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Abstract---The study is planned to examine the impact of the trust and motivation on the innovation capability of 

any organization. Additionally, the study has also examined the mediating role of knowledge sharing in the 

relationship between the trust, motivation and innovation capability. The study has used the survey based methodology 

and we had distributed total 450 questionnaires among the managers and CEO’s, and we have received back total 

410 questionnaires out of 410 eight questionnaires were having some missing information so by following the study 

of Hair et al. (2017) we excluded those eight questioners and used 402 questionnaires for further analysis, the response 

rate for this survey was 89.3%. according to the study of Hair et al. (2017) the minimum response rate for the analysis 

must be 33%. The results indicate that the managers and owners of the SMES can improve innovation capability 

through promoting knowledge sharing activities. A comprehensive framework of research has been offered by the 

current study for implementing sharing of knowledge to increase innovation capability. It has been attempted by 

several firms to develop a knowledge sharing environment. However, the value of knowledge sharing has been ignored 

in developing innovation capability. Owners and managers of SMES should work on promoting an environment for 

effective knowledge sharing to achieve a competitive edge. This can be done through increasing the willingness of 

employees for knowledge sharing. 
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I. Background  

In the 21st century, internationally for the survival in business world the most important component is known as the 

innovation capability. Now in any country for the growth or success of any firm the innovation capability is very important. 

It’s clearly mentioned that the innovation capability is beneficial for firm in several ways such as it helps in reducing the 

overall cost of firm, it creates the product differentiation in competitive market, also help to uplift the services and produce 

best quality products.  According to Rajapathirana and Hui(2018) in present competitive environment, it is difficult for a 

firm to survive if they don’t put into practice their capabilities for the development. They have also claimed that the managers 

(Dangelico et al.,2017). So, in general, for the economic growth the innovation capability is known as the main source of 

competitive success.  

In simple words for a successful firm the main factor is innovation capability. Many scholars have made different studies 

for the enhancement of innovation capabilities(Najafi-Tavani et al., 2018). In addition to this, according to literature in this 

era for business establishment, extension and its rapid growth more innovative ideas are required. It has also stated that 

countries development and growth is ultimately attached with the innovation capability. According to the Child et al. (2017) 

who is a scholar of entrepreneur research has confirmed that for the economic development the innovation capability is a 
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key source, and it helps in reducing the instability of economic environment. In the present business structure, the firm who 

don’t have any innovative capability will be eliminated from the business at early stages. Therefore, the business survival 

with innovation capability indicates the business success. In addition to this for the achievement of sustainable competitive 

advantages and business extension the innovation capability plays a key role (Diaz-Moriana et al.,2018). According to the 

literature the firms with innovative capabilities are more flexible and have higher capacity to deal with changes. And in case 

of instability in business climate the innovation capability give shelter to small firms (Foss & Saebi, 2017). In competitive 

market the small firms can create a difference from their competitors by creating new opportunities. 

In the present era of knowledge, the biggest challenges are tempestuous business environment risk and drastic change in 

technology (Chienwattanasook & Jermsittiparsert, 2019; Haseeb, Hussain, Slusarczyk, & Jermsittiparsert, 2019). In present 

situation, business survival is difficult for small firms(Ye & Grant, 2017). In addition to this according to different studies 

the innovation capability plays a role of weapon for sustainable business growth (Behnam et al., 2018). In simple words for 

the enhancement of growth and competitiveness the sustainable development provides opportunities, because for innovative 

efforts of small firms it can be a source of inspiration. The SME’s in Indonesia are not associated with industrial resources 

and get inadequate input such as supervisor support, motivation and trust from HR (Rasheed et al.,2017). 

Further there is a significant role of supervisor’s support on behavior of employee in knowledge sharing with other 

employees (Jarinto, Jermsittiparsert, & Chienwattanasook, 2019). Le and Lei (2019) has stated in their study that firm’s 

innovative capability relies on supervisor support, which plays an important role for the enhancement of knowledge sharing 

activities to develop the innovative capabilities. Within the firms there is significant role of supervisors which help in 

developing the shapes and improve the employee skills. There is great influence of supervisors on attitude and behavior of 

employees in in knowledge sharing, therefore they enhance the innovative capabilities for the development of country(Kim 

& Park, 2017). In the literature less attention has been given to supervisor’s support about knowledge sharing as a result of 

innovation capability.  

