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Abstract: Intellectual capital has been broadly studied in various countries, but
there is inconsistency in research findings where various researchers document
that intellectual capital is positively related to financial performance while a
vast array of studies find the contrary. This study examines this issue, centering
on financial firms listed on the Indonesia Stock Exchange (IDX). Intellectual
capital is measured as value added intelligent capital (VAIC), including human
capital efficiency (HCE), structural capital efficiency (SCE), and capital
employed efficiency (CEE), whereas financial performance is measured as
return on asset (ROA), return on equity (ROE), and market-to-book ratio (M/B).
Using panel regression analysis, our study provides evidence that VAIC is
positively associated with ROA and ROE. However, the relation of VAIC to
M/B is insignificant. We also find that HCE, SCE, and CEE affect financial
performance. Furthermore, our results show that each subsector renders
different intellectual capital contributions to firm financial performance.
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1 Introduction

The number of companies continues to increase every year in Indonesia.
This increase also prompts firms to be more innovative in running
business so as to improve their financial performances by being more
competitive. Financial performance is a firm's ability to manage and
control its resources (IAI, 2012). A vast array of companies, especially
those in the financial sector, experience financial performance volatility.
Research pertaining to factors that affect the fluctuations in firm financial
performance has been widely conducted in various countries. One of the
determinants that affect financial performance is intellectual capital (Ting
and Lean, 2009).

Intellectual capital is a source of intangible wealth for a company in the
form of employee knowledge, customer relationships, innovation,
computer systems and administration, and the ability to develop
technology. In the globalization era, intellectual capital is of paramount
importance since there has been a shift in business paradigm from labour-
intensive to knowledge-based business model. A knowledge-based
business is predicated on acquiring, managing, and executing ideas and
information to create competitive advantage. The development of
increasingly advanced technology and information has rendered labour-
intensive businesses no longer the dominant players that gain and sustain
competitive advantage. Rather, resources that have become more valuable
and the primary focus of modern firms are intangible assets, such as
innovation, information systems, knowledge of technology, and
orchestration of resources owned (Firer and Williams 2003).

Since the 1990s, intellectual capital has been mulled pivotal, and become
the gist of research on various fields such as accounting, information
technology, and others (Firer and Williams 2003). Many firms believe that
enhancing intellectual capital will significantly increase their values and
competitive advantages. According to Nazir et al. (2020), not only do
investors evaluate a firm's financial statements, but also the management
of intangible, nonfinancial assets. This perspective drives companies to
focus on advancing their ICs to attract more investors, thereby boosting
their overall values. Resource- based view (RBV) supports the notion that
intellectual capital affects firm financial performance. A company that
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organizes and maintains its resources well can build and leverage its
competitive advantage, thus improving its financial performance in the
long run (Grant 1991). Stakeholder theory also encourages firms to
orchestrate their resources to create added value, which leads to higher
financial performance and provides benefits to stakeholders (Freeman et al,
2018)

Evidence of the effect of intellectual capital on firm financial performance
has been reported by research in various countries. Studies conducted by
Tan et al. (2007) in Singapore, Alipour (2012) in Iran, Li and Xu (2020) in
China, Shaneeb and Sumathy (2021) in India, and Nguyen (2024) in
Vietnam show that intellectual capital is related to financial performance.
However, research by Firer and Williams (2003) in South Africa, Joshi et
al. (2013) in Australia, CDZenopoljac et al. (2016) in Serbia, and Mollah
and Rouf (2022) in Bangladesh documents contrary evidence that the
nexus between intellectual capital and financial performance is
insignificant.

