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Abstract 

Small and medium enterprises have been seen as the main engine in obtaining 
healthy economic growth. Despite their growth, SMEs are faced with high competition. 
For this reason, for business people, the right strategy can be very important to gain 
competitive advantage. This study aims to identify how the influence of network 
capability and innovation capability on knowledge creation. The results in this study 
indicate that network capability has a strong enough influence in building competitive 
advantage. Based on the results of the coefficient of determination obtained by 72.4%, 
this shows that the two independent variables, namely network capability and 
innovation capability, are important factors in forming knowledge for SMEs, especially 
in the city of Ciamis, while the remaining 27.6% is influenced by other variables. which 
were not investigated in this study. 
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Introduction  

The capacity of businesses to acquire and disseminate knowledge is critical to 
their success and competitiveness [1]. That is why researchers and practitioners pay 
great attention to and strive for effective and efficient knowledge management (Yang 
et al., 2018). In this regard, organizational relationships, business networks, and 
connections with stakeholders play an important role in acquiring knowledge in order 
to compete [1, 2]. Large organizations have substantial financial and managerial 
resources for acquiring and processing knowledge. On the other hand, small and 
medium-sized enterprises (SMEs) have limited size and resources [3], which if left 
unchecked can hinder the progress of SMEs themselves. According to [4] Small 
businesses are seen as the main engine of healthy economic growth. SMEs must act 
as change agents by developing new products and services, applying more productive 
methods, and creating new business models [5]. As a result, new jobs are generated, 
local communities grow and communities prosper [6, 7]. 

In an increasingly complex world, of course, requiring increasingly complex 
solutions, knowledge creation develops from collaborative activities where information 
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is exchanged, judgments are tested and opportunities are recognized to be 
increasingly important [8]. Thus, network capability forms the basis for entrepreneurial 
success [9]. In addition, in this technological era, SMEs are struggling due to rapid 
technological developments, constantly changing market environment, and shorter 
product life cycles (Zhang & Merchant, 2020). In this challenging and uncertain 
situation, it is very important for SMEs to acquire the knowledge and resources to be 
more innovative and competitive than others. According to[10], entrepreneurs need to 
develop strong relationships and connections with stakeholders in order to compete. 
Thus, a connection is seen as very important for creating knowledge and exchanging 
information in order to identify potential opportunities and threats [11]. [12]assumes 
that building networking capabilities and developing social capital has great potential 
to make SME business people more innovative. 

Previous research conducted by [13] linked networking capabilities to various 
organizational prospects, such as corporate performance, knowledge management 
[1], learning [14], sustainable performance, creativity, and cognitive processes[15]. 
However, there is still little literature that states whether network capabilities improve 
a company's ability to transform existing processes into new ones (innovation 
capability). Therefore, the aim of this study was to explore this relationship in 
enhancing knowledge creation in the context of small and medium enterprises (SMEs). 
In addition, what distinguishes this research from previous research is that most of the 
studies on network capability are often conducted in large and heterogeneous 
companies. Meanwhile, this study takes the recommendation from Miller by testing the 
model on small-sized companies. 

This research is divided into five parts, first, it is presented about the things behind 
the research, second, it is presented about the relevant theories and hypotheses, the 
third is presented about the types of research and methods, the fourth is presented 
about the results and discussion, and the last is presented about the conclusions. and 
advice. 

THEORY AND HYPOTHESIS STUDIES 

Network Capability 

Network Capability is defined as the company's ability to initiate, develop and 
utilize internal organization and external inter-organizational relationships. [1] stated 
that the network developed from strong relationships can provide benefits for the 
company [13]. Strong relationships allow entrepreneurs and companies to gather 
market information for solving problems and opportunities. The capabilities that enable 
companies to succeed in networking are critical factors in knowledge creation and 
value creation. The company's access to potential market locations is suggested by 
the network [16]. Therefore, network capability is a development activity that enables 
companies to develop, manage and exploit opportunities through healthy connections 
and relationships [17]. Researcher [18] argues that building network capabilities is 
beneficial for companies as well as improving performance. Networking capabilities 
are critical for enterprises, especially for entrepreneurial SMEs, as they provide 
substantial assistance in building new and current business processes. [19] states that 
network capabilities affect the creation of knowledge in business. This is because 
network capabilities can support mechanisms for learning about customer needs and 
anticipating market opportunities. 

