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Abstract:- In the midst of rapidly changing business 

environment and technological advancement, ERP becomes the 

solution for companies to improve efficiency and effectiveness by 

integrating existing system thus that companies can increase 

their performance. Using RBV approach, companies can 

properly manage their resources through the organizational 

capabilities also play an important role in improving firm 

performance. This paper aims to examine the effect of ERP 

system implementation on firm performance both directly and 

indirectly through the organizational capabilities as intervening 

variable at manufacturing companies listed on Indonesia Stock 

Exchange period 2013-2017 which consists of 100 samples of 

ERP Adopters and Non-Adopters. The conceptual model in this 

study tested and analyzed using PLS-based SEM. The results 

showed that the implementation of ERP system has significant 

effect on firm performance and organizational capabilities. 

Organizational capabilities also have significant effect on firm 

performance. In addition, organizational capabilities have proven 

to mediate the relationship between ERP system and firm 

performance. This shows that the implementation of ERP system 

makes the information system to be integrated thus it enable 

companies to be more efficient and will affect the organizational 

capabilities in maximizing the utilization of company resources 

that ultimately can improve the firm performance. 
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I. INTRODUCTION 

In today's highly dynamic business environment, the 

biggest challenge for companies is to remain viable and 

competitive. The main part of this dynamics business 

environment is the rapid increase of technology and 

information technology (1). In times of increasing global 

competition, information technology (IT) and information 

systems (IS) play an important role in the business 

environment (2). Using information technology to improve 

activities produces a set of resources that competitors cannot 

easily imitate thus that effective use of information 

technology expected to improve efficiency by streamlining 

business processes and the use of information system has the 

potential to improve the performance of the company when 
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its ability channeled to develop a specialized corporate 

competence (3). The development of technology is currently  

use by many companies in assisting the smooth operation of 

activities at various divisions in the company by 

implementing the software system required by each 

division. The challenge faced by many companies is to 

incorporate or consolidate the heterogeneous systems on 

every division within the company. To face the challenges 

posed by the various transaction systems that exist within an 

entity, the action that can be taken is to adopt the Enterprise 

Resource Planning (ERP) system. 

ERP system is an example of the most strategic tool for 

planning, coordinating and controlling processes within 

organizations (4). ERP provides a rich source of information 

that enables companies to support business strategies that 

generate growth, and innovation (5). ERP is a term derived 

from material resource planning and is an information 

system that integrates and automates all departments within 

a company, such as finance, human resources, 

manufacturing, logistics, etc. to help in manage the overall 

of the company's resources that have integrated functions in 

one system (4). However, the successful implementation of 

the ERP system cannot ensure that the company will get 

value from the system. In order that implementation of ERP 

systems can provide value, there are three keys of its ability 

that should be considered, such as using Resource-Based 

Value (RBV) approaches, ERP resources, organizational 

capabilities and core competencies of the organization (6). 

RBV is the main theory that has been adopted to interpret 

the relationship between IT and firm performance. The basic 

argument of RBV states that firm performance is determined 

by its resources (7). Companies who want to gain a higher 

competitive advantage need to build collaborative 

relationships with the ability to implement ERP systems, 

and once companies ensure what they do to implement them 

successfully, they can enhance firm performance. Therefore, 

research on the implementation of ERP systems on firm 

performance cannot be separated from the ability or the 

capability of the company (2).  

However, with all the benefits offered, there is a big 

challenge for many organizations in implementing ERP and 

sometimes, it may just be a waste of money if it was 

installed before the company is really ready for it.  
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Organizations must understand and identify factors in terms 

of individual, organizational, and technological 

characteristics when complex information systems such as 

ERP are implemented within an organization (8). Moreover, 

Asian companies face very different issues than the issues 

faced by companies in the developed world. This is due to 

differences in management style, business model, data 

format, level of sophistication of IT usage and so on (9). 

This makes ERP implementation more challenging in 

developing countries than developed countries, as most ERP 

systems are designed in developed countries (10). Therefore, 

it is important to know how the impact of the ERP systems 

implementation on firm performance in developing 

countries such as Indonesia, especially in the manufacturing 

sector that has an important role for the Indonesian economy 

as the leading sector which contributes the most to 

Indonesia's economic growth.  

