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Abstract

According to strategic management theory, dynamic capability plays a significant role in

enhancing organizational performance. Using a cross-sectional research design, the current

study quantitatively assesses the mediating effect of dynamic capability on the relationships

of total quality management, customer intellectual capital, and human resource manage-

ment practice with the performance of microfinance institutions. An online survey involving

120 members of Induk Koperasi Kredit, a credit union association in West Kalimantan, Indo-

nesia, is conducted. All the data are subjected to variance-based partial least squares struc-

tural equation modeling (PLS-SEM) analysis. The obtained results demonstrate the

significant and positive influence of total quality management and human resource manage-

ment practice on dynamic capability. Furthermore, dynamic capability is found to mediate

the relationship between total quality management and human resource management prac-

tice on the performance of microfinance institutions. However, this study is unable to con-

clude that total quality management and human resource management practice have any

significant impact on the performance of microfinance institutions. Nonetheless, this study

demonstrates the crucial need for microfinance institutions to enhance their management

activities via dynamic capability to enhance performance. This is one of the earliest studies

conducted during the COVID-19 pandemic to examine the capabilities and performance of

microfinance institutions in Indonesia. Notably, the performance of microfinance institutions

can be further sustained by improving customers’ intellectual and dynamic capabilities.

Introduction

Microfinance can effectively address market failures and help the poor and disadvantaged to

provide solutions to their livelihood hardships, thereby making a significant contribution to

the economy and society [1, 2]. The creation and existence of microfinance help the poor to

access financial services that are essential for them, while facilitating smooth consumption and
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creating business opportunities for this group of people, thereby not only alleviating poverty in

society but also increasing the participation of the poor in the formal economy as well as

changing and promoting the economic development of a country [2–4]. Microfinance institu-

tions (MFIs) can provide services and products such as microcredit, savings schemes, financial

payment facilitation, micro-pension and micro-insurance schemes, and remittance facilitation

to poor and vulnerable people in response to policy and institutional imperfections in credit,

banking, and insurance markets [5]. Notably, MFIs provide poor people with access to finan-

cial services and support, which in turn help them maintain financial sustainability [6]. In a

dynamic marketplace, MFIs must be able to integrate, expand, and reconfigure their internal

and external capacities; manage and maintain their perspective forms; and respond quickly to

business changes [7]. However, while MFIs are currently economically functional in running

microfinance, maintaining or improving their performance under the influence of competitive

external market environment factors and internal organizational factors can still be challeng-

ing [2, 8].

Based on the purpose and specificity of the operation of MFIs, masses in countries and

regions with high poverty rates are more inclined to opt for microfinance, which is common

in countries in the Asian region, such as Indonesia, India, and Pakistan [9, 10]. According to

United Nations High Commissioner for Refugees [11], refugees and low-income households

in Indonesia can receive a total of approximately US$ 12.5 million per year from MFIs, includ-

ing financial and social services [12]. The assets and membership of MFIs in Indonesia have

expanded dramatically from 356,327 in 2000 to 3,636,559 in 2020 [13]. Owing to the high

demand for microfinance in Indonesia, MFIs are highly adaptable therein, thereby facilitating

strategic measures to gain competitive advantages and sustain their performances [14]. How-

ever, this also typifies that the performance measures of MFIs are considered more compre-

hensive than those of traditional banks and credit institutions, which in turn leads to the need

for a holistic approach to the assessment and enhancement of MFIs’ performance. Therefore,

this study examines the factors that contribute to the performance of MFIs from three perspec-

tives, namely, organization, employee, and customer, and explores their mediating role and

impact on the performance and sustainability of MFIs through the dynamic capabilities of the

organization.

