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ABSTRACT
The purpose of this study is to know how social capital affects the performance of Micro,
Small, and Medium Enterprises (MSME) with an industrial firm as a control variable. The
social capital theory states that MSME is composed of three dimensions: the structural
dimension, the relational dimension, and the cognitive dimension. The second objective of
the study is to know the relationship between each dimension of social capital and the
performance of MSME with firm industry as control variable. The population of this study is
MSME listed as members of APKB (Association of Employers in Batu City), a community
under the PLUT K-UMKM Batu, East Java, with a total sample of 58 respondents. The
sampling technique used is the simple random sampling. Data analysis used is a multiple
linear regression analysis. The result of the study shows that social capital consisting of
structural dimension, relational dimension, and cognitive dimension simultaneously influence
the performance of MSME. The structural dimension partially has no effect and is negative to
the performance of MSME. The relational dimension partially has a significant effect on the
performance of MSME. The cognitive dimension partially does not affect the performance of
MSME. The dimension of social capital simultaneously affects the performance of MSME
controlled by the industrial firm. The structural dimension partially has no effect and is
negative to the performance of MSME controlled by industrial firm. The relational dimension
partially has a significant effect on the performance of MSME controlled by the industrial firm.
The cognitive dimension partially does not affect the performance of MSME controlled by the
industrial firm. The industrial firm affects the performance of MSME.
KEY WORDS
Social capital, structural dimension, relational dimension, cognitive dimension, small and
medium enterprises, performance, industrial firms.
The development of MSME has contributed considerably in the economy of a country,
not to mention Indonesia. In Indonesia, the sector plays a big role in the economic field.
Based on the Central Bureau of Statistics, within the period of 1997-2013, the number of
companies categorized as MSME reached 99.99% of the total business units in Indonesia. In
addition, the employment opportunities created by MSME are far bigger than the large
companies or business do (Tambunan, 2009). The Central Bureau of Statistics confirms that
97% of the workforce in Indonesia is absorbed by MSME. Therefore, MSME are expected to
continue to help to reduce unemployment whose numbers tend to increase every year.
Referring to the large contribution of MSME, the sector itself is facing various issues
leading to weak competitiveness. The issues include lack of access to information, such as
market information, marketing expertise, information related to legal licensing and
bureaucracy, and most importantly the difficulty of accessing information on funding, loans or
credit (Isaac, 2005; Tambunan, 2009). Limited access to information has made MSME to not
able to clearly direct the development of its business—this has led to some stagnancy. The
ability to access such information becomes an important capital for MSME, not only for
economic life but also for other social aspects. Such capital is included in social capital.
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Social capital is a set of processes of interpersonal relationships sustained by networks,
values, norms, and social beliefs that enable efficient and effective coordination and
cooperation among members of a group for mutual benefit (Cox 1995, Fukuyama, 1995).
Social capital is a resource required by individuals or groups to have a more durable network
of institutional relationships to recognize and value each other. In such relationships, strong
attachment and mutual trust based on certain similarities is a major adhesive factor that can
be called social capital. Just as in running a business, one entrepreneur will definitely relate
and interact with other entrepreneurs—this is the underlying of social capital—as humans are
social beings. The relationship between entrepreneurs is so far less calculated, because
some studies explained that social capital can affect the performance of a business
especially on MSME (Partanen et al., 2008; Pinho, 2011; Prasad et al., 2012; Camps and
Marques, 2013; Stam et al., 2013; Castillo and Smida 2015; Clarke et al., 2016). Kimbal
(2015) emphasizes that societies with strong social capital can provide many positive
contributions to the survival of small businesses. In contrast to previous research, Felicio et
al. (2014) have found that social capital does not affect the performance of MSME. Pratono
and Mahmood (2014) also mentioned that in the context of MSME in Indonesia, social
relationships with strong internal and external networks could have a negative impact on
company performance.
In addition to examining the effect of social capital on the performance of MSME, the
researchers also use a control variable that is the industrial firm to help find out whether a
difference exists in term of performnace of MSME to avoid bias in conclusions. In addition,
according to Stam et al. (2013), the strength of social capital performance in MSME depends
on the age and type of MSME.
LITERATURE REVIEW
Structural Dimension. The structural dimension is defined as the pattern of
relationships between the organizers about who must be reached and how to reach those
people. This dimension reflects a wide network of relationships that facilitate the exchange of
information and improve the quality of information so as to make work more efficiently and
effectively. Nahapiet and Ghoshal (1998) divide the structural dimension into two, i.e.
network ties and network cofigurations. Network ties are the strength of networking ties
between members both inside and outside the organization. Network ties act as channels of
information transmission that provide access to resources, improve the efficiency of
information diffusion, and minimize redundancy (Prasad et al., 2012). Network cofiguration is
a description of the various activities related to building and maintaining the network. The
structural dimension, in several previous studies, has shown a positive effect on the
performance of MSME (Partanen et al., 2008; Prasad et al., 2012; Camps and Marques,
2013; Clarke et al., 2016). Meanwhile, Chengke and Junshu (2013) mentioned that the
relationship between the structural dimension of social capital and performance is not
significant.
Relational Dimension. This dimension focuses on the specific relationships that