Table 1. The Growth of Manufacturing Industry GDP 

without Oil and Gas and the Contribution to National 

GDP at Constant Price (y-on-y) 

Description 

201

2 

201

3 

201

4 

201

5 

201

6 

201

7 

(%) 

National GDP 6.03 5.56 5.02 4.79 
5.08 5.05 

Manufacturin

g Industry 

GDP 

6.98 5.45 5.61 5.04 

5.65 5.78 

Manufacturi

ng Industry 

Contribution 

17.9

9 

17.7

4 

17.8

9 

18.1

8 

20.5

1 

20.1

6 

Source: The Catalog of Manufacturing Industry 

Productions Growth Index 2012-2017 

 

Based on the above explanation and the Resource-Based 

View theory, the objective of this study is to see how the 

effect of the implementation of ERP system to firm 

performance either directly and indirectly through the 

organizational capabilities as intervening variable. Related 

to that, then the problem formulation that will be examined 

in this study are as follows: (1) Does the implementation of 

ERP systems affect the firm performance?; (2) Does the 

implementation of ERP systems affect the organizational 

capabilities?; (3) Do the organizational capabilities affect 

the firm performance?; (4) Does the implementation of the 

ERP system indirectly affect the firm performance through 

the organizational capabilities? 

II. LITERATURE REVIEW 

A. Overview of Enterprise Resource Planning (ERP) 

Enterprise Resource Planning (ERP) system is the core 

software program used by companies to integrate and 

coordinate information in every business area. It helps 

organizations manage the entire enterprise business process, 

using shared databases and shared management reporting 

tools (11). ERP system combines business processes and IT 

technologies from implementing organizations to facilitate 

information flow through business functions (12). One of 

the very important parts of ERP is integration. Integration 

contributes to improve the communication and workflow. 

ERP software supports efficient business process operations 

by integrating tasks related to sales, marketing, 

manufacturing, logistics, accounting, and staffing - across 

the business. In addition to this cross-functional integration, 

which is the core of ERP systems, companies connect their 

ERP systems, using a variety of methods, to coordinate 

business processes with their customers and suppliers (11). 

ERP enables an organization to maximize data sharing 

seamlessly across the organization, reduce costs, improve 

customer satisfaction and utilize e-business (13). ERP can 

help organizations integrate information flows, operations, 

and process all accessible resources (14) thus that 

companies which adapted ERP system have a greater 

performance than companies which did not adapted ERP 

system (8,15).  

B. The Resource-Based View (RBV) 

Over the last fifteen years, two distinctive strands of 

strategy literature explaining sources of competitive 

advantage have developed. One builds predominantly on the 

theory of industrial organization, the other, currently the 

prominent theory, is a Resource-Based View (RBV) (16). 

RBV is a major theory in strategic management that argues 

that the competitive advantage of an organizational is 

determined by the key resources owned by the organization. 

Resources are referred to as all of the assets, capability, 

organizational processes, company attributes, information, 

knowledge, and others that are controlled by the company 

which therefore enable the company to understand and 

implement strategies that improve its efficiency and 

effectiveness (17). RBV tries to explain business 

performance in terms of company’s specific skills and 

unique resources, namely valuable, rare, difficult to imitate, 

and non-substitutable (VRIN)(17,18). In summary, the 

Resource-Based View from corporate theory is very useful 

for defining resource conditions, including information 

technology and other organizational factors to be a source of 

competitive advantage. Information systems may enable 

companies to obtain competitive advantage when they are 

valuable for the company, heterogeneously distributed, 

leveraged, and costly to copy within industry. In addition, 

the concept of resource complementarity is useful to explain 

how information technology creates organizational 

capabilities, competitive advantage and eventually improved 

organizational performance. ERP systems that fulfill the 

VRIN conditions within the companies and create 

organizational capabilities allow the companies to have 

sustainable competitive advantage and to improve firm 

performance (19). 

C. Firm Performance 

One way to evaluate a firm performance is through the 

analysis of financial statements using traditional accounting 

measurements that are based on the relationships between 

items of financial statements (15). The firm performance in 

this study is seen from the financial performance that is 

related to the profitability of the company. Profitability is  
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the company's ability to generate profits with the company's 

resources (20).  In this study, the firm performance is 

reflected through ROA, ROE, and NPM. 

1) Return on Assets  

Return on Assets (ROA) is a measurement that is often 

used by researchers to measure financial performance 

(1,10,15,21,22). This is because ROA combines both the 

profitability and the efficiency of a company that tends to be 

useful as an overall performance indicator (15) that indicates 

a company's ability to generate profits from the used assets 

(20).  

2) Return on Equity  

Return on Equity (ROE) ratio shows the extent to which 

company manage capital effectively, measuring the 

profitability of investments that have been made by the 

owners of their own capital or corporate shareholders (23).  

3) Net Profit Margin  

Net Profit Margin (NPM) measures the net income 

generated from each Rupiah sale. The greater this ratio, the 

better the company's ability to earn high profits (20). High 

NPM ratio indicates that the company is able to increase its 

business through the achievement of operating profit in that 

period (23). 