The resource-based view (RBV) framework argues that organizations can gain sustainable

competitive advantages through unique resources and firm-specific capabilities to maintain

performance in this rapidly evolving environment [15]. Owing to the unique resources (cus-

tomer base, funding sources etc.) of MFIs and their operational and business models, distin-

guishing them from traditional banks and credit institutions, this study employs the RBV to

shed light on how MFIs respond and adapt to changes in dynamic business and market envi-

ronments and provides valuable insights into the various organizational practices of MFIs to

gain sustainable competitive advantage [16]. Previous studies have discussed the impact of

total quality management (TQM), customers’ intellectual capital (CI), and human resource

management practices (HRP) on organizational performance from both organizational and

customer perspectives [17, 18]. There is also a strong correlation between an organization’s

resources and capabilities and its performance as well as the development and enhancement of

dynamic capabilities by purposefully creating, extending, or modifying their performance or

service offerings, which in turn helps the organization to better adapt to dynamic market

changes [19].

However, for countries such as Indonesia, which has a large number of low-income people,

the determinants of organizational performance are related to the sustainability of the organi-

zation and enhanced returns, especially for financial institutions such as MFIs, where organi-

zational performance is related to the survival of the firm [14]. Based on the available studies,
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it is evident that there is a lack of research on the organizational performance and dynamic

capabilities of MFIs in low-income countries, which in turn leads to a lack of awareness of the

importance of organizational performance determinants in low-income countries [16, 19, 20].

In addition, this study focused exclusively on the performance of microfinance institutions

(PMFi) in developing countries such as Indonesia and assessed the mediating effect of

dynamic capability (DC) on the relationships of TQM, CI, and HRP with PMFi. This study

presents novel findings vis-à-vis enhancing the capabilities of MFIs with respect to the RBV.

The obtained results regarding the significance of human capabilities, quality management,

and customer intelligence in enhancing performance and financial sustainability would benefit

various MFIs, particularly in Indonesia.

The remainder of this paper is organized as follows: the next section presents a literature

review that discusses the impact of MFIs’ TQM, CI, HRP, and dynamic capabilities on their

performance, as well as the mediating role of dynamic capabilities. The research methodology

used in this study and the results of the data analysis are presented in the following section.

Thereafter, the findings are discussed, leading to conclusions and theoretical and practical

implications. Finally, this paper explains and discusses the limitations of the study and suggests

areas for further research.

Literature review

The RBV offers significant theoretical views for organizations to consider in their efforts to

intensify their commitment to enhance human resource strategies [21]. According to the RBV,

organizations gain competitive advantages and better performance through HRP, which cre-

ates unique and valuable human-based resources [22]. The availability of strategic resources

that cannot be replicated or substituted helps organizations to acquire and sustain competitive

advantage [23]. Burvill et al. [24] highlighted the RBV as a key theory for elucidating the rela-

tionship of human resource strategy and practice in a business environment. Innovative orga-

nizational strategies through intellectual capability, professional training and experience, and

strategic insights of a competent workforce greatly benefit organizations [23].

Evidently, the RBV provides the needed foundation for organizations to consider the devel-

opment and expansion of organizational practices, which can strengthen and maintain their

current business standing and establish a competitive position through strategic resource con-

figuration to gain long-term competitive advantages [25]. Furthermore, the RBV promotes the

optimization of strategic resources and measures to capture market opportunities for

improved performance [26]. The RBV also postulates the important contributions of internal

resources for organizations to gain the required competitive advantage. The RBV highlights

the positive influence of human capabilities on organizational performance and competitive

advantage [27]. Accordingly, this study assesses the relationships of TQM, CI, and HRP with

PMFi, as well as the mediating effect of DC on these hypothesized relationships.

Hypothesis development

Yunis et al. [28] describe TQM as the holistic procurement and acquisition of management

processes for improved dynamic resources and continuous long-term success. It serves as an

important approach for organizations to achieve high efficiency, effectiveness, and perfor-

mance [29]. Numerous organizations have taken an array of steps to adapt and implement

TQM to meet various challenges in such dynamic markets. Through TQM, organizations

enhance their performance and competitive advantage by leveraging marketing, innovation,

and process improvement capabilities [30]. Small and medium-sized enterprises require a
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quality-oriented organizational culture as well as “hard” and “soft” TQM components to attain

sustainable competitive advantages [31].