Since intellectual capital is highly relevant to current business dynamics,
and previous research findings have been inconsistent, we examine the
effect of intellectual capital on financial performance of firms in the
financial industry listed on the Indonesia Stock Exchange during 2012-
2023. The financial sector is compelling in this context as it is one of the
industries that see greatest intellectual capital contributions to firm
performance. This notion is even more magnified for the banking
subsector, which has more homogeneous employees relative to other
subsectors with respect to intellectual elements (Kubo 2002). Moreover,
the financial sector has shown resilience or remained stable amid
weakening global economic conditions. The Indonesian Financial Services
Authority (OJK) reveals that during 2023, publicly listed firms recorded
an increase in profitability by 3.36%. In the finance company subsector,
financing receivables grew by 15.02% whereas in the banking subsector,
credit distribution funds and third-party grew by 8.99% and 3.43%,
respectively. Meanwhile, in the non-bank financial subsector, accumulated
insurance premium income increased by 3.54% (OJK 2024). These
indicate that the financial sector in Indonesia still enjoyed robust growth
rates despite slower world economy and higher global uncertainty.
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2 Literature Review
Resources-based View Theory (RBV)

RBYV theory integrates the elements of resources and capabilities (the
ability to organize resources) to create core competencies of a firm. The
focus of this theory is on how companies utilize resources effectively and
efficiently so as to build and leverage competitive advantage that leads to
increased profitability. According to Grant (1991), company resources and
capabilities are the salient factors in formulating strategy and the main
sources of profitability. Understanding how resources, capabilities, core
competencies, competitive advantage, and profitability coalesce is the key
to this theory. Industry attractiveness and competitive advantage are two
factors that determine a company's profitability. The availability of
resources and the ability to orchestrate them will hone a company's
competitive advantage and an industry’s attractiveness.

Stakeholders Theory

Stakeholders are groups or individuals who affect and are affected by an
organization’s policy and activities. This theory posits that stakeholders
seek opportunities to obtain information about firm activities and be
involved in the decision-making process (Freeman et al, 2018). According
to Ulum (2008), companies strive to improve their performances beyond
what stakeholders have expected, and will voluntarily provide information
regarding performance achieved and intellectual capital they have. The
stakeholder theory encourages firms to maintain resources and manage
them to create added value, thereby benefitting the stakeholders and
strengthening financial performance.

Financial Performance

Financial performance is mostly used to assess the achievements of a
company every year, whether it is in accordance with company objectives
and strategy. In other words, performance evaluation purports to measure
the success of a firm in managing its capital and its ability to make profit
every year (IAIL, 2012). According to Brigham et al. (2014), financial
ratios are one of the approaches to gauging firm performance. Financial
ratios are divided into five categories: (1) liquidity ratios, (2) activity
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ratios, (3) leverage ratios, (4) profitability ratios, and (5) market ratios.
Intellectual Capital

Intellectual capital is an intangible asset possessed by an entity, and seen
as knowledge embedded in a company that can create value for the
company (Pulic, 2000). Intellectual capital encompasses all sources of
intangible wealth, both internal and external, of the company. Several
forms of intangible resources are employee knowledge, firm innovation,
computer systems and administration, proprietary technology, customer
relationships, etc. According to Bontis (1998), there are three components
that form intellectual capital: (1) human capital (HC), which is the
expertise and competence possessed by employees in a company; (2)
structural capital (SC), which includes corporate culture, organizational
processes, information and technology systems, patents, network systems,
and financial relations; (3) capital employed (CE), which indicates the
company's ability to manage available assets. CE can take the forms of
building, land, equipment, and/or technology. The higher the value of
capital employed by a company, the more efficient the management of
intellectual capital in the firm is.

Previous Research

The effect of intellectual capital on financial performance has been
observed in many countries. In Vietnam, Nguyen (2024) conducted
research on Vietnamese firms during the period of 2028-2021, and finds
that intellectual capital shows a positive effect on firm performance.
Similarly, intellectual capital components such as human capital efficiency
(HCE), structural capital efficiency (SCE), and capital employed
efficiency (CEE) are positively linked to firm performance. Interestingly,
financial crisis affects intellectual capital positively whereas COVID-
19 exerts a negative impact on firm performance.

