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Abstract: 

Background: The COVID-19 pandemic has profoundly affected multiple aspects of life, 
particularly the business sector, which has struggled with the challenges posed by decreasing 
consumer spending. Globally, an economic crisis has occurred in many countries, including 
Indonesia, which experienced a recession in the third quarter of 2020 with a GDP decline of 
3.49%. As the country with the highest number of COVID-19 cases in Southeast Asia and a 
high mortality rate, Indonesia faces major challenges in economic recovery. The government 
has implemented various measures to support people affected by the pandemic. In this situation, 
companies must develop adaptive strategies not only to survive but also to seize opportunities to 
improve their performance, even surpassing pre-pandemic conditions.
Purpose: To explain how manufacturing companies in Indonesia invest in R&D to develop 
their innovation capabilities and financial performance during the crisis caused by the 
COVID-19 pandemic, to prove the differences between the innovation capabilities of Indonesian 
manufacturing companies before and during the crisis and its effect on financial performance.
Design/methodology/approach: The research was conducted on 37 Indonesian manufacturing 
companies that disclosed expenditures for research and development (R&D) activities. 
Observational data are financial reports from 2018 to 2021. Data analysis techniques use the 
Wilcoxon Signed-Rank Test and Linear Regression.
Findings/Result: The R&D intensity and ROA before and during the crisis did not differ 
significantly, whereas ROE showed a significant difference. Innovation capabilities show a 
significant effect on financial performance, both in ROA and ROE.
Conclusion: Only 22% of Indonesian manufacturing companies allocate funds for R&D activities. 
Nevertheless, the Indonesian manufacturing companies under study demonstrated greater efforts 
to innovate during the COVID-19 pandemic. Investment in R&D increased from an average of 
0.67% before the pandemic to 1.06% during the pandemic. The company's financial performance 
showed a decline during the pandemic.
Originality/value (State of the art): This research has the novelty of revealing the development 
of innovation capabilities of Indonesian manufacturing companies during the COVID-19 
pandemic and using a financial approach to prove the influence of innovation capabilities on 
company financial performance.
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INTRODUCTION

The global COVID-19 pandemic has significantly 
affected many aspects of human life, particularly 
the business sector. Various business sectors have 
experienced strong pressure due to the decline in 
people’s consumption levels. The global economy 
is experiencing strain until a number of nations enter 
crisis conditions, as seen by negative economic growth 
(Arianto, 2020; Soava et al. 2021; Wei, Li, & Zhang, 
2021).

Since the first COVID-19 case was found on March 2, 
2020, there has been a two-year COVID-19 pandemic in 
Indonesia. Indonesia has the greatest number of positive 
COVID-19 cases in all Southeast Asia. Indonesia also 
ranks second in Asia with the highest number of deaths 
(Khan et al. 2023). Having experienced a significant 
decrease in the number of positive COVID-19 cases, 
Indonesia is again threatened by a new COVID-19 
variant, Omicron, which has a faster transmission risk 
than previous variants.

The COVID-19 pandemic has greatly influenced 
various sectors in Indonesia, most notably the country’s 
economy, which is now officially in a recession because 
of continuing to decline economic growth in the third 
quarter of 2020. Indonesian GDP growth declined 
from the Q1 to the Q4 of 2020 due to the impact of 
the COVID-19 pandemic (Nursjanti & Amaliawiati, 
2021). The Indonesian government has undertaken 
several initiatives to develop legislation that will assist 
those Indonesians who are having difficulty during the 
pandemic.

The decline in national economic indicators during 
the crisis caused by COVID-19 can affect company 
performance. Therefore, every company must find a 
strategy not only to survive the COVID-19 pandemic 
crisis era but be able to take advantage of existing 
opportunities to encourage better performance 
improvement even compared to normal conditions. 