As a strategic tool, TQM emphasizes on the quality of products and services for competitive

advantage. Accordingly, the conceptualization of TQM as a form of strategic resource helps

organizations to obtain and disseminate knowledge based on various competencies and dis-

tinctive achievements. Focusing on TQM as a source of competitive advantage, Bhaskar [32]

empirically demonstrates a significant and positive relationship between TQM and organiza-

tional performance. Therefore, this study proposes the following hypotheses:

H1a: TQM has a positive influence on DC.

H1b: TQM has a positive influence on PMFi.

It is also crucial for organizations to utilize CI to execute operational strategies for enhanced

organizational performance [33, 34]. Through CI, organizations can attract potential custom-

ers with high knowledge and skill levels and enhance the knowledge and skill levels of existing

customers [35]. Notably, CI reflects the market value and potential market for organizations to

achieve high levels of acquisition, satisfaction, loyalty, and retention [36]. An organization’s

image and reputation serve as intangible determinants for enhanced organizational perfor-

mance. In a more recent study, Khalique et al. [37] highlight the strong relationship between

CI and organizational performance. Thus, the current study tests the following hypotheses:

H2a: CI has a positive influence on DC.

H2b: CI has a positive influence on PMFi.

In addition, the RBV postulates the significance of possessing resources that cannot be rep-

licated and substituted for organizations to achieve competitive advantage, especially in rela-

tion to HRP [38]. Dynamic changes in the market drive the implementation of HRP to

establish a more strategic and competitive organization [39]. Sabiu et al. [40] highlight the pos-

itive relationship between HRP and organizational performance. Theoretically, human

resources, in terms of resource innovation, set an organization apart from others [21]. Jackson

et al. [41] support this notion and highlight the significant and positive influence of HRP,

emphasizing a high level of investment in employees, on organizational performance and com-

petitive advantage. Therefore, the following hypotheses are proposed:

H3a: HRP has a positive influence on DC.

H3b: HRP has a positive influence on PMFi.

Lian et al. [42] define DC as the ability of an organization to optimize internal and external

resources, such as knowledge, innovation, and systems, with respect to environmental

changes. Moreover, DC has been regarded as an important component that influences the per-

formance of an organization [43]. Evolutionary fitness refers to how well DC facilitates an

organization’s creation and modification of its basic resources [44]. Generally, DC can be mea-

sured in terms of adaptive, absorptive, and innovative capabilities [45]. Absorptive capability

refers to the ability to review and gain knowledge from business partners and then apply it for

innovation [46]. Integrating capability represents the combination of individual and organiza-

tional capabilities to create a new opportunity for organizational success. Meanwhile, the coor-

dination of firm-specific capabilities assigns tasks, resources, and activities to new operational

strategies. Consequently, the following hypothesis is presented:

H4: DC has a positive influence on PMFi.

PLOS ONE Performance of microfinance institutions

PLOS ONE | https://doi.org/10.1371/journal.pone.0285814 May 23, 2023 4 / 15

https://doi.org/10.1371/journal.pone.0285814


Meanwhile, Hsu and Wang [47] note the strong influence of the accumulation of DC in

terms of intellectual capability and structural capital on organizational performance. Through

capabilities, resources can be properly utilized for higher organizational performance [47]. In

other words, capabilities serve as key resources for organizations to improve their performance

in a dynamic market. An organization with DC can integrate and apply new resources in

terms of knowledge and technology, thereby ensuring higher organizational performance [48].

Xing et al. [49] demonstrate the relationship between environmental regulation and organiza-

tional performance via DC. Thus, the current study tested the following hypothesis:

H5: DCmediates the influence of TQM, CI, and HRP on PMFi.

All the associations hypothesized above are presented in Fig 1 below.