Xu and Liu (2022) studied the effect of intellectual capital on the financial
performance of manufacturing firms in Korea from 2013 to 2018. Using
the modified and extended value-added intellectual coefficient (VAIC)
and profitability, productivity, and market value as instruments for
financial performance, their study shows evidence that intellectual capital
is a key driver to creating value for Korean manufacturers.
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In India, Shaneeb and Sumathy (2021) used a sample of 10 companies in
Indian textile industry to analyze the effect of intellectual capital on firm
financial performance. Their results reveal that intellectual capital
enhancement will improve the profitability (i.e., return on assets) of textile
companies although it does not improve productivity.

In a similar spirit, Li and Xu (2020) examined this relationship in the
manufacturing sector in China. Their research reports that intellectual
capital shows a positive impact on corporate revenues and profitability,
but its relation to productivity is insignificant. They harnessed several
intellectual capital components, such as human capital efficiency (HCE),
structural capital efficiency (SCE), and relational capital efficiency (RCE),
which turn out to exert different impacts on corporate performance. They
also document that physical capital is the largest contributor to the
performance of manufacturing firms in China.

Using a sample of 2,090 nonfinancial firms registered in 14 Western
European countries (i.e., Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Ireland, Italy, Netherlands, Portugal, Spain, Sweden,
and United Kingdom) during 2004-2015, Sardo and Serrasqueiro (2016)
provide evidence that return on assets (ROA) and Tobin's Q are positively
related to intellectual capital.

The impacts of intellectual capital on 39 insurance firms listed on the Iran
Stock Exchange during 2005-2007 were investigated by Alipour (2012).
Controlling for size, leverage, and return on equity (ROE), her study finds
a positive correlation between ROA and value-added intellectual
coefficient (VAIC) components, i.e., human capital (VAHU), capital
employed (VACA), and structural capital (STVA).

Meanwhile, a study in Singapore by Tan et al. (2007) was conducted on
150 issuers on the Singapore Stock Exchange for the period of 2000-2002.
Their findings indicate that financial performance proxied by ROE,
earnings per share (EPS), and associated share repurchases (ASR) is
associated with intellectual capital. In addition, each industry is found to
have different intellectual capital contribution to firm performance.

Chen et al. (2005) collected a sample of 4,254 enterprises from 1992 to
2002 to investigate the intellectual capital-financial performance relation.
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Their research demonstrates significant effects of intellectual capital on
growth of revenues (GR), ROA, market to book ratio (M/B), and
employee productivity (EP). Furthermore, investors set varying values on
the three VAIC components. Research and development (R&D) spending
shows favorable and noteworthy impacts, providing further details on
structural capital.

Hypotheses

Intellectual capital as the mainstay of intangible assets can take the forms
of knowledge possessed by employees, innovation carried out by the
company, computer systems, technology advancement, customer
relationships, and others (Pulic, 2000). Resources-based view of the firm
(RBV) postulates that intellectual capital affects firm financial
performance. A company that develops and manages its resources
successfully is more likely to enjoy competitive advantage, enabling the
firm to enhance its financial performance (Grant 1991). Stakeholder
theory also encourages firms to organize their resources in order to create
added value, leading to stronger financial performance as well as larger
benefits to stakeholders (Freeman et al. 2018). The nexus between IC and
firm performance was investigated by Nguyen (2024), Xu and Liu (2022),
Shaneeb and Sumathy (2021), Li and Xu (2020), Sardo and Serrasqueiro
(2016), Soetedjo and Mursida (2014), Alipour (2012), Tan et al. (2007),
Chen et al (2005) with mixed findings. In this study, we conjecture that:

H1: Intellectual capital is positively related to firm financial
performance.

Predicated on Hudson (1993) and Bontis (1998), human capital (HC) is
the expertise and competencies possessed by employees in a company. HC
is one of the most valuable assets to a modern business since it is a source
of innovation for strategic analysis, formulation, and implementation.
Capital employed (CE) is the firm's capability of managing funds
available in the form of capital assets, such as building, land, equipment,
and/or technology. Meanwhile, structural capital (SC) includes corporate
culture, organizational processes, information and technology systems,
patents, network systems, financial relations, and others. SC is intertwined
with organizational structure and mechanisms that support leaders and
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employees in optimizing overall knowledge. Each of those components
may affect firm financial performance. Hence, our subsequent hypotheses
are:

H2a: Human capital is positively related to firm financial
performance.