D. Organizational Capabilities 

Organizational capability is a firm’s abilities to perform a 

set of tasks using company resources (24)
 

to create 

competitive advantage by leveraging organizational 

resources such as information system to develop unique and 

change-oriented capabilities that enable them to meet 

customer needs and respond to challenges from competitors 

(25). Investment in IT enables company to make its 

processes more efficient, and it facilitates the company to 

achieve operational and financial outcomes by increasing 

information access, developing new products quickly and 

effectively, improving operations, and taking effective 

actions to alter the amounts and timing of cash flows. 

Organizational capabilities are recognized in the resource-

based view strategy literature as one of the primary source 

of competitive advantage (24). Also, the use of resource-

based models to examine the relationship between IT and 

firm performance in IS research is inconclusive when the 

research model does not include organizational capabilities. 

Hence, the indirect effect models that incorporate 

organizational capabilities as mediators between enterprise 

resources and firm performance may explain better the value 

of IT than the direct effect of RBV model without 

organizational capability (7). Organizational capabilities 

play an important role in influencing ERP implementation 

and performance. It indicates that the implementation of 

ERP has a significant effect on organizational capabilities 

and competitive advantage that will ultimately lead to 

performance (26). The same results also proves that there is 

an indirect relationship between ERP implementation and 

financial performance through mediation of organizational 

capabilities which seen from Operational, Marketing and 

Financial Capability (21).
 
 

 

1) Operational Capability  

Operational capability is a basic capability that enables a 

company to achieve its production goals such as superior 

product quality, product and volume flexibility, fast delivery 

and cost reduction (27); (28). Operational capability can 

improve firm performance by developing existing products 

(product and process innovation) and operating costs (21). 

Operational capability in this study is measured through 

Operating Profit Margin (OPM) and Operating Income 

Return on Investment (OIROI). OPM shows how much 

profit that company generates after paying production costs, 

such as wages, raw materials, and so on. Meanwhile, OIROI 

shows how the performance of the company's core business 

hence the main revenue from the actual company can be 

evaluated.  

2) Marketing Capability  

Marketing capability is defined as an integrative process, 

whereby firms use both tangible and intangible resources to 

understand consumer needs (21). Marketing capability 

provides value-added knowledge to managers about how 

business processes transform marketing capability into 

business performance gains (29). In this research, marketing 

capability is measured from the sales growth of company 

(Sales Growth–SG). The company's sales growth is used as 

a market-based performance indicator because it assesses 

how well companies perform in the market and it relies on 

new product/service introductions and better customer 

targeting, and satisfies the customer needs (3).  

3) Financial Capability  

Financial capability referred to in this study is financial 

flexibility which measures how far companies utilize the 

unexpected opportunities or to deals with unexpected events 

depending on the company's financial policies and structure. 

Firms that are financially flexible have the ability to use 

financial resources to respond to the new information about 

the company and its environment (5). The financial 

capability in this study is measured through the Cash Debt 

Coverage (CDC) indicator. The CDC looks at the 

relationship between the operating cash flow of the 

company toward its total liabilities and implies the true 

ability of the business to repay its debts from its operations.  

E. Conceptual Framework and Hypotheses 

Formulation 

The framework in Figure 1 below illustrates the 

relationship between ERP system implementation, 

organizational capabilities, and firm performance that 

developed based on RBV theory and the evidence from 

existing empirical research results from previous study.  
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ERP Implementation

· ERP Status (Adopter/

Non-Adopters)

· Sector

Firm Performance

· Return on Assets

· Return on Equity

· Net Profit Margin

Organizational Capabilities

· Operating Profit Margin

· Operating Income Return 

on Investment

· Sales Growth

· Cash Debt Coverage
H2

H4

H1

H3

Figure 1 Conceptual Framework 

Source: Developed by the author 

 

Based on the conceptual framework in Figure 1, the 

hypotheses in this study can formulated as follows: 

H1: Implementation of ERP system has a significant 

effect on firm performance. 

H2: Implementation of ERP system has a significant 

effect on organizational capabilities.  

H3: Organizational capabilities have a significant effect 

on firm performance.  

H4:  Implementation of ERP system has a significant 

indirect effect on firm performance through organizational 

capabilities as intervening variable. 

III. METHODOLOGY/MATERIALS 

A.  Exogenous Latent Variable 

The exogenous latent variable is the implementation of 

ERP system which is measured by ERP status and sector. 