 

Hypothesis Development  

The business conducted ways have been entirely redefined in 21st century. For the business survival business demands 

special thoughts towards abilities and innovation capabilities because for the survival, growth and success of organization 

theses tools are very effective (Lau & Lo, 2019). The reason behind is that the innovation is answerable for the establishment 

of worth, competition and flexibility. Fernando et al.(2019) in their study have stated that innovation capability helps in 

determining the growth. In business world now a days, for the growth of all the firms and organizations the main foundation 

is innovation. Innovation is a key indicator behind the global economic growth over the short life cycle of product high speed 

product development and fast technical advancement (Pettit et al., 2019). In competitive market because of high market 

pressure organizations always update new business strategies and make sure to their competitors that they have ability to 

create competitive advantages (Morioka et al., 2017). 

Innovation is based on the demands, desires, wants of consumers, technological innovations and competitive pressure, 

which makes it a complex phenomenon. The factors of innovation are based on the easy availability of rick knowledge, 

which increase the complexity of innovation (Qu & Li, 2019). Several researchers have defined the capability of innovation. 

It was claimed by Tseng et al. (2019) that the use of new production aspects in the production system is referred as innovation. 

The ability to incorporate innovative technologies into practice research and development is referred as the innovation 

capability. The new technologies are developed in accordance with the needs of the market at a specific time. In the similar 

way, it was believed by França et al.(2017) that the innovation process is based on activities focused on knowledge. This 

results in the formation of development practices for modern products. Innovation is substituted as a process of knowledge, 
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which supports the development of realistic and commercial expectations (Guttentag & Smith, 2017). In simple terms, 

innovation is the acquisition of knowledge for the creation of new knowledge to develop new products and services. When 

a new idea or behavior is adopted by an organization, this is also referred as the foundation of innovation (Bos-Nehles et al. 

2017).  

The main element for improving the economic conditions for every type of country (developing, developed, small, or 

large) is referred as innovation capability. For the long-term success of every organization, an important aspect is innovation 

capability (Rajapathirana & Hui, 2018). The innovation capability has become crucial for achieving organizational success 

because of the changing rules of competition due to complex needs of customers, changes in competition, shortage of product 

life cycle, and changes in organizational environment (Shahzad et al.,2017). 

It has been revealed through previous studies in literature review based on innovation capability that it has several 

definitions (Saunila, 2016). There is difference in all the definitions, but the theme is common. The innovation capability 

concept has been highlighted and explained in this chapter along with its mechanism. It is crucial to set a working definition 

for the concept. Innovation is regarded as the creation, acceptation and utilization of innovative ideas and processes in the 

production of products/services (Arnold, 2017). The adoption of new behavior or idea is also referred as innovation. Another 

study has defined innovation as the process of creating, developing, and reinventing new ideas, objects, and practices. 

According to Nambisan et al. (2017) innovation is a specific change, which is characterized by introducing something new. 

Moreover, innovation was explained by Asaad and Marane (2016) as the process through which firms involve in 

manufacturing systems and practice product designs, which are new. According to the research conducted by Kim and Park 

(2017)a new idea, material, or practices adopted are referred as innovation. Moreover, it was revealed by Foss and Saebi 

(2017) that a series of processes, which are formulated and managed for the creation and application of knowledge and ideas, 

is referred as innovation. Based on the literature reviewed the study has proposed the following hypothesis: 

H1: TR is in the significant relationship with the INC. 

H2: MOT is in the significant relationship with the INC. 

It has been argued by researchers that for sharing of expertise, knowledge, and skills among the employees for innovation, 

trust is an important element (Huang, 2017). It is important to analyze the aspects, which allow employees for sharing their 

knowledge and expertise because of lack of studies in previous literature. It has been concluded by several researchers that 

there is a significant association between individual trust in improving the activities of knowledge sharing (Constance et al., 

2019). For an increased level of communication, knowledge sharing, and approachability, the basic factor is trust on the 

employee. The uncertainty level can be reduced and risk taking could be increased along with employees’ willingness to 

share knowledge with colleagues (Berg et al.,2017). 