H2b: Structural capital is positively related to firm financial
performance

H2c: Capital employed is positively related to firm financial
performance.

Modern business paradigm has shifted from labour-based business model
to knowledge-based one whereby intellectual capital plays a pivotal role
for the success and sustainability of a company. Although conventional
wisdom predicts that the firm’s assets and capabilities contribute to its
profitability, each business has unique approaches to identifying the
amount of intangible assets and capacity required to compete effectively.
Consequently, companies in different industries own and deploy different
amounts of assets and capacity to run their operations. Some businesses
rely more on physical assets, other companies financial assets, while some
others intellectual capital (Tan et al., 2007). Joshi (2013) and Tan (2007)
present evidence that every industry sees different intellectual capital
contributions. Accordingly, we conjecture that:

H3: The contribution of intellectual capital to financial performance
is different for each subsector of the financial industry.

3 Data and Methods

Independent Variable Measurements

Following Pulic (2000), there are six stages in estimating VAIC, described
as follows:

VA s Output - Input ..o (1)

VACA © VA CE.. oo oo )
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VAHU : VA/HC i 3)
SC VA —HC. 4)
STVA : SC/ VA (5)
VAIC : VACA + VAHU + STVA L (6)
where:

VA is value added; output is revenues; input is operational expenses; CE
is capital employed measured as total assets; HC is human capital
measured as employee expense; SC is structural capital; VACA is value
added capital employed; VAHU is value added human capital; STVA is
structural capital value added; VAIC is value added intellectual coefficient.

Dependent Variables

Firm financial performance is the dependent variable in this study. Several
financial ratios are utilized to proxy for financial performance: (1) ROA,
(2) ROE, and (3) M/B. Those ratios are measured as follows:

ROA : Operating profit / Total asset.............cooeviiiiiiiiiiiiinnnn, (7)

where:

Market value is measured as stock price * number of shares outstanding;
book value is common equity on the firm’s balance sheet.
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Control Variables

We control for size and leverage. The following equations show the
measures for size and leverage (Firer and Williams, 2003):

Size  :Log Total ASSELS ..o.vviuiintiiiiiiiiie e e (10)

Lev 1 LiabilitieS / ASSES ..uviuiintitiiieiieteeiiiiee e et e eaeaene e (11)

4 Empirical Results

This study uses data on financial sector companies listed on the Indonesia
Stock Exchange (IDX) for the period of 2012-2023. The data were
collected from the annual reports of those public firms, available either on
their websites or on Eikon. A sample was created with the following

criteria:
Table 1: Sampling Criteria
Stage Sample Characteristic Number of
Sample Firms

1 Companies were included in the 63
financial sector listed on the IDX from
2012 to 2023

2 Firms did not publish complete and (0)
audited financial statements from 2012
to 2023

3 Firms reported net losses during 2012- (28)
2023

4 Companies had negative VAIC values (6)
during 2012-2023

5 Minimum number of sample firms in 4)

each subsector was three companies
Number of sample firms used 25
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Table 1 presents the criteria of sample firms used in this study. The final
sample comprises 25 companies from the financial sector, with an
observation period of 2012-2023. Thus, we get 300 firm-year observations.
Data analysis is conducted in two parts. First, we merge all data from the
financial sector and run univariate analysis, classical assumption tests, and
hypotheses testing. In the second part, we extend the analysis into
subsectors in the financial industry. There are five subsectors in the
Indonesian financial industry: (1) banking, (2) securities and investment
banking, (3) insurance, (4) finance, and (5) other subsectors. Out of those
five subsectors, we include three subsectors in our analysis: banking,
insurance, and finance subsectors. Unfortunately, securities and other
subsectors are excluded since they do not meet one of our sample criteria
that require each subsector to contain at least three companies.