H1. Network capability affects knowledge creation 

Innovation Ability 

Definitions of innovation vary widely, but generally emphasize the 
commercialization of new knowledge or technology to generate increased sales and 
business value. [20] defines innovation as the design, invention, development and/or 
implementation of new or modified products, services, processes, systems, 
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organizational structures or business models for the purpose of creating new value for 
customers and financial benefits for the company [21]. [22] emphasizes that innovation 
capabilities enable organizations to apply the necessary and appropriate technology 
to develop new products, meet market needs, and survive in the competition [23]. 
Furthermore, innovation capabilities enable companies to manage their business 
operations in order to remain competitive in the competition. [24] views that the ability 
of innovation is the ability of companies to introduce new ideas in their product strategy 
to add to their product portfolio. [25] explains that to implement the innovation process, 
companies must be able to improve their capabilities so that they can influence 
knowledge creation. 

H2. Innovation ability affects knowledge creation 

Knowledge Creation 

Knowledge creation plays an important role in business development. When 
knowledge spread from network partners is combined or when knowledge is obtained 
from network partners and combined with existing knowledge, good business 
performance will be created[26]. Knowledge creation supports new and novel ideas, 
namely innovation in business[27], and knowledge creation helps companies, 
especially SMEs, to take advantage of market opportunities and compete aggressively 
to outperform competitors[28]. Resource advantage theory suggests knowledge as a 
company's strategic resource. Knowledge creation and utilization can help companies 
develop market offerings that provide value to customers and increase the efficiency 
of business operations[29]. New knowledge can help small businesses develop 
innovative new products and services that enhance existing market offerings. 
Likewise, new knowledge can help small businesses anticipate threats that occur. 
Knowledge creation can also be influenced by several factors, one of which is the role 
of network capabilities and innovation [1] 

H3. Network capability and innovation ability affect knowledge creation 

RESEARCH METHODS 

Research Subject 
The subjects in this study were SMEs, especially in the city of Ciamis, with 150 

questionnaires distributed, but 120 were returned. The sample was taken purposively, 
namely SMEs who have the criteria of 1 year in running a business with consideration 
of having experience that can be observed objectively. 

Definition of Variables and Indicators 

Variable Description Dimension Source 

Network 
Capability 

The company's ability to initiate, develop and 
utilize internal organizational and external inter-

organizational relationships for profit 

Internal 
communication 
Coordination 

Relationship skills 
Knowledge 

[13] 

Innovation 
Capability 

The company's ability to introduce new ideas in 
their product strategy to add to their product 

portfolio 

Discovery design 
Product/service 

development 
Organizational 
systems and 

structures 
Business models 

[30] 

Knowledge 
Creation 

Product-related information may be passed 
from one person to another. 

Competitive 
aggressive 
Innovation 

[31] 
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DATA ANALYSIS METHOD 

This study uses a quantitative method approach using multiple regression analysis 
techniques. The primary data in this study were in the form of questionnaires given 
directly to respondents as many as 150 consumers, but 120 questionnaires were 
returned. In this case, the respondents are small and medium businesses in the city 
of Ciamis, West Java. While secondary data is collected from several publications 
either through journals and books. The technique used in measuring the variables 
uses a five-point Likert scale from 1 (strongly disagree) to 5 (strongly agree). The data 
collected from the questionnaires were analyzed using multiple linear regression 
analysis using SPSS 25 for window software. 