The previous studies have incorporated trust as facilitators in sharing of knowledge. Several researchers believe that trust 

exists between manager and employees; it results in increased willingness for sharing knowledge at workplace (Mohammed 

& Kamalanabhan, 2019). Moreover, in the presence of trust, employees willingly listen to each other and accept knowledge 

from others in the organization. The previous research studies have regarded trust as a weak variable in influencing the 

effectiveness, efficiency, and performance of the organization. The individual’s hope or behavior for selfless benefits is 

referred as trust by Mao et al. (2019) . The working of employee in an organization is evaluated though the tool of trust. The 

level of perceptions and personal feelings of employees is referred as trust. Moreover, it is related with the belief for support 

of the employees. Moreover, when trust exists in an environment, anxiety and fear is less for doing mistakes and making 

wrong decisions (Javed, 2018). Therefore, this makes employees innovative because of ease. When the level of trust is high 

in the environment, inventiveness occurs. 
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Therefore, employees work with relaxation, which results in innovation. The innovation capability is reduced, when there 

is a lack of trust. Lack of mutual trust between the employees and organization results in high control systems used by the 

organization based on rules and procedures. This hinders inventiveness and creativity (Rajapathirana & Hui, 2018) . When 

the level of trust is low and high uncertainty avoidance culture dominates in the environment of the organization. In such an 

environment, avoidable risks are not taken because of risk-averse attitudes. When the value and effectiveness are proven, 

then innovation is adopted (Child et al., 2017).  

Recently, trust has been used by scholars and it has been suggested that the innovation performance and efficiency of an 

organization could be improved through increase of trust in the organizational environment (Ye & Grant, 2017). Moreover, 

it was suggested by (Behnam et al., (2018) that high trust and non-threatening environment allows employees and decision-

makers to proceed with innovation strategies. Based on the literature reviewed the study has proposed the following 

hypothesis: 

H3: KS is in the significant relationship with the INC. 

H4: MOT is in the significant relationship with the KS. 

H5: TR is in the significant relationship with the KS. 

The individual’s willingness to accept responsibilities and share expertise is increased with the existence of trust. This 

enhances the ability of an individual to become creative and innovative. It was proclaimed by Rasheed et al.(2017) that 

management can be benefited from sharing of knowledge through a rich culture with trust. Moreover, it was argued by Le 

and Lei (2019) that the chances of a firm to fail increase with low level of trust. This restricts the efforts for personal 

empowerment and activities of knowledge sharing for achieving success. Further, it was claimed by Kim and Park (2017) 

that the relational between managers and employees can develop an environment for sharing ideas and knowledge to achieve 

the set goals. It was highlighted by Lau and Lo (2019) that the results of knowledge sharing are based on individual’s 

assessment. However, these are also based on the work tasks of individual and contextual factors including trust level 

between superiors and subordinates and employees’ interaction.  

In case of doing something new, risk taking or another initiative, employees demand trust for not facing fear in case of 

any mistake. For achieving positive results through sharing of knowledge, there is a need for employees to trust their firms. 

The organization must empower its employees for increasing their willingness to take part in activities for knowledge 

sharing. This would help employees in exploring new opportunities (Pettit et al.,2019). It has been suggested that the relation 

between knowledge sharing and trust is stronger for employees with high trust in the respective organizations. Therefore, it 

is predicted that when employees have high level of trust in their managers, the outcomes of knowledge sharing will be 

improved (Morioka et al., 2017). Altogether, rare studies have indicated a positive association between innovation capability 

and knowledge sharing. The dairy SMEs can be supported through trust for achieving success in their business. 

Several studies have regarded innovation as a valuable and effective variable in knowledge sharing among employees 

(Hussein et al.,2016). A different perspective is offered by the literature on motivation, which could be used by the 

organization to develop an association with the employees. At one side, a strong relation can be established through 

motivation between the firm and its employees to increase the practices of knowledge sharing (Rasheed et al.,2017). 

Alternatively, employees are involved in motivation for sharing knowledge that represents innovation capability. The 

evidence is provided by increased discussion on the significant role of motivation on activities of knowledge sharing 

(Fernando et al.,2019). Moreover, it was argued by Pettit et al. (2019) that individual motivation is required for developing 

sharing of knowledge. Without it, knowledge sharing is rarely developed. The most important and factor, which has been 

studied to support the sharing of knowledge and expertise, is motivation (Moriokab et al.,2017).  
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In the contemporary business environment, a powerful and valuable tool for high quality production of firms is knowledge. 