One of the main strategies that companies can do 
to survive and win competition in the current era of 
uncertainty is to continue to innovate. Innovation is 
a key word that is widely mentioned regarding how 
companies can go through crisis situations caused by the 
COVID-19 pandemic. The changes that occur in terms 

of how humans live their lives prove that innovation has 
become the main weapon to rule the world, including 
the business world. Innovation changes old ways 
with new ways that are easier, cheaper and more fun. 
Innovation causes creative destruction. This pattern is 
consistent with Joseph E. Schumpeter’s 1934 theory 
that innovation is the key to growth. He contends that 
ingenuity, not resources, determines a country’s growth 
(Schumpeter, 2017).

Innovation is “the process of turning opportunities into 
ideas” (Drucker, 2012; Tidd & Bessant, 2018; YuSheng 
& Ibrahim, 2020). Since the 1990s, innovation has been 
extensively researched in connection with achieving a 
company’s sustained competitive advantage (Kleiner, 
2013; Teece, 2007; Teece, Pisano, & Shuen, 1997). 
Companies that have superior innovation capabilities 
will have a competitive advantage. If the company 
excels in competition, then the company will have 
good performance. 

To increase innovation power, the company must 
increase its innovation capability. Innovation can 
only occur if the company has innovation capability 
(Laforet, 2011; Saunila & Ukko, 2012). The capability 
for innovation is a determinant of performance, 
competitive advantage, and success (Amit & 
Schoemaker, 1993). Lawson & Samson (2001) describe 
innovation capability as “the capacity to consistently 
convert ideas and knowledge into new systems, 
procedures, and products that are advantageous to the 
company and its stakeholders”. According to Rangone 
(1999), an organization’s capability for innovation is 
its ability to create novel goods and procedures as well 
as to outperform competitors in terms of technology 
and management.

The Dynamic Capabilities View (DCV) theory places 
innovation capability as one of the main components 
that make up dynamic capabilities (Teece & Pisano, 
1994). Dynamic Capabilities are “a firm’s ability to 
integrate, build and reconfigure its internal and external 
competencies in the face of rapid environmental 
change”. There are various components that make up 
dynamic capabilities include “sensing opportunities 
and threats, seizing opportunities, and reconfiguration, 
adaptive capability, absorptive capability, and 
innovative capability” (Pisano, 2000, 2015; Teece, 
2007).
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These studies typically collected data through 
questionnaires completed by respondents based on 
their perceptions of their respective firms’ innovation 
capabilities. Based on the author’s literature review, no 
prior research has investigated the relationship between 
innovation capability and financial performance using 
financial statement-based measures. 

The novelty of this study lies in two key aspects: (1) it 
investigates the development of innovation capabilities 
by manufacturing firms in Indonesia during the 
COVID-19 pandemic, an area that has received limited 
attention in prior research; and (2) it adopts a financial-
based approach to empirically assess the impact of 
innovation capability on firm financial performance, 
offering a perspective beyond the commonly used 
perceptual measures.

To investigate whether manufacturing companies in 
Indonesia improved their innovation capabilities during 
the COVID-19 Pandemic, we conducted a comparison 
of the intensity of research and development before 
and during the COVID-19 Pandemic. The intensity of 
research and development is a proxy for a company’s 
efforts to improve innovation capabilities (Carvache-
Franco et al. 2020; Karbowski, 2016; Wang & Hsu, 
2010a; Zawislak et al. 2018). The Wilcoxon Signed-
Rank Test or The Paired Sample T-test is used to 
conduct the difference test by looking at the assumption 
of data normality. Furthermore, we will test whether 
the innovation capabilities developed by companies 
before and during the COVID-19 Pandemic have an 
impact on the company’s financial performance as 
measured by Return on Asset (ROA) and Return on 
Equity (ROE). Regression analysis is used to test this 
causal relationship with the SPSS software tool.

This study seeks to address this research gap by 
providing empirical evidence on the relationship 
between innovation capability and financial 
performance from a financial reporting perspective. 
This study aims to: (1) explore how innovation 
capability and financial performance have evolved in 
Indonesian manufacturing companies during a time of 
crisis, by comparing conditions before and during the 
COVID-19 pandemic; and (2) examine how innovation 
capability influences the financial performance of these 
companies.