ERP status is the status of the implementation of ERP 

system that is divided into ERP Adopters and Non-Adopters 

that are measured by dummy variables, in which 1 for 

Adopters and 0 for Non-Adopters. Meanwhile, sector is 

referring to the type of sectors in manufacturing companies, 

that is 1 for Basic Industry and Chemicals Sectors, 2 for 

Miscellaneous Industry Sector, and 3 for Consumer Goods 

Industry Sector. 

B. Endogenous Latent Variable 

The endogenous latent variable is the firm performance, 

which is measured by ROA, ROE, and NPM. ROA is 

calculated by dividing the net income of the company with 

total asset. Meanwhile, ROE is calculated by dividing the 

net income of the company with total equity and NPM is 

calculated by dividing the net income of the company with 

net sales. 

C. Intervening Variable 

Intervening variable is organizational capabilities that is 

seen from operation capability, marketing capability, and 

financial capability. Operation capability is measured 

through OPM by dividing the operating income to sales and 

OIROI by dividing the operating income to total assets. 

Meanwhile, the marketing capability is measured through 

SG by comparing the difference between the sales of the 

year t period and the previous year (t-1) with the previous 

year's sales (t-1) and financial capability is measured 

through CDC by comparing net cash flow from operating 

activities to total liabilities. 

D. Population and Sample Sampling Method 

 The population used in this study is a 

manufacturing companies listed on the Indonesia Stock 

Exchange (IDX) period 2013-2017. The sample was 

determined by purposive sampling method with the 

following criteria: (1) Manufacturing companies listed on 

the Indonesia Stock Exchange in 2013 – 2017; (2) 

Manufacturing companies that issue annual reports and 

financial statements that end on 31 December consistently 

during the study period 2013 – 2017; (3) Manufacturing 

companies that have implemented ERP system before 2013 

(specific criteria for adopters); (4) Manufacturing companies 

that have a complete data related in this study during the 

period 2013 – 2017. Hence, 100 samples are obtained which 

consist of 50 from ERP Adopters companies and 50 Non-

ERP Adopters companies.  

E. Data Types and Sources 

The data used in this study is secondary data in the form 

of quantitative and qualitative data obtained from the 

Indonesia Stock Exchange website (www.idx.co.id). The 

qualitative data required in this research is ERP 

implementation status and time of application of ERP 

system which are also obtained from company official 

website and search result through search engine of Google. 

The quantitative data is obtained from the annual financial 

report, which is calculated in order to obtain the value of  

ROA, ROE, NPM, OPM, OIROI, SG, and CDC ratios. 

F. Data Analysis Technique 

This study uses some software to process data related 

variables contained in the research. First, Microsoft Excel is 

used to calculate and prepare data related variables and 

indicators that have been searched through various sources 

such as financial reports and annual reports. Second, data 

were analyzed using Partial Least Square (PLS) based 

Structural Equation Modeling (PLS) method (PLS-SEM) 

using SmartPLS3 (Professional Version) software to test the 

model fit and hypothesis testing in this study. PLS-SEM was 

used because this method has the advantage of allowing the 

data that is not normally distributed in structural equation 

modeling because the application is done by non-parametric 

methods. PLS-SEM does not use a global model fit criteria 

such as the covariance-based SEM. The criteria used in the 

SEM PLS include: a) assessment of the outer model or also 

called a measurement model, which is connecting all 

manifest variables or indicators with latent variables and b) 

assessment of the inner model or structural model, which is 

where all the latent variables are connected with each other 

based on the theory. 

IV. RESULTS AND FINDINGS 

A. Measurement Model (Outer Model) 

The measurement model is generally used for    
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Confirmatory Factor Analysis (CFA). The measurement 

model in this study uses a reflective measurement model. 

Reflective measurement models should be assessed with 

reliability and validity to achieve their consistency. The 

reliability measures how large or how reliable the 

measurement model is in measuring the intended latent 

construction, while the validity is a measure of the accuracy 

of the instruments used in the study. The reliability tested in 

the PLS-SEM model in this study consists of two tests, 

namely Indicator Reliability and Internal Consistency 

Reliability. 

B. Reliability 

Indicator Reliability The result of reliability test in Table 

2 shows that the eight of nine variants of indicators that can 

be explained by the latent variables because the absolute 

correlation between latent variables and indicators are 

greater than 0.70 while one other indicator has a value 

smaller than 0.70. On the other hand, the other one indicator 

that is the SG indicator only has an outer loading value of 

0.173 where the value is smaller than 0.70 thus it can be said 

that the SG (Sales Growth) indicator is not an indicator of 

the marketing capability variable of the company. 