For increasing the production level, there is need for a firm to develop and sustain its factors of motivation in the organization 

(Qu & Li, 2019). The resources of a firm, which are used to develop innovation capability through sharing of knowledge, 

are referred as motivation. Alternatively, it can be considered as a tangible factor, which increases the capability of innovation 

(Tseng et al.,2019). The employees of a firm are allowed to share their knowledge and expertise through motivation factors 

in relation to the need of firms and related activities. It has been indicated by several studies that the commitment and 

outcomes of the firms could be improved through motivation. There is a significant association between knowledge sharing 

and motivation (França et al.,2017). Further, the knowledge share could be facilitated by motivation. Further, it can create 

an influence on the firm’s innovation capability. It has been stated by researchers that the lack of motivation results in pain 

for the employees to share their expertise and knowledge. It was mentioned by Guttentag and Smith (2017) that lack of 

motivation results in resistance by the employees for sharing their knowledge and expertise. The perceived power, which 

creates an influence on sharing of knowledge, is referred as factor of motivation. The innovation capability could be 

improved by sharing of knowledge through motivation (Rajapathirana & Hui, 2018). Concluding, positive outcomes are 

achieved by trust and motivation when linked with sharing of knowledge in general and specifically. The innovation 

capability is improved through trust and motivation. It helps in prevention of hurdles and failure as it improves the level of 

confidence for contributing to the success of SMEs. Moreover, dairy SMEs are given alert for survival in the business. 

Theoretically, there is a positive association between trust, sharing of knowledge, motivation, and innovation capability. 

Based on the literature reviewed the study has proposed the following hypothesis : 

H6: KS mediates the between the TR and INC. 

H7: KS mediates the between the MOT and INC. 

II. Methodology  

For data collection of this study we have used quantitative approach and a structured questionnaire. SME’s of Indonesia 

is the targeted population for this study. For sample selection we have used the convenient sampling technique because by 

taking other samples the finding cannot be generalized for this study. As we select the appropriate technique according to 

the context of study. We have collected the information from the CEO and executives of Indonesian SME’s. by following 

the suggestions of Junoha et al. (2019) we have conducted a door to door survey for data collection. We had distributed total 

450 questionnaires among the managers and CEO’s, and we have received back total 410 questionnaires out of 410 eight 

questionnaires were having some missing information so by following the study of Hair et al. (2017) we excluded those eight 

questioners and used 402 questionnaires for further analysis, the response rate for this survey was 89.3%. according to the 

study of Hair et al. (2017) the minimum response rate for the analysis must be 33%.  

Partial least square structural modeling (PLS-SEM) is basically statistical procedure we use to study the multivariate 

relations among different observed and latent variables. In terms of data analysis, the significant advantage of using PLS is 

it can easily deal with multiple independent and dependent variables at the same time and is capable to deal with multi-

collinearity issue among the explanatory variables. It makes the strong predictions, can do the screening of missing data and 

directly make the independent latent variables by using the sources of depended variables.  

III. Results  

The researcher has made discussion about the assessment of outer model in this section. The relations between indicators 

and their latent variables can be explained by the outer models. Further we can divide the outer model in two different parts 

that is reflective and formative blocks. In PLS analysis the assessment of outer model is the first approach.  
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The outer model can assess each variables items or components which can determine that how items can be loaded 

theoretically and linked with their respective constructs (Muneer et al., 2019). In simple words the outer model analysis 

checks that the construct is measured by the survey items which they were supposed to measure and make sure their validity 

and reliability.  

 

Figure 1: Measurement Model 

 

Table 1: Outer Loading 

  INC KS MOT TR 

INC1 0.914       

INC2 0.903       

INC3 0.874       

INC4 0.893       

INC5 0.828       

INC6 0.879       

KS1   0.878     

KS2   0.837     

KS3   0.902     

KS4   0.910     

KS5   0.867     

MOT1     0.920   

MOT2     0.919   

MOT3     0.905   

TR2       0.903 

TR3       0.917 

TR1       0.925 

 

In the analysis of PLS for the evaluation of outer model the two key measures are the validity and reliability. So, we have 

examined the values of CR and Cronbach’s alpha for all the constructs and their results are indicated in Table 3, which shows 

that values of Cronbach’s alpha and CR are greater than the recommended value that is 0.70. the range of CR values in this 

study is 0.83- 0.91 which shows the measurement models (MM)reliability. The point at which two different measures of 

similar construct are linked with each other theoretically is known as convergent validity. Whereas the measurement of 

convergent validity shows that it is associated with the other measures of similar construct (Hair et al.,2014). The value of 
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Average variance extracted were used with slandered value of 0.5 and above for the identification of measurement 

convergence elements (Hair et al.,2017).  