Innovation serves as a critical driver of competitive 
advantage. Companies that innovate will be able to 
meet customer needs and even create new needs and 
markets. Companies that do not innovate will be 
eliminated due to innovations from competitors that 
can change consumer behavior. Calantone et al. (2002) 
stated that innovation is the most important determinant 
of organizational performance.

The relationship between company’s capability 
for innovation and firm financial performance is 
suggested by Kleinknecht & Mohnen (2002); Hsu & 
Wang (2012); Protogerou et al. (2012); Wang & Hsu  
(2010b) which states that Innovation capabilities 
are proxied by dynamic capabilities in R&D, which 
contribute to a firm’s competitive advantage. Firms 
that invest in innovation capabilities, such as research 
and development, tend to see improvements in 
financial metrics like profitability and growth (Ali, 
Hao, & Aijuan, 2020). Earlier research has attempted 
to empirically examine the impact of innovation 
capability on a company’s financial performance. The 
significance of the effect of innovation capability on the 
company’s financial performance is shown through the 
research of YuSheng & Ibrahim (2020) who conducted 
research in Ghana; Rajapathirana & Hui (2018) in Sri 
Lanka; Camisón & Villar-López (2014) on industrial 
companies in Spain; Yasin et al. (2014) in Pakistan; 
Saunila et al. (2014); Maldonado-Guzmán et al. (2019) 
in Mexico; and research by Ali et al. (2020) in China.

The financial performance of companies in Indonesia 
during the crisis caused by COVID-19 shows a decline. 
According to research by Wijayanto & Seno (2021), 
during the COVID-19 pandemic, manufacturing 
enterprises in the consumer goods industry saw a 
decline in their Return on Asset (ROA), a measure 
of financial performance from 8.10 percent in 2019 
to 4.57 percent in 2020. Meanwhile, return on equity 
(ROE) decreased from 13.84 percent in 2019 to 7.47 
percent in 2020. On the other hand, manufacturing 
firms in Indonesia have shown relatively low attention 
to the development of innovation capabilities up to the 
year 2018. A study by Wijayanto et al. (2020) revealed 
that only 35 out of 166 companies reported investing in 
R&D to build their innovation capabilities. 

Previous studies have measured innovation capability 
and financial performance using perceptual approaches. 
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as reports, books, journals, letters, meeting minutes, 
official records, or digital archives (Creswell & 
Creswell, 2018). It allows researchers to draw insights 
from sources that already contain valuable information.

Descriptive and inferential analysis are two methods 
of data analysis. The process of descriptive analysis 
is used to characterize the data, including descriptive 
information on sample firms, research variable 
descriptions, and research findings descriptions. The 
Wilcoxon Signed-Rank Test and linear regression 
analysis were used to conduct inferential analysis. 
SPSS for Windows, a statistical analysis tool, was used 
to assist with the data analysis process for hypothesis 
testing. The following formulation of the research 
hypothesis is based on the theoretical study:
H1: “There is a significant difference between 

the innovation capabilities of Indonesian 
manufacturing companies between before and 
during the crisis”

H2: “There is a significant difference between 
the financial performance of Indonesian 
manufacturing companies between before and 
during the crisis”

H3: “Innovation capability has a significant effect 
on Return on Asset (ROA) of Indonesian 
manufacturing companies both before and 
during the crisis”

H4: “Innovation capability has a significant effect 
on Return on Equity (ROE) of Indonesian 
manufacturing companies both before and 
during the crisis”

The research framework is presented in Figure 1. This 
framework outlines the timeline of the study, which is 
divided into two distinct periods: before and during the 
COVID-19 pandemic. The researcher compares how 
innovation capability varied across these two phases, 
reflecting how companies adapted and strengthened 
their innovation efforts in response to the crisis. 
Furthermore, the study examines how this innovation 
capabilities impact firm financial performance, as 
measured by ROA and ROE.