Methodology

This study employs a quantitative cross-sectional approach; an independent questionnaire is

used to collect data online. Considering that this study explores information and content that

only the management level can access, such as TQM, HRP, and organizational performance,

the target population of this study is identified as managers of microfinance companies. There-

fore, the target population is managers of MFIs in Indonesia, and these respondents are from

an association of credit unions (Induk Koperasi Kredit, INKOPDIT) in West Kalimantan,

Indonesia. Owing to the specificity of this study and to protect the anonymity of the respon-

dents’ personal information, all questionnaires were distributed and collected via email and

social networking software (WhatsApp). Moreover, all respondents voluntarily participated in

the survey and were informed of the general content and purpose of the questionnaire, thereby

ensuring the right to information as well as the security and confidentiality of personal infor-

mation for all the respondents. The research ethics committee of Universitas Widya Dharma

Pontianak, Indonesia, approved this study (reference number: 066/RST-FEB/LPPM/IV). Writ-

ten informed consent was obtained from respondents who participated in the survey.

For this study, the minimum sample size required was determined to be 108 respondents

using G-Power 3.1. Thereafter, this study identified 185 potential respondents through a pre-

background survey, all from MFIs in West Kalimantan, Indonesia, with more than 1,000 active

members and annual revenues of more than Rp 1 billion. Thus, after identifying the potential

respondents, purposive sampling was used to distribute a Google questionnaire link and a

Fig 1. Research framework.

https://doi.org/10.1371/journal.pone.0285814.g001

PLOS ONE Performance of microfinance institutions

PLOS ONE | https://doi.org/10.1371/journal.pone.0285814 May 23, 2023 5 / 15

https://doi.org/10.1371/journal.pone.0285814.g001
https://doi.org/10.1371/journal.pone.0285814


cover letter to 185 managers (potential respondents) of MFIs in West Kalimantan, Indonesia;

120 complete and valid questionnaire responses were finally obtained.

Measures of constructs

All measures were adopted from previously validated instruments. Seven items were adopted

from Chenhall [50] to measure TQM. In addition, CI in this study was measured using seven

items adopted from Bontis [51]. To measure HRP, this study adopted seven items from Lee

et al. [52], as well as six items from Bierly and Chakrabarti [53] and Danneels [54] to measure

DC. Finally, PMFi was measured in terms of financial and non-financial dimensions such as

competitiveness, human capabilities, customer service quality, organizational flexibility, and

resource utilization. This study adopted 12 items from Atkinson et al. [55] to measure PMFi.

The respondents were required to provide their responses based on a five-point Likert scale,

with endpoints being “strongly disagree” (1) and “strongly agree” (5).

Common Method Bias (CMB)

Harman’s single factor test was used to examine any potential CMB issues [56]. The obtained

results revealed five factors. The first factor explained approximately 46.87% of the inconsis-

tency (<50%), hence suggesting the absence of CMB issues in this study. According to Kock

[57], the values of the variance inflation factor (VIF) in the full collinearity test that are equal

to or lower than 5 indicate that the model does not encounter CMB issues. In the current

study, the VIF values for TQM (2.710), CI (2.648), HRP (1.894), DC (2,203), and PMFi (3.235)

did not exceed 3.3, thereby confirming the absence of CMB issues.

Multivariate normality

This study used the Web Power tool to examine the multivariate normality of the data.

Accordingly, p-values lower than 0.05 indicate the presence of multivariate non-normality in

the data. Partial least squares structural equation modeling (PLS-SEM) is recommended for

data with multivariate non-normality issues [58].

Data analysis

Demographic profile of respondents

Table 1 presents the demographic profile of the respondents. Majority of the respondents in

this study were male (64.2%). Furthermore, most of the respondents were married (87.5%),

followed by respondents with either a single status (11.7%) or divorced status (0.8%). In addi-

tion, approximately 50.0% of the respondents were aged between 34 and 43 years. Regarding

the level of education, 73.3% of the respondents reported having a bachelor’s degree, followed

by those with a high school degree (15.0%), a diploma degree (8.3%), and a master’s degree

(3.3%). The results also revealed that most respondents (70.8%) resided in urban areas, fol-

lowed by those in rural areas (27.5%). The remaining respondents resided in a district area

(1.7%).