 

Table 3: Reliability 

  Cronbach's Alpha rho_A CR  (AVE) 

INC 0.943 0.944 0.955 0.778 

KS 0.926 0.928 0.944 0.773 

MOT 0.902 0.904 0.939 0.837 

TR 0.902 0.903 0.939 0.837 

The discriminant validity is concerned with the level at which one construct is different from the other construct in simple 

words the construct measures which are not associated with each other. For the assessment of discriminant validity, the 

conventional approach is Fornell-Larcker criterion. 

Table 3: Validity 

  INC KS MOT TR 

INC 0.882       

KS 0.701 0.899     

MOT 0.682 0.896 0.905   

TR 0.666 0.883 0.900 0.905 

Earlier we have performed the validity and reliability test for checking the results of outer model. In validity and reliability 

test we assess the ability of MM and their relations among different items of present study. Before running the structural 

model we must examine the multicollinearity between explanatory variables (Fornell & Larcker, 1981). 

 

Figure 2: Structural Model 

We have also carried out the systematic model analysis for testing the all the hypotheses and providing the results in detail. 

The inner model evaluation starts with investigating the direct associations between dependent and independent variables. 

We have examined the path coefficients size by using the PLS-SEM Algorithm. And we have examined the significance of 

relations by using the bootstrapping procedure in the Smart-PLS 3.0. 

Table 4: Direct Results 

   (O)  (M)  (STDEV)  (|O/STDEV|) P Values 

KS -> INC 0.701 0.704 0.067 10.405 0.000 

MOT -> INC 0.379 0.380 0.083 4.553 0.000 

MOT -> KS 0.540 0.539 0.104 5.216 0.000 
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TR -> INC 0.274 0.276 0.075 3.683 0.000 

TR -> KS 0.391 0.393 0.100 3.912 0.000 

With indirect mediation effect the relation between dependent and independent variable can be occurred, which is basically 

a second condition for significant relation (Basheer et al.,2019). Which infect shows the independent variable effect on 

mediator and then mediator effect on dependent variables. So, if the effect on independent variable on dependent variable 

through mediator is not significant then it shows that there is no mediation effect of mediator (variable). 

Table 5: Mediation 

   (O)  (M)  (STDEV)  (|O/STDEV|) P Values 

MOT -> KS -> INC 0.379 0.380 0.083 4.553 0.000 

TR -> KS -> INC 0.274 0.276 0.075 3.683 0.000 

The coefficient of determination that is also known as R square is commonly used method for the assessment of conceptual 

model of endogenous latent variables. According to the study of Hair et al. (2017) the values of R square 0.27, 0.13 and 0.02 

shows the significant, moderate and weak association respectively. The ability of model’s predictive relevance is another 

assessment of SM.  

 

Figure 3: Blindfolding 

Table 6: R and Q-square 

  SSO SSE Q²  
R 

Square 

INC 1302.000 813.043 0.376 0.492 

KS 1085.000 397.220 0.634 0.830 

 

By using the Stone-Geiser’s 𝑄2 we have carried out the assessment of predictive relevance which can be measured with 

the help of blindfolding procedure.  

IV. Conclusion  

Practically, the understanding of SMES has been increased through the research findings in terms of innovation capability 

and sharing of knowledgeMoreover, to make the sharing of knowledge between managers and employees simple, there is a 

need to increase resources by the managers for improving the structural and relational capital. This would contribute to the 

behaviors of knowledge sharing for innovation capability. It has been revealed by the results that there is a need to improve 

motivation, increase training, and development by the managers for development of knowledge sharing and sustaining among 

the employees. The support of supervisor and resources are required, which increase the association between employees in 
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Indonesia’s SME sector. In this respect, seminars could be arranged by the owners and managers. Moreover, training sessions 

and face-to-face meetings could be conducted with professionals to improve the knowledge of employees. This will improve 

the interaction among employees. 

Moreover, employees could be facilitated by managers for establishing formal and informal channels of communication, 

social events, and training sessions. This would result in making the relationship strong among employees for sharing 

knowledge and capability of innovation. It has been found by the study that there is a strong influence of training and 

development, support of supervisor, motivation, industry cluster resources on sharing of knowledge. Moreover, the role of 

training and development, motivation, ICT and industry cluster resources has been highlighted in improving innovation 

capability. Thus, there is a need for the owners and managers of SMES to promote training and development, increase 

motivation for sharing of knowledge to bring innovation capability. 
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