individuals have, such as respect and friendship that can influence the behavior of business
actors in making decisions. The relational dimension is measured by trust, norms, obligations,
and identification (Pertanen et al., 2008; Prasad et al., 2012; Camps and Marques, 2013).
Trust is a willingness to take risks in the social relationships based on feelings of confidence
that others will do something as expected. Economic activities built with trust will create
positive interactions, which will be mutually beneficial to each other. Norms are a set of rules,
understandings, values, and expectations that are believed and executed by a group of
people--these are expected to be obeyed. The presence of norms becomes very important in
business activities, as norms will help to realize healthy economic activities. Obligation is a
commitment to perform certain actions in the future. Obligation can be a substitute for a
formal contract involving the responsibility of a person or group in carrying out mitigation
efforts with a hope to reduce disaster risk based on trust. Identification is a process whereby
individuals perceive themselves as one part with others. Strong identification can enhance
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information exchange and encourage individual willingness to work together, communicate,
and share knowledge (Mani and Lakhal, 2015). Relational dimension plays an important role
in starting and maintaining social relationships as well as business relationships, and even in
playing strategic alliances in MSME (Pertanen et al., 2008).
Cognitive Dimension. The cognitive dimension is defined as a common understanding
of the collective goals to be achieved so as to support cooperation among social capital
actors. This dimension refers to a resource that describes the similarities between social
capital actors such as a shared language, shared interpretations, and shared orientations
(Nahapiet and Ghoshal, 1998). A shared language is used to exchange knowledge and
information to make it easier. Shared language can facilitate MSME access in networking
and help them in building relationships. (Prasad et al., 2012; Camps and Marques, 2013).
Shared interpretations are indirect communication, but such communication can be easily
understood. Shared interpretations concern the meaning, impression, opinions, or views of
an object resulting from profound thought and strongly influenced by the background of the
person doing the interpretation. Shared interpretations have a positive influence on the
company’s ability to create joint knowledge in adapting and innovating MSME (Pertanen et
al., 2008). Shared orientations are the underlying view to determine the attitude (direction,
place, and so forth) between individuals. Shared orientations become important in MSME as
the same purpose will make it easier to achieve individual goals or even common goals.
Members of a group with shared orientations will be deeply committed to achieving the goals
of both individual and collective goals (Mani and Lakhal, 2015).
Industrial firm. The industrial firm is defined as the difference of concentration and the
field of business undertaken by the company in conducting its business. Each company has
its own industrial firm and all types of businesses have unique characteristics. Each industrial
firm certainly has different sources of profit and risk, so the company policy will also be
different. According to Stam et al. (2013), the strength of social capital performance in MSME
depends on the age and industrial firm of the MSME. Ashari et al. in Suwito and Herawaty
(2005) also state that the industrial firm has a significant effect on earning management.
Meanwhile, Suwito and Herawaty (2005) found no significant influence between the industrial
firm and earning management because each industrial firm has the same goal.
MSME Performance. Performance refers to the success rate of MSME as a whole
during certain period in carrying out its duty compared with predetermined standards, targets,
or criteria. In relation to social capital, Clarke et al. (2016) use growth, internationalization,
and competitiveness in measuring the performance of MSME. Prasad et al. (2012) use
financial operational, operational performance, and time-based performance to measure
performance. Felicio et al. (2014) use sales, profits, firm size, general performance, and
performance relations. Mani and Lakhal (2015) use net profit, sales growth, cash flow, and
growth of net worth.
According the the explanation, the hypotheses of the study are as follows:
H1: There is a significant simultaneous effect between social capital variables
consisting of structural dimension, relational dimension, and cognitive dimension on the
performance of MSME.
H2: There is a partially significant effect between social capital variables consisting of
structural dimension, relational dimension, and cognitive dimension on the performance of
MSME.
H3: There is a significant simultaneous effect between social capital variables
consisting of structural dimension, relational dimension, and cognitive dimension on the
performance of MSME on the industrial firm consisting of food and beverage industry and
handicraft industry.
H4: There is a partially significant effect between social capital variables consisting of
structural dimension, relational dimension, and cognitive dimension on the performance of
MSME on the industrial firm consisting of food and beverage industry and handicraft industry.
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METHODS OF RESEARCH
The study uses an explanatory method with a quantitative approach. The sample
consists of 58 MSME in the field of food and beverage industry and handicraft industry in
Batu City. A multiple linear regression analysis is used for hypothesis testing. The
instruments is a questionnaire using Likert scale with a range 1 to 5. Structural dimension is
measured by 18 items developed by Ferri et al. (2009), Peltier and Naidu (2012), Pinho
(2013), and Clarke et al. (2016). The relational dimension is measured by 18 items
developed by Ferri et al. (2009), Carr et al. (2011), Peltier and Naidu (2012), and Pinho
(2013). The cognitive dimension is measured by 11 items developed by Pertanen et al.
(2008), Ferri et al. (2009), and Carr et al. (2011). Performance is measured by 8 items
developed by Mani and Lakhal (2015) and Widyaningrum et al. (2017). The hypotheses in
this study are shown in Figure 1.
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Figure 1 – Research Hypotheses
Note:
: Simultaneous effect
: Partial effect
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RESULTS AND DISCUSSION
Regression Equation:
Table 1 – Regression Equation
Model

