmartPls 3.0 software tools.

4.  Results and Discussion 

4.1.  Assessment of Outer Model 

The first step of outer model assessment in PLS analysis 
is to ensure that it is reliable. A score of 0.6 - 0.8 indicates 
good construct reliability (Hair et al., 2014). For validity 
analysis, construct validity is applied since it is more relevant 
(Cronbach, 1995). Two sorts of validity tests were performed, 
convergent validity and discriminant validity. Convergent 
validity is the extent to which a measure positively correlates 
with another measure of the same construct. In examining 
the convergent validity of a measure in PLS, the average 
variance extracted (AVE) and item loadings are evaluated 
(Hair et al., 2013). An AVE value higher than 0.50 indicates 
that, on average, the construct explained more than half of its 
indicator variance. As such, the rule of thumb is that an AVE 
value greater or equal to 0.50 is acceptable (Hair et al., 2013). 

As shown in Table 1, the values of CR for each 
construct range from 0.91-0.97 which exceed 0.6-0.7 as a 
cut-off score, so the construct reliability is achieved. The 
convergence validity test results in some indicators (ic1, ic6, 
ic7, ic8, ic9, ic10, and ic11) which should be removed due 
to the items loading lower than 0.7. After the elimination, all 
the items are loading higher than 0.6 and the value of AVE 
for each construct ranges from 0.65-0.83, which exceeds the 
recommended value 0.5. Thus the convergence validity is 
achieved.

Figure 1: Theoretical Framework 
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Table 1: The demographic of respondents

S/No. Characteristics Frequency Percentage
1. Gender

Female 43 35
Male 80 65

2. Business area
Restaurant 59 48
Service 44 36
Fashion 20 16

3. No of years in the current company
> 10 years 29 24
7-9 years 18 15
4-6 years 29 24
1-3 years 29 24
< 2 years 18 15

4. Educational Background
Senior High School 61 50
Diploma 13 11
Bachelor degree 33 27
Postgraduate degree 9 7
Certificate level 7 6

5. No. of employees
1 – 4 94 76
5 - 19 26 21
20 - 99  3 2

6. Revenue per year
≤ 100 Million 81 66
> 100 juta–Rp200 Million 25 20
> 200 juta–Rp300 Million 15 12
> 300 Million 2 2

Table 2 shows the discriminant validity test in which 
items differ among constructs or measure distinct concepts. 
The AVE for each component should be greater than the 
squares of the correlation between the component and all 
other components (Fitch et al., 2005). On the other hand, the 
research model is considered to have a good discriminant 
when the correlation among the components is lower than 
the square root of the AVE (Fornell & Larcker, 1981).

4.1.  Assessment of Structural Model 

All the data was run using 500 bootstrapped samples, 
through 123 cases. The Variance Inflation Factor (VIF) 
coefficient is higher than 5.00 (Hair et al., 2014). The test 

results showed that the range of inner VIF is within 1.253 – 
2.324. Therefore, there is no collinearity problem.

4.1.1.  Path Coefficient 

We use the path coefficients to evaluate the structural 
models. The t-statistics was estimated using the bootstrap 
resampling procedure. According to Hair et al. (2013), the 
bootstrapping procedure is a non-parametric approach for 
estimating the precision of the PLS-SEM estimates. In this 
study, we ran all the data using 500 bootstrapped samples. 
As shown in Table 3, all of the hypotheses were significant 
since the range of p-value for each relationship is within  
0.00 – 0.033, less than 0.05 (see Figure 2).
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Table 2: Results of Measurement (Outer) Model

Construct Item Loading CR Cronbach Alpha AVE
SMEs Sustainability (SS) ss1 0.86 0.93 0.89 0.83

ss2 0.95
ss3 0.91

Intellectual capital (IC) ic12 0.81 0.95 0.94 0.65
ic13 0.85
ic14 0.78
ic15 0.80
ic16 0.84
ic17 0.84
ic2 0.70
ic3 0.75
ic4 0.83
ic5 0.82

Competitive Advantage (CA) ca1 0.75 0.91 0.89 0.69
ca2 0.85
ca3 0.84
ca4 0.88
ca5 0.81

Creativity (C) c1 0.89 0.97 0.96 0.81
c2 0.93
c3 0.92
c4 0.89
c5 0.90
c6 0.91
c7 0.87
c8 0.89

Table 2: Discriminant Validity

  C CA IC SS
Creativity (C) 0.90
Competitive Advantage (CA) 0.85 0.834
Intellectual capital (IC) 0.75 0.760 0.80
SMEs Sustainability (SS) 0.57 0.65 0.67 0.91