RESULTS AND DISCUSSION 

Respondent Profile 
Based on the results of the distribution of the questionnaires that have been carried 

out, the researchers obtained the following characteristic data: 
Table 1 

Characteristics of respondents 
 

Profil Responden Persentase 

Gender Male 73% 

 Female 27% 

Age < 17 year 2% 

 18 - 20 year 20% 

 21 – 23 year 68% 

 > 26 year 10% 

Based on Income/month <Rp. 3 jt 73% 

 Rp. 3 jt - Rp. 6 jt 21% 

 Rp. 6.1 jt - Rp. 9 jt 3% 

 Rp. 9.1 jt- Rp. 12 jt 2% 

 > Rp. 12 jt 1% 

Based on the length of business 1-2 year 11% 

 2-3 year 70% 

 3-4 year 12% 

 4-5 year 7% 

Source: Data processed, 2021 
 
Data from the responses of 120 respondents, the researchers obtained the 

characteristics of the respondents that showed that 73% of respondents were more 
dominated by men than women. Meanwhile, based on monthly income, the majority 
are in the range of 3 million. And based on the length of business is above 2 years. 
Based on the results of descriptive analysis, each variable in this study is on average 
at 75% which indicates that each variable has a good response. In this study also 
obtained that each statement that has been processed shows a value above 0.5, this 
indicates that the items in this study are valid. And based on the results of the reliability 
test, each variable has a cronbach alpha value above 0.7, meaning that each research 
variable is reliable. 

Normality and Multicollinearity Test 

Based on the results of the processing of the questionnaire, the researchers found 
the result that the significance level was set (0.200 > 0.05), it can be concluded that 
the unstandardized residual data was normally distributed. The results of 
multicollinearity obtained that the network capability and innovation ability variables 
have tolerance values of 0.537 and 0.514 with VIF values of 1.818 and 1.613, 
respectively. These results can be interpreted that there is no multicollinearity between 
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the independent variables and meets the requirements of the classical assumption of 
multicollinearity because the tolerance is greater than 0.10, while the VIF is less than 
10.00 (table 2). 

Table 2 
Multikolinearitas test 

 

 

 
Model 

Collinearity Statistics 

Tolerance VIF 

1 Network Capability (X1) .537 1,818 

 Innovation Capability (X2) .514 1,613 

a. Dependent Variable : Knowledge Capability 

 
Source: Data processed, 2021 

Regression Test Results 

From the output above, it is known that the intercept and regression coefficient 
values can be formed so that a multiple linear regression equation can be formed as 
follows: 

Y = 6.013 + 0.241 X1 + 0.286 X2 + e 
Table 3 

Regresion test 
 

 
 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

 
 
t 

 
 

sig. B Std. Error Beta 

1 (Constant) 6,013 1,497  4,038 0,000 

 Network capability (X1) 0,241 0,064 0,250 3,334 0,001 

 
Innovation Capability 

(X2) 
0,286 0,073 0,179 2,708 0,014 

 
Source: Data processed, 2021 

The above equation can be interpreted as follows: 
a = 6.013 means that if the variables of network capability and innovation capability 

are zero, the knowledge creation variable will be worth 6.013 units, thus it can be seen 
that the regression lines intersect the Y axis at the point of 6.013. 

b1 = 0.241 means that if the network capability increases by one unit while the 
other variables are constant, then the network capability variable will increase by 0.241 
units. 

b2 = 0.286 means that if innovation capability increases by one unit while the other 
variables are constant, then the innovation capability variable will increase by 0.286 
units. 

Partial and Simultaneous Hypothesis Testing 

From the results of the acquisition of the values above, it can be seen that the t-
count value obtained by the network capability variable is 3.334 > t table (1.97214), in 
accordance with the hypothesis testing criteria that Ho is rejected and Ha is accepted. 
This means that partially, the network capability variable has a significant effect on the 
knowledge of SMEs. The innovation ability variable was obtained at 2.708 > t table 
(1.97214), in accordance with the criteria for testing the hypothesis that Ho was 
rejected and Ha was accepted. This means that partially, the variable of innovation 
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ability has a significant effect on the creation of knowledge. The simultaneous testing 
is as follows: 

Table 4 

Simultaneous test results 

Model Sum of Squares df Mean Square F Sig. 