Unstandardized
Coefficients
B
Std. Error
13.553
8.801
-0.087
0.113
0.312
0.090
0.037
0.126
3.388
9.835
-0.051
0.111
0.302
0.088
0.146
0.133
2.862
1.373

Variable
(Constant)
X1
X2
X3
(Constant)
X1
X2
X3
Z

1

2

Standardized
Coefficients
Beta
-0.103
0.476
0.037
-0.061
0.460
0.146
0.272

T

Sig.

1.540
-0.769
3.464
0.292
0.344
-0.460
3.447
1.097
2.084

0.129
0.445
0.001
0.771
0.732
0.647
0.001
0.278
0.042

Based on Table 1, the following regression equation (Model 1) is resulted:
Y = 13.553 – 0.087 X1 + 0.312 X2 + 0.037 X3

Model 2 as follows:
Y = 3.388 – 0.051 X1 + 0.302 X2 + 0.146 X3 + 2.862 Z

Coefficient of Determination (R2). To know the contribution of the bindependent
variable (structural dimension, relational dimension, and cognitive dimension) to the
dependent variable (performance), R2 value in Model 1 is used. Model 2 shows the
contribution of the independent variable to the dependent variable by using a control variable
(industrial firm).
Table 2 – Coefficient of Correlation and Determination
Model
1
2

R
0.452
0.514

R Square
0.204
0.265

Adjusted R Square
0.160
0.209

Table 2 shows the adjusted R2 value in Model 1, which is 0.160. It means that 16% of
performance will be influenced by the independent variables, namely structural dimension,
relational dimension, and cognitive dimension; while the remaining 84% of performance is
influenced by other variables not discussed in this study. The adjusted R2 value in Model 2 is
0.209. This means that 20.9% of performance will be influenced by independent variables,
namely structural dimension, relational dimension, cognitive dimension, and industrial firm;
while the remaining 79.1% of performance is influenced by other variables that are not
discussed in this study.
Hypothesis Testing:
F test. The F test is used to determine whether the results of the regression analysis
are significant or not, or the model is appropriate or not.
Table 3 – F Test
Model
1

2

Regression
Residual
Total
Regression
Residual
Total

Sum of Squares
200.962
782.693
983.655
260.242
723.413
983.655

df
3
54
57
4
53
57
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Mean Square
66.987
14.494