Reliability and validity

To analyze the external measurement model in depth, this study first validated the reliability

and validity of the questionnaires used. The Cronbach’s alpha and Dijkstra–Henseler’s rho

were used to ensure the validity of the study questionnaire and the consistency of the measure-

ment scale structure, and the detailed results are presented in Table 2. The recorded values of

Cronbach’s alpha and composite reliability for all constructs were above 0.8, exceeding the
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threshold of 0.7 and thus indicating that the study’s measurement scale had strong reliability

and consistency [58]. Furthermore, to understand the validity of the measurement scales in

this study in more detail, the data were analyzed through convergent and discriminant validity,

where the former was basically determined through average variance extraction (AVE) and

factor loading. Based on the results of the data in Table 2, it is evident that the recorded AVE

values are above the threshold of 0.5, indicating that the convergent validity of all the measures

in this study is reliable and acceptable [58].

The discriminant validity of the constructs was measured based on the Fornell–Larcker cri-

terion [59]and cross-loadings [60]. The obtained results of the criterion are presented in

Table 3, while the results of the cross-loadings are provided in S1 Data. The results confirmed

adequate discriminant validity [61]. According to the results based on the Fornell-Larcker cri-

terion in Table 3, the square root value of the AVE of each latent variable (the diagonal values)

exceeded the square root of the other items [59].

Path analysis

To assess the predictive power of the study model, the structural model was evaluated using

predictive correlation (Q2), coefficient of determination (R2), and effect size (f2). Referring to

Table 4, the Q2 values for both DC (0.356) and PMFi (0.424) were greater than zero, indicating

the presence of predictive power in this study’s framework [62]. As suggested by Hair et al.

[63], this study discriminated the explanatory power of its model using R2; the larger the R2

value, the stronger the explanatory power. The R2 values of DC (0.546) and PMFi (0.711) in

this study ranged from 0.5 to 0.75, indicating that the explanatory power of the model was

Table 1. Demographic profile of the respondents.

n % n % n %

Gender Education Age
Male 77 64.2 High school 18 15 17–25 years old 1 0.8

Female 43 35.8 Diploma 10 8.3 26–34 years old 34 28.3

Total 120 100 Bachelor 88 73.3 35–43 years old 60 50

Master 4 3.3 44–55 years old 24 20

Marital Status Total 120 100 > 55 years old 1 0.8

Married 105 87.5 Total 120 100

Single 14 11.7 Living Area
Divorce 1 0.8 Urban 85 70.8

Total 120 100 District 2 1.7

Rural 33 27.5

Total 120 100

https://doi.org/10.1371/journal.pone.0285814.t001

Table 2. Reliability and validity.

Variables No. Items Mean Standard Deviation Cronbach’s Alpha Dijkstra–Henseler’s rho Composite Reliability Average Variance Extracted

TQM 4 4.060 0.521 0.829 0.836 0.886 0.660

CI 5 4.173 0.471 0.869 0.869 0.905 0.657

HRP 5 4,048 0.496 0.861 0.863 0.900 0.644

DC 5 4.086 0.487 0.888 0.888 0.918 0.694

PMFi 8 4.065 0.463 0.916 0.921 0.931 0.630

Note: TQM: Total quality management; CI: Customer intellectual capital; HRP: HRM practices; DC: Dynamic capability; PMFi: Performance of MFIs

https://doi.org/10.1371/journal.pone.0285814.t002
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moderate and significant. In addition, this study assessed the effect sizes of the predictor vari-

ables using Hair et al.’s [57]research threshold interpretation of f2; where f2 values of 0.005,

0.01, and 0.025 were considered to be small, medium, and large effect sizes, respectively. Fol-

lowing this criterion, among the factors affecting PMFI in this study, the f2 value for TQM

(0.010) was considered to have a medium effect size; CI (0.127), HRP (0.042), and DC (0.272)

had f2 values greater than 0.025 and were considered to have large effect sizes. Among the fac-

tors affecting DC, TQM (0.136), CI (0.027), and HRP (0.101) all had relatively large effect

sizes.

Table 4 presents the results of the path analysis. The results revealed a statistically significant

and positive influence of TQM (β = 0.383, p = 0.003) and HRP (β = 0.280, p = 0.000) on DC.