This study conducts classical assumption checks, including normality,
autocorrelation, multicollinearity, and heteroskedasticity tests to ensure
that data used are accurate, unbiased, and consistent. In unreported tests,
we find that our data are accurate and consistent. Moreover, we employ
the heteroskedastic robust standard errors in all regressions. Table 2
presents the descriptive statistics of our data.

Table 2: Descriptive Statistics

Variable and N Minimum  Maximum Mean Standard

Measurement Deviation
ROA 300 0.0007 0.1090 0.0259 0.0202
ROE 300 0.0083 0.2880 0.1098 0.0625
M/B 300 0.0070 4.7793 1.1305 0.8686
VAIC 300 0.7500 30.436 3.5836 2.4260
SIZE 300 26.309 35.315 31.247 2.2829
LEV 300 0.0523 1.1822 0.7387 0.1857

Subsequently, we examine our research hypotheses using the following
regression equations:

FFPit = a + B1VAICit + B2SIZEi + BsLE Vit + eit (12)
FFPi=a + B4HCEj + BsSIZEi: + PBsLE Vit + eit (13)
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FFPit=a + B7SCE;t + BsSIZEj + BoLE Vit + et (14)
FFPit=a + B1oCEEi + B11SIZEit + B12LE Vit + eit (15)
where:

FFP is firm financial performance, proxied by ROA, ROE, and M/B;
VAIC is value-added intellectual capital; HCE is human capital; SCE is
structural capital; and CCE is capital employed.

Models in the panel data regressions are further tested using Chow,
Hausman, and Lagrange Multiplier tests for comparison purposes.

The nexus between intellectual capital and firm financial performance

We regress firm financial performance proxies on intellectual capital.
Table 3 reports the results of panel data regressions that examine the first
hypothesis.

Table 3: The Results of Regressions of Financial Firm Performance on

Intellectual Capital
Variable ROA ROE M/B
Coefficient Coefficient Coefficient
Constant 0.1308%** 1.2731%** 0.3299
(4.80) (6.47) (0.21)
VAIC 0.0037***  0.0068*** 0.0100
(15.26) (6.41) (0.49)
SIZE -0.0034***  .(0.0430%** 0.0166
(-3.77) (-6.94) (0.31)
LEV -0.0182%**  (0.2102%** 0.3334
(-2.84) (7.17) (0.66)
Adjusted R2 0.4976 0.6946 0.0067
Firm fixed effect No Yes No
Year fixed effect No Yes No
F-statistic 99.7226***  16.1926*** 0.3303

t-stats are in parentheses. ***, ** and * denote significance levels of 1%,
5%, and 10%, respectively.

As presented in Table 3, the regression results are highly significant when
ROA and ROE are used as proxies for firm financial performance. On the
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contrary, M/B as the dependent variable produces insignificant findings.
This indicates that VAIC is strongly linked to accounting performance, but
its relation to market performance is weaker or even not prevalent.

We find that VAIC is positively and significantly related to both ROA and
ROE, thus substantiating our conjecture. An increase by one point in
VAIC will lead to a higher ROA by 0.04% and a higher ROE by 0.07%.
However, our results do not show a significant relation between VAIC and
M/B. Companies may have valuable intellectual capital such as patents,
copyrights, trademarks, special expertise, etc., but it might be difficult to
assess their economic values quantitatively such that the capital markets
cannot fully incorporate the contributions of intellectual capital when
valuing firms. Furthermore, firm value is affected by many factors
including state of the economy, market sentiment, speculation, herding
behavior, and others. As a consequence, even though a company possesses
strong intellectual capital, the company's market value may not quickly or
accurately reflect the worth of intellectual assets due to market volatility
or changing investor perception. Similar findings are revealed by Firer and
Williams (2003) in South Africa, Joshi et al. (2013) in Australia,
CDzenopoljac et al. (2016) in Serbia, and Mollah and Rouf (2022) in
Bangladesh.

Meanwhile, firm size is negatively associated with firm financial
performance. This confirms the notion that larger firms face more
complexity that engenders lower financial performance relative to smaller
firms. Leverage is found to affect ROA negatively but ROE positively,
indicating that leverage tends to benefit common stockholders more than
other types of investors.