Table 2. Indicator Reliability Testing Result 

  ERP 
Firm 

Performance 

Organizational 

Capabilities 

CDC ---- ----- 0.778 

ERP 

STATUS 
0.729 ---- ---- 

NPM --- 0.905 ---- 

OIROI ---- ---- 0.932 

OPM ---- ---- 0.898 

ROA ---- 0.952 ---- 

ROE ---- 0.821 ---- 

SECTOR 0.797 ----- ---- 

SG ---- ---- 0.173 

Source: Secondary data processed, 2018 

 

Internal Consistency Reliability The result of internal 

consistency reliability test in Table 3 shows that the three 

variables in this study, namely the implementation of ERP 

systems, firm performance and organizational capabilities 

have a greater value than 0.70. In other words, the internal 

consistency reliability of the three latent variables is above 

the standard value. Thus, it can be said that the three 

variables have an ideal reliability. 

Table 3. Internal Consistency Reliability Testing 

Result 

 

Composite 

Reliability 

ERP 0.737 

Firm Performance 0.923 

Organizational 

Capabilities 
0.820 

Source: Secondary data processed, 2018 

C. Validity 

Convergent Validity The convergent validity test result in 

Table 4 shows that the three variables in this study, namely 

the implementation of ERP systems, firm performance, and 

organizational capabilities have a greater AVE’s value than 

0.50. In other words, the test results of convergence validity 

indicate that the model in this study is adequate. Thus, it can 

be said that the three variables in this research model can 

explain each indicator or can represent each indicator. 

Discriminant Validity The measurement of discriminant 

validity in this study used two criteria, namely Fornell-

Larcker and Cross-loadings criteria. The Fornell-Larcker 

criterion assesses discriminant validity at the construct level 

(latent variable), where the AVE square’s root must be 

higher than the correlation with other latent variables. While 

'cross-loading' assesses discriminant validity at the indicator 

level, where 'loading' for each indicator is expected to be 

higher than its 'cross-loading'. 

The discriminant validity test result in Table 5 at the level 

of constructs (latent variables) using Fornell-Larcker 

Criterion shows that each individual construct (ERP, firm 

performance, and organizational capabilities) has a larger 

AVE root square than the correlation with the other 

constructs. Hence, it can be seen that each latent variable 

shares more variants with each indicator block than with 

other latent variables that representing a different indicator 

block. It also shows that discriminant validity is ensured for 

this study, because AVE's square root for ERP, firm 

performance, and organizational capabilities are higher than 

correlations of the corresponding latent variables. Moreover, 

the discriminant validity test result at the indicator level by 

looking at the value of 'cross-loading' shows that all 'loading' 

value of each indicator in this study is higher than its each 

'cross-loading' thus all the indicators in this study are valid. 

Table 4. Convergent Validity Testing Result 

 

Average Variance Extracted 

(AVE) 

ERP 0.584 

Firm Performance 0.800 

Organizational 

Capabilities 
0.577 

Source: Secondary data processed, 2018 

Table 5. Discriminant Validity Testing Result 

Fornell-Larcker Criterion 

 
ERP 

Firm 

Performance 

Organizational 

Capabilities 

ERP 0.764 ----- ----- 

Firm 

Performance 
0.300 0.894 ----- 

Organizational 

Capabilities 
0.292 0.877 0.760 

Cross Loadings 

 
ERP 

Firm 

Performance 

Organizational 

Capabilities 

CDC 0.170 0.598 0.778 

ERP STATUS 0.729 0.214 0.209 

NPM 0.195 0.905 0.803 

OIROI 0.355 0.868 0.932 

OPM 0.207 0.799 0.898 
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ROA 0.321 0.952 0.895 

ROE 0.293 0.821 0.625 

SECTOR 0.797 0.243 0.236 

SG 0.075 0.115 0.173 

Source: Secondary data processed, 2018 

D. Structural Model Measurement (Inner Model) 

Coefficient of Determination (R-Square) The coefficient 

of determination or R
2
 is the overall measure for the 

structural model. The main criterion for inner model 

assessment is the coefficient of determination (R²), which 

represents the amount of variance explained by each 

endogenous latent variable. The value of R
2
 on firm 

performance variable is 0.772. This means that the 

combined effect of ERP system implementation variables 

along with the two indicators, namely ERP STATUS and 

SECTOR with the organizational capabilities variable along 

with its four indicators, namely OPM, OIROI, SG, and CDC 

jointly explain 77.2% of the variance. Whereas, the value of 

R2 on variable is 0.085,it means that the combined effect of 

ERP system implementation variables along with the two 

indicators, namely ERP STATUS and SECTOR explains 

8.5% of the variance.  