Second, the influence of CI on DC was positive but statistically insignificant (β = 0.178,

p = 0.141). Third, the results demonstrated a positive but statistically insignificant influence of

TQM (β = 0.089, p = 0.386) and HRP (β = 0.152, p = 0.153) on PMFi. However, the influence

of CI (β = 0.311, p = 0.000) on PMFi was statistically significant and positive. Last but not least,

the results revealed a statistically significant and positive influence of DC on PMFi (β = 0.416,

p = 0.000).

Mediating effect

This study hypothesized a mediating effect of DC on the relationships of TQM, CI, and HRP

with PMFi. Referring to the results in Table 5, the influence of TQM on PMFi recorded a posi-

tive coefficient value of 0.16 (p = 0.025), thereby suggesting a statistically significant indirect

relationship. In other words, DC mediated the relationship between TQM and PMFi. Mean-

while, the influence of CI on PMFi had a positive coefficient value of 0.074 (p = 0.148), imply-

ing a statistically insignificant relationship. Thus, DC did not mediate the relationship between

Table 3. Discriminant validity.

TQM CI DC HRP PMFi

Total Quality Management 0.813

Customer’s Intellectual Capital 0.748 0.811

Dynamic Capability 0.679 0.639 0.833

HRM Practices 0.582 0.623 0.614 0.802

Performance of MFIs 0.693 0.738 0.738 0.653 0.794

Note: TQM: Total quality management; CI: Customer intellectual capital; HRP: HRM practices; DC: Dynamic capability; PMFi: Performance of MFIs

https://doi.org/10.1371/journal.pone.0285814.t003

Table 4. Path coefficients.

Hypothesis Beta t p R2 f2 Q2 Decision

Factors Effecting DC
H1a TQM➜ DC 0.383 2.940 0.003 0.546 0.136 0.356 Supported

H2a CI➜ DC 0.178 1.475 0.141 0.027 Rejected

H3a HRP➜ DC 0.280 2.830 0.000 0.101 Supported

Factor Effecting PMFI
H1b TQM➜ PMFi 0.089 0.868 0.386 0.711 0.010 0.424 Rejected

H2b CI➜ PMFi 0.311 3.609 0.000 0.127 Supported

H3b HRP➜ PMFi 0.152 1.430 0.153 0.042 Rejected

H4 DC➜ PMFi 0.416 4.765 0.000 0.272 Supported

Note: TQM: Total quality management; CI: Customer intellectual capital; HRP: HRM practices; DC: Dynamic capability; PMFi: Performance of MFIs

https://doi.org/10.1371/journal.pone.0285814.t004
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CI and PMFi. Finally, the influence of HRP on PMFi had a positive coefficient value of 0.117

(p = 0.017), indicating a statistically significant indirect relationship. Thus, DC did mediate the

relationship between HRP and PMFi.

Discussion

With respect to the RBV, this study quantitatively examined the mediating effect of DC on the

relationships of TQM, CI, and HRP with PMFi from the perspective of purposively selected

managers of MFIs in Indonesia. As an extension of the RBV, DC reflects the capacity of MFIs

to integrate, build, and reconfigure their internal and external resources [64]. Notably, MFIs

with higher levels of DC can enhance their innovation plans in time and develop valuable

capabilities that promote a higher level of organizational performance. Overall, the obtained

PLS-SEM results demonstrated the importance of DC in relation to TQM, CI, and HRP for

PMFi.

Based on the results, TQM has a critical impact on the dynamic capabilities of MFIs but has

an insignificant effect on organizational performance; thus, H1a is supported and H1b is

rejected. Furthermore, TQM is a strong predictor of DC, which is consistent with the findings

of Shuaib et al. [65] in their study on dynamic capabilities and quality management, as well as

with those of Sahoo [66] in India who explores quality management, innovation capability,

and firm performance. This finding is consistent with those of Silva et al. [30] in that organiza-

tions take steps to adapt and implement TQM, which includes strategies such as marketing,

innovation, and process improvement capabilities to improve and enhance their dynamic

capabilities and thus gain a competitive advantage to meet the various challenges of this

dynamic market. However, the direct relationship is indeed surprising, as the relationship