METHODS

This research adopts both comparative and associative 
approaches. The comparative level can be seen in the 
comparison or average difference between several 
sample groups. The explanatory level is shown in 
testing the effect of innovation capability variables on 
financial performance in manufacturing companies that 
go public on the Indonesia Stock Exchange (IDX).

This study uses secondary data. Secondary data refers 
to data that has been previously gathered for another 
objective and is already available in an existing format 
(Saunders, Lewis, & Thornhill, 2019). Research data 
is obtained from company financial reports, IDX 
Facts Book, summaries of listed companies, and 
annual reports. Data sources were obtained from the 
Indonesian Stock Exchange (IDX). 

All manufacturing enterprises that list on the IDX are 
the study’s population. There are 171 manufacturing 
businesses in Indonesia that went public, according 
to the IDX Facts Book (IDX, 2019). The sample 
was selected using a purposive sampling technique. 
The following criteria must be met to be included in 
a research sample: (a) manufacturing firms that are 
registered on the IDX consecutively from 2018-2021; 
(b) The company publishes the company’s financial 
statements consecutively from 2018-2021; and (c) 
Companies must disclose R&D costs in their financial 
statements.

Innovation capability was measured using the ratio 
of R&D intensity (Carvache-Franco et al. 2020; 
Karbowski, 2016; Wang & Hsu, 2010a; Zawislak et al. 
2018). Financial performance was measured using the 
ratio of ROA and ROE (Pujiastuti, 2024).

Documentation approaches are included in the data 
collection method. The documentation technique 
involves gathering data by examining existing materials 
such as documents, records, or written texts that are 
closely related to the research topic. This technique 
involves gathering information from sources such 
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Figure 1. Hypothesis Model

RESULTS

Innovation capability Development of Indonesian 
Manufacturing Companies Before and during the 
Crisis 

Data analysis was conducted to answer the problem 
formulation and prove the research hypothesis.  Efforts 
to improve the company’s innovation capability are 
reflected in the high intensity of activities in research 
and development (R&D). The differential test of 
innovation capability (R&D intensity) in this study was 
conducted using the Wilcoxon S-R Test. The data was 
not normally distributed, as seen by the data normality 
test findings, which led to the implementation of this 
test approach. Table 1 displays the data normality test 
results.

The data normality test, conducted using the 
Kolmogorov-Smirnov (K-S) and Shapiro-Wilk (S-
W) methods, produced a significant value of 0.000. 
Since this value is below the alpha threshold of 0.05, it 
indicates that the data is not normally distributed. As a 
result, the Wilcoxon S-R Test was employed to perform 
the difference test.

The following test, the Wilcoxon S-R Test, compares 
the R&D intensity of Indonesian manufacturing 
enterprises before and during the crisis based on the 
results of the data normality test. The Wilcoxon Signed-
Rank Test results are shown in Table 2.

The Wilcoxon Signed-Rank Test yielded a significant 
value of 0.588, which exceeds the alpha threshold of 
0.05. Thus, the null hypothesis is accepted. It is found 
that there was no significant difference in the R&D 
intensity of Indonesian manufacturing enterprises 
before and during the crisis.

ROA Ratio of Indonesian Manufacturing 
Companies Before and during the crisis

The Wilcoxon S-R Test was used in this study to assess 
financial performance in manufacturing enterprises in 
Indonesia prior to and during the COVID-19 pandemic 
using the Return on Asset ratio. The data was not 
normally distributed, according to the findings of the 
data normality test, which is why this test approach 
was employed. The results of the data normality test 
are shown in Table 3.

The data normality test using both K-S and S-W 
shows that the significance value obtained is 0.000. 
Given that this value is below the threshold of 0.05, it 
indicates a deviation from normality, meaning the data 
are not normally distributed. This outcome highlights 
the need to consider non-parametric methods or data 
transformation in the subsequent analysis.