Table 6. Coefficient of Determination Testing Result 

  
R 

Square 

R Square 

Adjusted 

Firm Performance 0.772 0.771 

Organizational 

Capabilities 
0.085 0.083 

Source: Secondary data processed, 2018 

 

Path Coefficient Path coefficient measures the 

relationship between constructs in the PLS-SEM research 

model. The standard path coefficients provide the evidence 

of inner model quality. Based on the test results it is known 

that the effect of ERP system implementation on the firm 

performance has a weak effect because the value is close to 

0, but the resulting effect is a positive effect. The effect of 

ERP system implementation on organizational capabilities 

has a positive effect. The effect of the organizational 

capabilities to the firm performance has a very strong 

positive effect because its value is close to +1. 

Table 7. Path Coefficient Testing Result 

  
Firm 

Performance 

Organizational 

Capabilities 

ERP 0.048 0.292 

Organizational 

Capabilities 
0.863         ------ 

Source: Secondary data processed, 2018 

 

Effect Size (f
2
) The effect size test was performed to 

evaluate whether the removed construction has substantive 

impact on the endogenous construction. In Table 8 it shows 

that the ERP has a small effect size on firm performance and 

organizational capabilities. This means that when the ERP’s 

exogenous construction was removed from the model, the 

substantive impacts on the endogenous construction are 

small, while the organizational capabilities variable has big 

effect size to firm performance. 

 

Table 8. Effect Size (f2) Testing Result 

  
Firm 

Performance 

Organizational 

Capabilities 

ERP 0.009 0.093 

Organizational 

Capabilities 
2.983 ------ 

Source: Secondary data processed, 2018 

 

Predictive Relevance (Q
2
)

 
Predictive relevance testing is a 

measure of conformity model used to determine whether the 

endogenous construction indicator (reflective measurement 

model) can be accurately predicted. The test results of the 

model fit measurements seen from the predictive relevance 

as measured through the Stone-Gleisser Q
2
 value through 

cross-validated redundancy construct. Based on the test 

results, it can be seen that the value of Q
2
 on the firm 

performance variable and organizational capabilities 

variable in this research model in a row is 0.577 and 0.045 

where the value of Q
2
 is greater than 0. This indicates that 

the observed values are reconstructed properly. Thus, the 

research model in this thesis has predictive relevance. 

Table 9. Predictive Relevance (Q2) Testing Result 

  SSO SSE 
Q² (=1-

SSE/SSO) 

ERP 1,000.000 1,000.000 ----- 

Firm 

Performance 
1,500.000 634.483 0.577 

Organizational 

Capabilities 
2,000.000 1,910.032 0.045 

Source: Secondary data processed, 2018 

 

Based on the hypotheses testing result in Table 10, the 

results of hypothesis testing 1 (H1) shows that the 

implementation of ERP system has a significant positive 

effect on firm performance. It can be seen from the path 

coefficient of ERP to firm performance which has t-statistic 

value of 2.427 which is greater than 1.96 and the 

significance value of P-Values is 0.015 where the value is 

less than 0.05. This shows that H1 is accepted which means 

that with the implementation of ERP system to the 

company, it will improve the firm performance. This study 

shows that the companies in the research sample that have 

implemented ERP systems already felt the positive impact 

of the implementation of the integrated system in the form 

of improving firm performance as measured by ROA, ROE, 

and NPM. This proves that the use of ERP system in a 

company has proved to improve both profitability and 

efficiency of company and is able to generate profits from 

the assets, resources used and investments made in 

implementing ERP. The use of effective information 

technology as well as with the ability of better information 

systems like ERP system can improve efficiency by 

facilitating business processes and all activities that occur in 

the company and can reduce the operating costs. Moreover, 

ERP provides a rich source of information that enables 

companies to develop business strategies that generate  

 

 

 



International Journal of Engineering and Advanced Technology (IJEAT) 

ISSN: 2249 – 8958, Volume-8 Issue-5C, May 2019 

594 

Published By: 

Blue Eyes Intelligence Engineering 
& Sciences Publication  

Retrieval Number:E10840585C19/2019©BEIESP                

DOI: 10.35940/ijeat.E1084.0585C19    

growth and innovation and provide access to customer and 

market data which lets companies to know and evaluate the 

external growth opportunities. 