Table 3: Path Coefficients and Results of Hypotheses Testing

Hypotheses Relationship Beta T-value P-values Decision
H1 C → SS -0.13 0.97 0.33 Rejected
H2 C → CA 0.65 11.44 0.00 Accepted
H3 IC → CA 0.26 4.12 0.00 Accepted
H4 IC → SS 0.46 5.26 0.00 Accepted
H5 CA → SS 0.42 3.06 0.00 Accepted
H6 C → CA → SS 2.95 0.00 Accepted
H7 IC → CA → SS 2.45 0.01 Accepted
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4.1.2.  Model Fit 

According to Hair et al. (2014), model R-square indicates 
the model’s predictive accuracy. R-square values falling on 
or greater than 0.75 are considered as substantial, those that 
fall on 0.50 are considered moderate, and those that are 
0.25 are considered as weak (Hair et al., 2014). The results 
show that IC and C explain the 76.2 percent variances of 
CA, a substantial level of predictivity. Furthermore, C, IC, 
and CA explain 51.2% variance of SS, a moderate level of 
predictivity. In addition to evaluating the R2 value, the f2 
effect size test was employed. The assessment of the effect 
size f2 seeks to evaluate whether exogenous constructs 
have a substantive impact on endogenous constructs. Based 
on the guidelines provided by Hair et al. (2014), f2 values 
of 0.02, 0.15, and 0.35 respectively represent the small, 
medium, and large effect of the exogenous constructs on 
the endogenous constructs. The range of f2 is between 
0.263-0.898.  Specifically, the effect size of C and IC on 
CA was a large effect (f2 value is 0.898). However, the 
effect size of C, IC, and CA on SS was medium level (f2 
value is 0.263).

The results of this study answered seven hypotheses. 
The first hypothesis confirms that there is a direct positive 
impact of creativity on SMEs’ sustainability. The results 

of the study found that H1 was not a significant P-value of 
0.33. This result means that creativity does not affect SMEs’ 
sustainability. In this condition, participants who have 
participated in this research for creativity do not affect the 
sustainability of their business. The results of this study do 
not support the findings of Akhtar et al. (2015) and Jain et 
al. (2005). Creativity currently lacks positive appreciation in 
the company, where the sustainability of the business is not a 
definite guarantee in the future. 

The second hypothesis confirms that there is a direct 
positive impact between creativity and competitive 
advantage. The results of the study found that H2 was a 
significant P-value of 0.00. This result means that creativity 
affects competitive advantage. The results of this study 
support several studies by Akhtar et al. (2015), Bos-
Brouwers (2010), Amabile (2017, Chen (2019), and Jain et 
al. (2005) who stated that creativity has a positive effect on 
SMEs sustainability. Currently, SMEs have used new ways 
to achieve goals and objectives in their business. With new 
ideas and practical support with Information Technology 
(IT), SMEs will improve the performance and sales of their 
business (Bos-Brouwers, 2010). They will come up with 
new ways to improve the quality of their business (Chen, 
2019). With the conditions of this pandemic, Covid-19, good 
creative ideas can increase the current SMEs’ business.

Figure 2: Measurement and structural model estimation 
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With the development of IT, these SMEs’ have started 
to use new ways of carrying out their production (Kanama, 
2017). By having references from IT, they have creative 
solutions for various problems in the production process; 
this will make the sustainability of the SME business even 
longer (Styaningrum et al., 2020; Srikalimah et al., 2020). 
These SMEs also develop adequate plans and schedules to 
implement new ideas (Srikalimah et al., 2020). They always 
show their creativity in the tasks given. This creativity 
also has an impact on the competitive advantage, which is 
supported by the results of the research conducted by Berawi 
(2004) and Styaningrum et al. (2020),  who found that 
currently, the acquisition of raw materials at lower prices 
can be obtained from the creativity to get information from 
IT. The participants in this study can also offer various types 
of products with the creativity they produce and IT. They 
also have unique products that are difficult for competitors to 
imitate. With IT, SMEs can improve the right image before 
its customers (Ramdhani et al., 2017).