F
4.622

Sig.
0.006

65.061
13.649

4.767

0.002
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Based on the result of F test in Table 3, the value of F count for Model 1, consisting of
the structural dimension, relational dimension, and cognitive dimension to performance, is
3.777. The F table (α = 0.05; db regression = 3: db residual = 54) is equal to 2.776. Because
F count Model 1 > F table or the value of sig F equal to 0.006 < α = 0.05 then the regression
analysis model in this study is significant, it means hypothesis 1 accepted. Next, the value of
F count for Model 2, consisting of the structural dimension, relational dimension, and
cognitive dimension to performance controlled by industrial firm consisting of food and
beverage industry and handicraft industry, is 4.767. The F table (α = 0.05; db regression = 3:
db residual = 54) is equal to 2.776. Because F count in Model 2 > F table or the value of sig
F is equal to 0.002 < α = 0.05, then the regression analysis model in this study is significant,
it means that hypothesis 3 is accepted.
t Test. The t test is used to find out whether each of the independent variable partially
has a significant effect on the dependent variable. The result of t test is shown in Table 4.
Table 4 - t Test
Model
1

2

Variable
(Constant)
X1
X2
X3
(Constant)
X1
X2
X3
Z

t
1.540
-0.769
3.464
0.292
0.344
-0.460
3.447
1.097
2.084

Sig.
0.129
0.445
0.001
0.771
0.732
0.647
0.001
0.278
0.042

Note
Not significant
Significant
Not significant
Not significant
Significant
Not significant
Significant