Table 10. Hypotheses Testing Result 

  

Origin

al 

Sample 

(O) 

Sampl

e 

Mean 

(M) 

Standard 

Deviatio

n 

(STDEV

) 

T Statistics 

(|O/STDEV

|) 

P 

Value

s 

ERP -> Firm 

Performance 
0.048 0.044 0.020 2.427 0.015 

ERP -> 

Organization

al 

Capabilities 

0.292 0.299 0.038 7.776 0.000 

Organization

al 

Capabilities -

> Firm 

Performance 

0.863 0.865 0.015 55.848 0.000 

ERP -> 

Organization

al 

Capabilities -

> Firm 

Performance 

0.252 0.258 0.032 7.761 0.000 

Source: Secondary data processed, 2018 

 

The result of hypothesis testing 2 (H2) shows that the 

implementation of ERP system has significant positive 

effect on organizational capabilities. It can be seen from the 

path coefficient of ERP to organizational capabilities which 

has t-statistic value of 7.776 which is greater than 1.96 and 

the significance value of P-Values is 0.000 where the value 

is less than 0.05. This shows that H2 is accepted which 

means that with the implementation of ERP system to the 

company, it will improve the organizational capabilities. 

Implementing an ERP system in a company can improve the 

company's operational capability in terms of its ability to 

improve productivity, innovation and production goals, such 

as improving product quality and reducing operating costs 

and also can simplify as well as accelerate the production 

process. ERP systems transforms the existing system in a 

company into an integrated system which therefore allows 

companies to make business processes more efficient and 

enable companies to achieve maximum operational and 

financial results by improving access to information, 

develop new products quickly and effectively, improve 

operations, and take effective actions to increase the amount 

of cash flow. Also, it can facilitate the company in sharing 

the information between divisions that obtained rich 

information which can be viewed in real-time thus that the 

company can know the state of the condition of the 

company and enable company to make strategic moves 

regarding on what company needs to do next. In terms of 

operations, the company can find out the information 

generated from the ERP system in the form of data about the 

production that has been done. Thus, the company can 

improve the strategy in improving the productivity and the 

quality of its products and make the appropriate strategies 

for each product depending on the sales performance. 

Implementing an ERP system that affects the operating 

capability associated with sales will have an impact on the 

company's financial capability. With the increase in 

productivity and sales, the company's cash flow from 

operating activities will be higher. This will have an impact 

on improving the company's ability to pay the obligations of 

its core business and make the company stronger to face any 

unexpected changes. Thus, it can be concluded that the 

implementation of integrated systems in companies such as 

the ERP system connects all divisions within the company 

into one system which allows sharing of information easily. 

In fact, not just the information, but ERP system provides 

the rich information for the company. If the company can 

utilize the rich information properly, it will have an impact 

on improving the organizational capabilities through the 

operating capabilities and financial capabilities. 

The results of hypothesis testing 3 (H3) shows that the 

organizational capabilities have a significant positive effect 

on firm performance. It can be seen from the path 

coefficient of organizational capabilities to firm 

performance which has t-statistic value of 55.848 which is 

greater than 1.96 and the significance value of P-Values is 

0.015 where the value is less than 0.000. This shows that 

hypothesis 3 (H3) is accepted which means that the higher 

the organizational capabilities, the higher the firm 

performance. The organizational capabilities describe the 

company's ability to take advantage of all its competencies 

and resources to cope with all the changes that are taking 

place due to the rapidly changing environment and business 

development. With the development of the organizational 

capabilities by utilizing organizational resources such as 

information systems, companies can create competitive 

advantage that will improve firm performance. The increase 

in capabilities related to these operations is evident from the 

OPM ratio that demonstrates the organizational capabilities 

to increase operating revenues and its efficiency in 

controlling costs associated with business operations. This 

can affect the increase in the overall net profit of the 

company hence it shows a good performance improvement. 

In addition, the increased capability related to operating 

activities is also inseparable from the ratio of OIROI which 

shows the organizational capabilities to increase revenue 

from its core business as well as its ability to obtain return 

on assets used. This results in an increase in operating profit 

that will ultimately provide an improvement in the firm 

performance. In addition to operating capabilities, good 

financial capability is important for companies to enable 

them to use their financial resources to respond to the new 

information about the company itself and its environment. In 

this case, the financial statements present useful information 

to evaluate the company's financial capability. Thus, the 

greater the net amount of future cash flows generated from 

operations in a company, the firm will be stronger in 

addressing the unexpected changes in operating conditions. 

In addition, the organizational capabilities to increasing the 

net cash flows generated from operating activities in a 

company indicate its ability to repay its debts from operating 

activities. 
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Therefore, an increase in financial capability indicates 

that the company is becoming stronger in the face of any 

changes and can become a buffer if the company is down. 

Therefore, it can be said that companies with good/high 

financial capability have good firm performance as well. 