between TQM and organizational performance (PMFi) is not statistically significant, that is,

the evidence obtained in this study is insufficient to support the relationship between TQM

and PMFi, which is contrariwise to Bhaskar’s [32] findings. Ong and Tan’s [67]study on

manufacturing organizations in the electronics industry in Malaysia found no significant

direct relationship between TQM and organizational performance, but a direct relationship

could be generated with the mediation of knowledge management, similar to the findings of

this study that TQM could generate a significant direct relationship with organizational per-

formance (PMFi) through the mediation of dynamic organizational capabilities. This result

may be related to factors such as dynamic markets, which may prioritize responding to exter-

nal market changes and maintaining their own competitiveness, thus paying less attention to

internal organizational factors (e.g., TQM and HRP) over time [68].

Second, by addressing the relationship between CI, DC, and PMFi, the results of this study

confirm that CI has an insignificant effect on DC but is a strong predictor of PMFi, which

leads to H2a being rejected and H2b being supported. In a study of the hospitality industry,

Elsharnouby and Elbanna [69] find that human capital, directly and indirectly through mar-

keting-related dynamic capabilities, plays a key role in developing competitive advantage but

cannot directly influence the dynamic capabilities of the firm, which is consistent with the

Table 5. Mediating effect.

Associations Beta t p Decision

TQM➜ DC➜ PMFi 0.160 2.251 0.025 Supported

CI➜ DC➜ PMFi 0.074 1.448 0.148 Rejected

HRP➜ DC➜ PMFi 0.117 2.395 0.017 Supported

Note: TQM: Total quality management; CI: Customer intellectual capital; HRP: HRM practices; DC: Dynamic capability; PMFi: Performance of MFIs

https://doi.org/10.1371/journal.pone.0285814.t005
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results of H2a in this study. In other words, organizations should consider their customers’

needs for high quality and value and use their capabilities to deliver a correspondingly high-

quality product or service [69, 70]. Interestingly, this study found adequate empirical evidence

to support H2b regarding the relationship between CI and PMFi, which supported the current

literature on how organizations that emphasize CI could achieve higher performance [37, 71].

To achieve higher organizational performance, MFIs should refrain from compromising their

service quality for customers, demonstrate their concern for customer feedback, and sustain

their relationships with customers to promote customer trust.

Additionally, this study acquired adequate empirical evidence to support H3a regarding the

relationship between HRP and DC, thus supporting the findings of Dahie and Mohamed [39].

The previous study highlighted how HRP could help organizations to form the required com-

petence, adaptability, and intelligence to sustain their performance in this highly competitive

and changing environment. Unexpectedly, HRP was found to have an insignificant influence

on PMFi (H3b), thereby contradicting the results reported by Jackson et al. [41] and Amjad

et al. [72]. This may be because of the different sociocultural contexts involved. Contrary to the

findings of this study, Amjad et al. [72] found that HRP continued to influence organizational

and employee performances in terms of organizational sustainability. The previous study dem-

onstrated the significant and positive influence of HRP, focusing on a high level of investment

in employees, organizational performance, and competitive advantage. Meanwhile, DC was

found to have significant and positive influence on PMFi (H4) in this study. Chien and Tsai

[48], Drnevich and Kriauciunas [73] reported similar findings on how improving organiza-

tional capabilities could improve organizational profitability and performance. This finding

was revalidated in recent studies by Loureiro et al. [74], Nguyen et al. [75], and Permatasari

et al. [76]in organizations in the craft, tourism, and healthcare sectors, which was consistent

with the results of the present study.