Meanwhile, the third and fourth hypotheses confirm 
a direct positive impact between intellectual capital on 
competitive advantage and SMEs’ sustainability. The 
results of the study found that H3 and H4 are significant 
p-values of 0.00. This result means that intellectual capital 
affects competitive advantage and SMEs’ sustainability. 
The results of this study support several studies that have 
been conducted by Inkinen (2015), Sharabati et al. (2010), 
Bahrami et al. (2011), Henri et al. (2017), Akhtar et al. 
(2015) who stated that intellectual capital has a positive 
effect on competitive advantage and SMEs’ sustainability. 
Currently, employers know that they have employees who 
have sufficient and appropriate experience to carry out their 
duties. Employees receive regular training programs, and 
they also have innovative ideas to increase company profits. 
Employees are also very competent in carrying out work. 
Moreover, employee turnover in the company is relatively 
low for the last two years (Sharabati et al., 2010).

The SMEs’ who were the participants of this study 
had well-documented systems and procedures. They also 
have systems and procedures that support innovation. 
SMEs currently use computer services and information 
technology for communication, coordination, and 
information distribution. The SMEs’ recruitment program is 
comprehensive in recruiting the best prospective employees 
(Sharabati et al., 2010). The SMEs obtain much valuable 
information about market needs and trends from customer 
data. The SMEs quickly resolves customer problems. They 
also take advantage of the wants and needs of the customer by 
continually trying to keep the customer satisfied. Currently, 
the company works together with suppliers to develop and 
improve product quality (Sharabati et al., 2010).

Furthermore, the fifth hypothesis confirms a direct 
positive impact between competitive advantages on SMEs’ 

sustainability. The results of the study found that H5 is a 
significant P value of 0.00. This result means that competitive 
advantage affects SMEs’ sustainability. The results of this 
study support several studies by Ciceri et al. (2010), Aziz 
& Samad (2016), Munoz & Kimmitt (2019), Qosasi et al. 
(2019), and Aboelmaged (2018) who stated that competitive 
advantage has a positive effect on SMEs’ sustainability. 
Currently, SMEs’ have obtained raw materials at a lower 
price and can offer various products. The company has a 
product that has a unique product design and is difficult for 
competitors to imitate. The company also has the right image 
before customers.

The sixth hypothesis confirms that there is an indirect 
positive impact between creativity on SMEs’ sustainability 
through competitive advantage. The results of the study 
found that H6 was a significant p-value of 0.00. This result 
means that creativity has an indirect positive impact on 
SMEs’ sustainability through competitive advantage. The 
results of this study support several studies by Mamun et 
al. (2017), Amabile (2017), and Styaningrum et al. (2020), 
that with creativity and entrepreneurship and the existence 
of several advantages obtained, SMEs’ sustainability can 
be achieved by increasing employment, sales turnover, and 
profits over the last two years.

The last hypothesis confirms an indirect positive impact 
between intellectual capital on SMEs’ sustainability through 
competitive advantage. The results of the study found 
that H7 was a significant p-value of 0.01. This means that 
intellectual capital has an indirect positive impact on SMEs’ 
sustainability through competitive advantage. The results 
of this study support several studies by Allameh (2018) and 
Styaningrum et al. (2020) that with intellectual capital and 
entrepreneurship, and the existence of several advantages, 
SMEs’ sustainability can be achieved by increasing 
employment, sales turnover, and profits over the last two 
years (Styaningrum et al., 2020).

5.  Conclusions 

This paper aims to explore how creativity and intellectual 
capital determines SMEs’ sustainability as well as examine 
the emerging role of competitive advantage in supporting this 
relationship. The findings showed that intellectual capital 
positively affects both competitive advantage and SMEs’ 
sustainability. Additionally, the result of this study confirms 
a robust relationship between intellectual capital and 
SMEs’ sustainability. However, partially, creativity failed in 
explaining SMEs’ sustainability. Lastly, this study confirmed 
that competitive advantage has successfully mediated both 
the influence of creativity and intellectual capital to SMEs’ 
Sustainability.

Creativity does not have a significant effect on SMEs’ 
competitive advantage, which means that creativity needs to 
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be robust to gain a competitive advantage and the SMEs’ 
sustainability. The need to create new ways and ideas to 
improve performance. First, universities around UKM 
need to conduct comprehensive training and mentoring 
for SMEs’ entrepreneurs with IT support to promote and 
carry out efficiency and product differentiation. Second, the 
information and communication office can create a digital 
platform for access to SMEs’ information and promotions. 
Third, the Trade and Industry Office can assist in tools, 
materials, and practical training in effective and efficient 
production processes. 

The limitation of this research is that it only involves 
participants in East Java; future research should involve 
SMEs throughout Indonesia to find their characteristics and 
uniqueness in sustainability. Nevertheless, this study can be 
the first step for relevant research of SMEs’ sustainability, in 
particular, Indonesia. 
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