The results of hypothesis testing 4 (H4) shows that the 

implementation of ERP system has a significant positive 

effect on firm performance indirectly through the 

organizational capabilities as a mediator. It can be seen from 

the path coefficient of ERP towards the organizational 

capabilities that subsequently led to the firm performance 

which has t-statistic value of 7.761 which is greater than 

1.96 and the significance value of P-Values is 0.000 where 

the value is less than 0.000. This shows that hypothesis 4 

(H4) is accepted which means that with the implementation 

of the ERP system in the company, it will increase the 

organizational capabilities which will ultimately improve 

the firm performance. The use of ERP system in a company 

has proven to improve the organizational capabilities which 

ultimately able to improve the profitability and the 

efficiency of company. This shows that with the 

collaboration between the implementation of the ERP 

system which indeed makes the information system to be 

integrated and the organizational capabilities which can 

maximize the utilization of resources in the company has 

managed to generate profits from assets and resources used. 

It is also proven to improve the profitability of the 

investments made by the company. In addition, it is shown 

that the company can create competitive advantage by 

utilizing organizational resources such as information 

systems thus the company's business processes will run 

smoothly which will eventually able to increase its business 

through the achievement of net profit in each period. With 

the implementation of ERP system, the company can 

improve its ability in overcoming all rapidly changing 

business development by utilizing all competence and its 

resources. The competences and resources that are 

maximally utilized can create a competitive advantage that 

allows the company to improve the firm performance. 

The results of this study are consistent with research 

conducted by (7) which states that the use of resource-based 

models to investigate the relationship between IT and firm 

performance in IS research has been inconclusive when the 

research model does not include organizational capability. 

Compared with the direct effect of the ERP system 

implementation on the firm performance that have a t-

statistical value of 2.427 with a significance value of P-

value that is 0.015, the indirect effect has a t-statistical value 

of 7.761 with a significance value of P-value of 0.000. A 

higher t-statistic value and smaller significance value of P-

value indicates that the effect of ERP system 

implementation on firm performance is stronger with the 

organizational capabilities as intervening variable. It means 

that the mediation effect of the organizational capabilities is 

Complementary Partial Mediation. This is because the effect 

of independent variables of the ERP system implementation 

has a significant direct effect on the dependent variable of 

firm performance and also has a significant indirect effect 

mediated by the organizational capabilities with an equally 

positive direction. Thus, it can be said that the 

organizational capabilities play an important role as a 

mediator in the relationship between the implementation of 

the ERP system to the firm performance.  

By utilizing the rich information generated from the ERP 

system, the company can achieve production targets, such as 

increasing productivity, improving product quality, knowing 

product sales data (such as which products are sold and 

unsold) hence that companies can make the right strategy for 

each product and it will ultimately increase the cash flow 

generated from the company's operating activities. The cash 

flows from high operating activities indicate that the 

company is able to pay the liabilities of the company's core 

business. It also indicates that the future cash flows of the 

company is ensured thus the company has the strength in the 

face of unexpected changes in operating conditions. Thus, 

companies that have implemented ERP systems will have 

better capabilities and ultimately will improve firm 

performance. This implies that the companies that use their 

capabilities to utilize their resources have felt the true 

impact and the real value of technology investments. That is 

because the real impact can be traced compared to just 

looking directly at the firm performance. In addition, the 

rich information from the ERP system becomes useless if 

the company is unable utilize that information. 

V. CONCLUSION 

The implementation of ERP system makes companies 

become more efficient in their business processes thus it can 

increase the profitability of the investments that have been 

made. Also, it can generate profits from assets and resources 

used so as to encourage the improvement of firm 

performance. Implementing an ERP system makes the 

system in all divisions that exist in the company to be 

integrated thus the organizational capabilities in utilizing all 

available resources will have an impact on improving the 

operational and financial capabilities. This shows that the 

companies that pay attention on their organizational 

capabilities can improve the performance of the company. 

The organizational capabilities in maximizing the use of its 

resources have resulted in the company generating profits 

from the assets and resources used and also proven to 

increase the profitability of each sale made thus it will 

improve the firm performance. In short, this study proves 

that the implementation of ERP system makes the 

information system becomes integrated thus it enables the 

company to be more efficient which therefore will affect the 

company's capability in maximizing the utilization of 

company resources that ultimately can improve the 

performance of the company. Finally, this study suggests 

that if the companies want to successfully implement the 

ERP system, they should pay attention to their 

organizational capabilities thus the impact of the ERP 

system on the firm performance will be more visible. The 

empirical literature that has been reviewed shown that when 

the companies develop the collaborative relationships with 

organizational capabilities to implement ERP systems and 

know exactly what they are doing to implement them 

successfully, the companies can enhance their firm 

performance. 
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