Based on the t test result for Model 1 in Table 4, the t test between X1 (structural
dimension) with Y (performance) shows t count of -0.769. Thet table (α = 0.05; db residual =
54) is equal to 2.005. Because t count < t table or -0.769 < 2.005 or sig t value (0.445) > α =
0.05 then the effect of structural dimensions on performance is not significant and negative.
The t test between X2 (relational dimension) with Y (performance) shows t count of 3.464.
The t table (α = 0.05; db residual = 54) is equal to 2.005. Because t count > t table or 3.464 >
2.005 or sig t value (0.001) <α = 0.05 then the effect of the relational dimension on
performance is significant at alpha 5%. The t test between X3 (cognitive dimension) with Y
(performance) shows t count of 0.292. The t table (α = 0.05; db residual = 54) is equal to
2.005. Because t count < t table or 0.292 < 2.005 or sig t value (0.771) > α = 0.05, then the
effect of cognitive dimension on performance is not significant at alpha 5%. Accordingly,
hypothesis 2 is rejected.
Furthermore, the t test result for Model 2 shows that the t test between X1 (structural
dimension) with Y (performance) on the industrial firm (Z) of food and beverage industry and
handicraft industry shows t count of -0,460. The t table (α = 0,05; db residual = 53) is equal to
2.005. Because t count < t table or -0.460 <2.005 or sig t value (0.647)> α = 0.05, then the
effect of structural dimension on performance controlled by the industrial firm is not
significant and negative. The t test between X2 (relational dimension) with Y (performance)
on industrial firm (Z) of food and beverage industry and handicraft industry shows t count of
3.447. The t table (α = 0.05; db residual = 53) is equal to 2.005. Because t count > t table or
3.447 > 2.005 or sig t value (0.001) < α = 0.05, then the effect of the relational dimension on
performance controlled by the industrial firm is significant at alpha 5%. The t test between X3
(cognitive dimension) with Y (performance) on the industrial firm (Z) of food and beverage
industry and handicraft industry shows t count of 1,097. The t table (α = 0.05; db residual =
53) is equal to 2.005. Because t count < t table or 1.097 < 2.005 or sig t value (0.278) > α =
0.05, then the effect of the cognitive dimension on performance controlled by the industrial
firm is not significant at alpha 5%. The t test between Z (industrial firm) with Y (performance)
shows t count of 2.084. The t table (α = 0.05; db residual = 53) is equal to 2.005. Because t
count > t table or 2.084 > 2.005 or sig t value (0.042) < α = 0.05, then the effect of the
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industrial firm on performance is significant at alpha 5%. Accordingly, hypothesis 4 is
rejected.
DISCUSSION OF RESULTS
Based on the hypothesis testing, it is found that 2 (two) hypotheses are accepted and 2
(two) other hypotheses are rejected. The result of the statistical test shows that F count for
Model 1 (the structural dimension, relational dimension, cognitive dimension to performance)
and Model 2 (the structural dimension, relational dimension, cognitive dimension to
performance controlled by the industrial firm) are significant. Based on this analysis, it can be
concluded that in this study, independent variables consisting of structural dimension,
relational dimension, and cognitive dimension simultaneously affect performance before
controlled by the industrial firm and after controlled by the industrial firm consisting of food
industry and beverage and craft industry.
The results of this study are in line with the ones by Stam et al. (2013) that social
capital plays a significant role to the performance of MSME. In addition, it is explained that
the strength of social capital performance in UMKM depends on the type of the industry. In
line with the study, this study uses two types of industries consisting of the food and
beverage industry and the handicraft industry as the control variables and are included
together with independent variables to see the effect simultaneously on the performance of
MSME. F test results have increased from 3.777 to 4.767 for F count--this is an indication
that the industrial firm as a control variable can affect the structural dimension, relational
dimension, and cognitive dimension on the performance of MSME.
For statistical test results partially, this study has conducted a t test to show the
relationship between the structural dimension with performance both without the industrial
firm and with the industrial firm. The result of t test shows that t value for Model 1 and Model
2 is not significant and negative. This indicates that the structural dimension has the opposite
relationship with the performance of MSME. The results are in accordance with Chengke and
Junshu (2013) that although many studies show a positive relationship between the strong
ties of the structural dimension and performance, it is possible that the relationship of both
shows not significant one. Pratono and Mahmood (2014) also mentioned that in the context
of MSME in Indonesia, social relationships with strong internal and external networks can
have a negative impact on company performance. Burt (1992) also explains that strong ties
between individuals may not be useful in obtaining different information or sources because
MSME basically need to improve their networking relationships to provide new sources of
information (Pinho, 2011). Therefore, when there is no new source of information in a
relationship, it is possible that the relationship between the structural dimension and the
performance of MSME can be negative. In addition, the excessive cost of maintaining greater
social capital is also the reason why the relationship between social capital dimension and
MSME performance is not always positive (Alguezaui and Filieri, 2010). Giving too much
information which comes from larger social capital can have a negative impact on company
performance (Ahmadi, 2011).
The second partial test is to know the relationship between relational dimension with
performance either controlled by industrial firm or not. The t test performed on Model 1 and
Model 2 shows a sig t value of 0.001, which is significant at alpha 5%. This means that the
performance of MSME is significantly influenced by the relational dimension whether
controlled by industrial firm or not. The results of this study support previous research
showing that the relational dimension has an effect on the performance of MSME (Pertanen
et al., 2008; Prasad et al., 2012; and Camps and Marques, 2013). Trust, norms, obligation,
and identification are indicators of relational dimensions found to have a significant effect on
MSME performance. Trust is found as one of the indicators that have a high influence on the
performance of MSME. Trust can make members of an organization or community rely on
each other (Mani and Lakhal, 2015). The mutual trust between community members in
MSME is considered to give a positive value to their business performance. Another indicator
that affects MSME performance is norms. Most MSME actors reveal that obeying the norms
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in the community is considered to have a positive value for their business performance.
Norms can shape the quality and quantity of social interactions (Prasad et al., 2012). The