Regarding the indirect relationships of TQM, CI, and HRP with PMFi, this study finds

empirical evidence that partially supported H5. First, this study establishes a significant medi-

ating effect of DC on the relationship between TQM and PMFi. Roberts and Grover [77]

report similar findings regarding the positive influence of DC on the role of TQM, with exten-

sive and formal training for employees to promote small-group interactions. Second, this

study reports an insignificant mediating effect of DC on the relationship between CI and

PMFi. Third, this study finds a significant mediating effect of DC on the relationship between

HRP and PMFi. According to the RBV, the implementation of DC enhances PMFi in terms of

profitability, market standing, and competitive advantage [64]. Based on these findings, it is

evident that MFIs need to consider the roles of TQM, CI, HRP, and DC in boosting and sus-

taining their performance, particularly in developing countries. This study demonstrates the

importance of DC for organizations to attain competitiveness and adaptability in this rapidly

changing environment. Furthermore, this study successfully demonstrates the role of the RBV

in the sustainable performance of MFIs, particularly regarding the mediating effect of DC in

enhancing the influence of TQM and HRP on PMFi.

Conclusions

The RBV served as the current study’s underlying theoretical basis for assessing the mediating

effect of DC on the relationships of TQM, CI, and HRP with PMFi. Based on the results

obtained, only CI demonstrated a significant and positive direct influence on PMFi. In addi-

tion, this study demonstrated a positive mediating effect of DC on the relationships of TQM

and HRP with PMFi. This study revealed the close relationships of the RBV with quality man-

agement, including tangible and intangible assets that are difficult to replicate or substitute.
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Evidently, MFIs should make use of their unique resources and qualities of their employees

under effective organizational management, leadership, and control to improve and sustain

their performance. Furthermore, as part of the RBV, MFIs should consider TQM, CI, and

HRP to ensure high-quality outputs.

This study has significant theoretical implications for MFIs. It also offers valuable insights

into factors that significantly influence PMFi in developing countries. Additionally, this study

presents empirical evidence in connection to the influence of TQM, CI, HRP, and DC on

PMFi, particularly within the context of emerging economies. Moreover, this study empirically

proved the relevance of the RBV in elucidating the relationships of TQM, CI, HRP, and DC

with PMFi from the viewpoint of Indonesian MFI managers.

This study presents valuable insights that would benefit MFIs and policymakers, particu-

larly regarding how organizations can use TQM, CI, and HRP to enhance their performance.

The findings of this study would encourage MFIs to attain enhanced performance and com-

petitive advantages by focusing on TQM, CI, HRP, and DC. This study empirically demon-

strated the mediating role of DC in boosting the influence of TQM and HRP on PMFi.

Evidently, quality management would deliver high-quality training and managerial leadership

to motivate effective interactions among employees, thus contributing to a higher level of

innovative performance. Through HRP, MFIs can establish a positive organizational culture

that boosts employees’ relationships and capabilities under effective managerial leadership.

Likewise, MFIs should make efforts to strengthen their dynamic sensing, learning, integration,

and coordination skills for enhanced performance. Moreover, this study offers a unique per-

spective on the mediating role of DC in boosting the relationship between TQM and PMFi,

particularly for MFIs in developing countries such as Indonesia.

Notwithstanding the significant contributions of this study in terms of theoretical and prac-

tical applications, some limitations and restrictions remain. First, this study adopts a cross-sec-

tional research design and quantitative approach that lacks the ability to test for causal

relationships, which in turn limits the generalizability of the findings. This study neither

implies nor examines the existence of causal relationships between factors such as an organiza-

tion’s TQM, DC, and PMFi. Second, this study focuses on small credit firms, which are the

type of institutions that examine organizational performance through financial performance,

but does not give much consideration to other potential financial determinants. Third, the

present study only examines microfinance firms in selected regions of Indonesia, which leads

to a limited generalization of the findings, and may be inapplicable in regional and national

contexts and firm situations.

The above-stated reasons lead to several limitations in the findings of this study, which need to

be addressed and amended in future studies. First, future researchers should consider a longitudi-

nal research design and a mixed methods approach to explore the causal relationship between var-

ious potential determinants and strategic objectives (e.g., the concept of innovation). Second,

when conducting further research on credit institutions and banking firms, financial determi-

nants and measures ought to be considered and added to comprehensively examine the perfor-

mance of this category of firms and organizations. Broad-based indicators will produce more

reliable results. In addition, future studies should consider expanding the sample and geographical

scope so that a broader and deeper perspective can be taken to explain the organizational perfor-

mance, social objectives, market competitiveness, and sustainability of MFIs.
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