1 Regression 352,657 3 117,552 

28,714 0,000b  Residual 804,363 196 4,104 

 Total 1157,020 199  

a. Predictor: (Constant), Innovation capability, Network capability 

b. Dependent Variable: Kowledge creation 

Source: SPSS Output Appendix (2021) 

Based on the ANOVA test, the calculated F value is 28.714 with a significant value 
of 0.000. From the calculation of the F table, namely at the level of = 0.05, df1 = k – 1 
= 4 – 1 = 3, and df2 = n - k = 200 - 4 = 196, the F table is 2.65. So when compared, F 
count > F table, which is 22.821 > 2.65, so it can be concluded that network capability 
and innovation capability simultaneously affect the creation of knowledge for small and 
medium enterprises (SMEs) in Ciamis city. 

Discussion 

From the calculation results, it is obtained that the coefficient of determination is 
0.724, which means that the influence of the two independent variables on the 
dependent variable is 72.4%. While 27.6% or the rest is influenced by other variables 
not examined in this study. 

Table 5 

Test results Coefficient of determination 

Model R R Square 

1 .815a .724 

  
Source: Data processed, 2021 

The Effect of Network capability on Knowledge creation in SMEs in the city 
of Ciamis 

 In this study, responses to questions regarding the ability to build networks 
were in the agreed category, meaning that the network capabilities that were built 
could have an impact on the performance of the business itself. It can be seen from 
the calculation results that the respondents' responses that have been described 
previously, from each proposed indicator are included in the agree category. Based 
on the results of partial hypothesis testing or the t-test that has been carried out, it can 
be concluded that the network capability variable shows that H0 is rejected and H1 is 
accepted, meaning that it is important for business people, especially SMEs to 
maintain relationships and expand networks in order to remain competitive in the face 
of competition[31]. 

The Influence of Innovation capability on Knowledge creation in SMEs in 
Ciamis kota 

In this study, the response regarding innovation capability is in the very good 
category. This shows that the ability to innovate is one of the strategies for SME 
business players, especially in a homogeneous market. Seen from the results of the 
calculation of respondents' responses that have been described previously, each of 
the indicators proposed is included in the very good category. Based on the results of 
partial hypothesis testing or the t-test that has been carried out, it can be concluded 



 

244 

Volume 23 Issue 2 2022      CENTRAL ASIA AND THE CAUCASUS      English Edition 

 

that the innovation capability variable shows that H0 is rejected and H1 is accepted 
[32]. 

The influence of network capability and innovation capability on knowledge 
creation in SMEs in the city of Ciamis. 

Based on the results of simultaneous hypothesis testing that has been carried out, 
it can be concluded that the two independent variables, namely network capability and 
innovation capability, simultaneously affect knowledge creation. In the ANOVA results, 
the conclusions that can be obtained indicate that the network capability variable is a 
variable that has an important influence on the success of SMEs in building 
competitive advantage. These results also indicate a conformity with [1] that the 
network is one of the factors in building sustainable business performance. 

CONCLUSION 

The results of this study reveal that the current growth of SMEs in various countries 
has experienced a fairly high increase, especially in Indonesia. The rapid growth of 
SMEs is, of course, accompanied by high competition as well. This requires business 
people to review the chosen strategy. In this study, the role of network capabilities and 
innovation has a significant influence in shaping the creation of knowledge for business 
people in order to survive in the face of competition, especially in the context of today's 
all-digital business. Many of the SMEs have integrated their business activities into 
digitization by opening online shops. However, this is still not enough if the 
organization does not have a wide network. The development of consumer behavior 
models in online business is a challenge for academics that is highly expected by 
online marketers. However, the model tested in this study illustrates that in the context 
of online business, the variables of network capability and innovation are one of the 
factors in business success. Therefore, suggestions for SME companies or 
organizations to always maintain and develop networks in order to gain knowledge 
which is very useful for a sustainable business strategy. As for further researchers, the 
findings of this study are only limited to two variables, then for future researchers to 
add other variables either as independent or moderating variables to measure the 
performance of SMEs, such as marketing intelligence or digital entrepreneurship. 
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