The relation between intellectual capital components and firm
financial performance

We then regress firm financial performance proxies on intellectual capital
components (i.e., HCE, SCE, and CCE), and document the results in Table
4.

Table 4: The Results of Regressions of Firm Financial Performance on
Intellectual Capital Components

Variable ROA ROE M/B
HCE 0.0034*** 0.0058%** -0.00018
(13.70) (5.48) (-0.01)

SCE 0.0535%*** 0.1409%** 0.3118
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(12.34) (8.68) (0.95)
CEE 0.0290%*** 0.0249 0.1331
(3.14) (0.78) (0.23)
Firm fixed No Yes No
effect
Year fixed No Yes No
effect

t-stats are in parentheses. ***, ** and * denote significance levels of 1%,
5%, and 10%, respectively.

The regression results show that human capital (HCE) is positively and
significantly associated with both ROA and ROE. A one-point increase in
HCE will prompt to a higher ROA by 0.03% and a higher ROE by 0.06%.
Consistent with our main findings on VAIC, HCE does not seem to affect
M/B.

We also find that structural capital (SCE) positively affects ROA and ROE.
In addition, the coefficients on SCE are relatively large. An increase by
one point in SCE will improve ROA by 5.35% and ROE by 14.09%.
Financial firms in Indonesia need to pay more attention to structural
capital efficiency as its improvement could strengthen accounting
performance by a large magnitude.

Meanwhile, capital employed (CEE) is positively and significantly related
to ROA, but not with ROE and M/B. In the practical estimation, an
increase in CEE by one point is associated with an increase in ROA by
2.90%. Hence, these findings generally confirm our second conjecture.

These findings are in line with Nguyen (2024). HCE measures how
effective a firm harnesses its employee expertise to spur productivity and
innovation, leading to higher ROA and ROE. SCE assesses the efficiency
of systems, processes, and structural technologies in supporting firm
operations. Companies with higher efficiency are more likely to enjoy
stronger financial performance. Meanwhile, capital employed efficiency
(CEE) refers to the efficiency level at which a business utilizes its assets to
generate profit. Higher asset utilization efficiency leads to productivity
improvement, output optimization, operating cost reduction, and
eventually stronger financial performance.

HCE, SCE, and CEE do not show significant relations with market
performance measured as M/B. As discussed above, M/B involves market
capitalization conceptually defined as the present value of future free cash
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flows of an entity. Hence, although intellectual capital is indirectly taken
into account when estimating future cash flows, stock price determination
might be dominated by a vast array of factors such as economic conditions,
investor perception, industry sentiment, momentum, etc.

The contribution of intellectual capital to financial performance for
each subsector in the financial industry

Table 5 illustrates the results of testing the panel data regression analysis
model and selecting an effective model for each equation for hypothesis 2.

Table 5: The Results of Regressions of Financial Performance on Intellectual
Capital (VAIC) for Subsectors in the Financial Industry

Subsector ROA ROE M/B
Banking 0.0035%** 0.0220%** 0.0880
(7.20) (5.48) (1.09)
Finance 0.0056%** 0.0013%** 0.1200%**
(6.24) (4.60) (3.06)
Insurance 0.0030%** 0.0047%** 0.0470
(5.23) (2.58) (1.22)

t-stats are in parentheses. ***, ** and * denote significance levels of 1%,
5%, and 10%, respectively.

As reported in Table 5, the relation of intellectual capital to firm financial
performance is positive and highly significant for all subsectors of the
financial industry, i.e., banking, finance, and insurance, when we measure
financial performance as accounting performance (ROA and ROE). On the
other hand, when market performance is used (M/B), the positive and
significant link between intellectual capital and market performance only
exists for the finance subsector.

In general, the positive effect of intellectual capital on firm financial
performance applies to all subsectors in the Indonesian financial industry.
One piece of our findings that depicts a difference is, intellectual capital is
positively related to both accounting and market performances for the case
of finance subsector whereas for banking and insurance subsectors,
intellectual capital is related only with accounting performance.