next indicator is obligation, which also affects the performance of MSME. Mani and Lakhal
(2015) reveal joint obligation serves to support the relationship between members. In
addition, commitment to the community can encourage network ties stability. Members with
higher commitments tend to have higher satisfaction with the performance of their business.
In accordance with the results of this study, obligations as community members and similar
commitment with community members produce a positive value. The last indicator is
identification. Strong identification within a group can improve the exchange of information
and encourage individual willingness to cooperate, communicate, and share knowledge
(Mani and Lakhal, 2015). Members of a group that have higher identification with the group
tend to be more satisfied with the company’s performance (Mahto et al., 2010 in Mani and
Lakhal, 2015). This is in accordance with the results of this study, where most owners or
employers reveal if they believe that they are part of the community.
The result of the third partial test shows that the relationship of cognitive dimension
with performance for Model 1 and Model 2 is not significant at alpha 5%. This means that the
performance of MSME can be influenced insignificantly by the cognitive dimension either
before or after controlled by the industrial firm or by increasing the cognitive dimension, the
performance of MSME will experience an unreal increase. This result differs from the one by
Prasad et al. (2012), Camps and Marques (2013), and Mani and Lakhal (2015) found that the
cognitive dimension of social capital positively affects the performance of MSME. In this
study, MSME employers reveal that a shared language is important in the community as they
will find communication easy, but this shared language does not significantly affect the
performance, as. disagreement of meaning between one member and the other may happen
when they communicate. Communication involving two or more people using the media, or
not, will occur when they share a laguage, yet it does not necessarily mean that they will be
able to produce similarities in meaning (Lestari and Malik, 2009). Shared interpretations also
become an important factor in the cognitive dimension. In this study, it is explained that
employers consider the shared interpretations important in a relationship because it can
facilitate MSME employers to understand others, yet shared interpretations do not cause
significant improvement in performance. In addition, employers reveal if shared goals, vision,
and commitment is important in a community, but the results show that these do not
significantly affect the performance of MSME. This is possible because there is no common
purpose or vision or commitment among members of the community so they cannot achieve
a common goal that ultimately affects their business performance. Mani and Lakhal (2015)
state that members of a group with shared orientations will be deeply committed to getting
together in pursuit of goals, both shared goals and individual goals. Mahto et al. (2010) in
Mani and Lakhal (2015) also explains that shared values, shared beliefs, vision, and
common goals can help members of a group to commit to their business goals which will
impact their business performance.
Partial statistical test is then conducted to examine the relationship between the
industrial firm and MSME performance. The result of t test shows that the performance of
MSME can be influenced significantly by the industrial firm. This means that different types of
business will lead to different business performances. This is in line with the results of the
research conducted by Stam et al. (2013) which explains that the performance of social
capital in MSME depends on the industrial firm. In this study, the industrial firm for MSME
consist of two types. The first is the food and beverage industry of 47 business units and the
second is the handicraft industry with 11 business units. The results of this study indicate that
the different types of business leads to different performances. In the context of social capital,
the industrial firm can affect the performance of MSME.
Performance improvement is one of the impact of social capital and its dimensions.
The employers reveal that by joining the community they experience an increase in their
business performance. Such performance improvements include increased corporate
earnings, greater market coverage, increased number of customers and new customers,
increased sales volume, reduced marketing operational costs substantially, and reduced cost
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of getting new consumer targets. This is because employers who are members of the
community of the Integrated Business Services Center of Cooperatives and MSME have a
commitment, mutual trust, same vision and goals so they help each other to improve the
performance of their business. The result is that most MSME employers agree that business
increases after they join the community.
CONCLUSION
To examine the simultaneous effect of each independent variable (structural dimension,
relational dimension, and cognitive dimension) and control variable (the industrial firm) on
MSME performance, F-test is used. The results of the multiple linear regression analysis
confirm that independent variables and control variables have a significant effect
simultaneously on the performance of MSME. Thus, the hypothesis stating the simultaneous
effet of the independent variables and control variable on performance is acceptable.
To examine the partial effect of each independent variable (structural dimension,
relational dimension, and cognitive dimension) and control variable (theindustrial firm) on
MSME performance, t-test is used. The results confirm two (2) variables have a significant
effect on the performance of MSME, i.e. relational dimension and industrial firm, and the two
(2) other variables have no significant effect on the performance of MSME, i.e. structural
dimension and cogntive dimension.
The t-test results confirm that the relational dimension variable has the biggest value of
t count and beta coefficient. Thus, this variable has the most powerful effect compared with
other variables against the performance of MSME.
LIMITATION AND SUGGESTIONS
The sample of this study is limited to MSME in Batu, Indonesia. Differences in different
socio-economic cultures can have a different impact on company performance.
This study only focuses on two types of business, i.e. food and beverage industry and
handicraft industry, thus future researchers need to examine the effect of social capital on
different types of business or industries.
The t test results show that two of the research hypotheses, i.e. the bstructural
dimension and cognitive dimension, do not significantly influence the performance of MSME.
This can be used as a reference for further research.
This study examines the dimensions of social capital on the performance of MSME as
measured by sales, profits, and business growth rate based on perceptions of employers of
MSME. Future rresearchers are then expected to examine the impact of the social capital
dimension by adding other indicators of MSME performance such as MSME financial
statements.
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