Each subsector in the financial industry designs and implements
distinctive intellectual capital strategies to compete effectively. For
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instance, finance companies focus on credit analysis and risk management,
so they harness intellectual capital more directly compared to banks that
have more diverse products or insurance firms that have a longer horizon.
In addition, each subsector has different organizational structure and
regulations that affect the ownership and development of intellectual
capital. A subsector with cut-throat environment is pressured to adapt
quickly, making intellectual capital more influential on enhancing
financial performance.

5 Conclusion

Using a sample of Indonesian listed companies in the financial industry
during 2012-2023, this study corroborates the hypothesis that intellectual
capital is positively related to firm financial performance measured as
ROA and ROE. This indicates that firms with more optimal intellectual
capital management is more likely to enjoy stronger financial performance.
Firms in the financial sector have to build and extend intellectual capital
so as to increase added values and enhance their financial performances.
Hence, a myriad of financial companies have invested in intellectual
capital inasmuch as they understand how pivotal intellectual capital is to
gain and maintain competitive advantage.

The results of this study substantiate the RBV, showing that companies
that possess and manage their resources well will attain competitive
advantage, and thus improve their financial performances in the future
(Grant 1991). Moreover, our findings also support the stakeholder theory
that encourages companies to boost up financial performance to benefit all
stakeholders (Freeman et al., 2018). Our empirical evidence also
corresponds with Tan et al. (2007) in Singapore, Alipour (2012) in Iran, Li
and Xu (2020) in China, Shaneeb and Sumathy (2021) in India, and
Nguyen (2024) in Vietnam.

When intellectual capital is dissected into several components, we observe
a persistent relation between intellectual capital and financial performance.
Human capital efficiency (HCE) and structural capital efficiency (SCE)
exhibit positive effects on firm financial performance measured as ROA
and ROE. Their relations to M/B are not significant. Meanwhile, capital
employed efficiency (CEE) is positively linked to financial performance
measured as ROA.
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Our results also provide empirical evidence that the relation of intellectual
capital to firm financial performance is positive and significant for all
subsectors in the Indonesian financial industry. Nevertheless, intellectual
capital is positively related to both accounting and market performances
for the case of finance subsector whereas it is only associated with
accounting performance for banking and insurance subsectors.

6 Policy and Practice Implications

Although intellectual capital is undoubtedly an important element of a
firm, it is difficult to measure as it involves intangible assets. Companies
must be able to attain efficiency in structural capital (SCE) by conducting
regular evaluation of their operational procedures and processes.
Meanwhile, companies need to optimize human capital efficiency (HCE)
by creating work environments that uplift employee welfare and
satisfaction (e.g., providing performance-based compensation, work
flexibility, training and development), thus reducing turnover and
improving performance. Subsequently, firms can increase capital
employed efficiency (CEE) by optimizing the acquisition, management,
and utilization of assets.

This study’s findings show that intellectual capital is not significantly
related to market performance since the capital markets may not be able to
fully incorporate the contributions of intellectual capital into stock prices.
As a matter of fact, firm value is affected by many factors including state
of the economy, market sentiment, speculation, herding behavior, etc.
Hence, companies should manage factors that affect market perception,
such as reputation, brand equity, investor relations, etc. For instance,
reputation and perceived prospect can be improved by launching
marketing campaigns that demonstrate success and innovation, or that
aspire social involvement and corporate responsibility.

To investors, empirical results in this study provide insights into programs
carried out by a firm, such as employee training and development, talent
retention strategy, etc., that may shed some light on the company's
potential of superior financial performance. Investors can also observe the
efficiency and innovation embedded in the company as part of the effort to
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diversify their portfolios and maximize expected returns.

Further research should expand the sample by including other strategic
groups and/or industries. Furthermore, multinational comparisons with
respect to the contribution of intellectual capital to firm performance can
be conducted between developed and developing countries, considering
that different opportunities and challenges may arise across nations. Future
research can also employ qualitative analysis, such as the Delphi method,
to develop relevant and accurate intellectual capital constructs.
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