The next stage is to use the Wilcoxon S-R Test to 
compare the financial performance of Indonesian 
manufacturing enterprises before and during the crisis 
using the Return on Asset ratio, based on the findings of 
the data normality test. The Wilcoxon S-R Test results 
are shown in Table 4.
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Table 1. Test of data normality 
Kolmogorov-Smirnova Shapiro-Wilk

Stat. df Sig. Stat. df Sig.
Innovation Capability Before PCov 0.373 74 0.000 0.348 74 0.000
Innovation Capability During PCov 0.378 74 0.000 0.329 74 0.000

aLilliefors Significance Correction

Table 2. Comparison of R&D Intensity before and during the Pandemic 
Comparison Ranks N Mean Sum of Ranks
RnD Intensity During PCov - RnD Intensity 
Before PCov

Negative Ranks 43a 34,60 1488,00
Positive Ranks 31b 41,52 1287,00

Ho=The median of differences between 
Innovation Capability Over Pcov equals 0

Related-Samples 
W-S Rank Test

Asymp. Sig. (2-tailed) = 0.588 Decision: Retain 
the null hypothesis

Table 3. Test of Data Normality 
Kolmogorov-Smirnova Shapiro-Wilk

Stat. df Sig. Stat. df Sig.
ROA Before PCov 0.240 74 0.000 0.568 74 0.000
ROA During PCov 0.196 74 0.000 0.775 74 0.000

aLilliefors Significance Correction

Table 4. Comparison of ROA before and during the Pandemic
Comparison Ranks N Mean Sum of Ranks
ROA During PCov – ROA Before PCov Negative Ranks 38 40,05 1522,00

Positive Ranks 36 34,81 1253,00
Ho=The median of differences between ROA 
Before PCov and ROA During PCov equals 0

Related-Samples 
Wilcoxon Signed 

Rank Test

Asymp. Sig. (2-tailed) = 0.469 Decision: Retain 
the null hypothesis

The Wilcoxon S-R Test results show that the sig. value 
is 0.469. This value is greater than alpha 0.05, so Ho 
is accepted. It can be concluded that the financial 
performance of Indonesian manufacturing companies 
using the Return on Asset ratio between before and 
during the crisis is not significantly different.

ROE Ratio of Indonesian Manufacturing 
Companies Before and during the crisis

The different test of financial performance using the 
Return on Equity ratio in Indonesian manufacturing 
companies between before and during the crisis in this 
study was carried out using the Wilcoxon S-R Test. 
The data was not normally distributed, according to the 
findings of the data normality test, which is why this 
test approach was employed. Table 5 displays the data 
normality test results.

The significance value, as determined by the data 
normalcy test employing Kolmogorov-Smirnov and 
Shapiro-Wilk, is 0.000. This value is smaller than alpha 
0.05 so it can be concluded that the data is not normally 
distributed.

The Wilcoxon S-R Test is applied to assess the financial 
performance of Indonesian manufacturing companies 
before and during the crisis using the Return on Equity 
ratio, following the results of the data normality test. 
The outcomes of the Wilcoxon S-R Test are presented 
in Table 6.

The results of the Wilcoxon S-R Test indicate a 
significant value of 0.033, which is lower than the alpha 
threshold of 0.05. Consequently, Ho is rejected, and 
Ha is accepted. This suggests that there is a significant 
difference in the financial performance of Indonesian 
manufacturing companies, measured by the Return on 
Equity ratio, between the period before and during the 
crisis.
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the contribution of the effect of Innovation Capability 
shown by R&D intensity on Return on Asset is small at 
13.5 percent, while 86.5 percent of ROA variability is 
influenced by other variables.

Referring to Table 7, the regression equation can 
be expressed as follows: Y = 4.838 + 0.877(X). The 
regression coefficient is positive at 0.877, indicating 
that an increase in intensity in R&D by one unit will 
cause an increase in ROA by 0.877 percent.

The t value from the test results is 4.631 with a 
significance of 0.000. Ho is rejected while Ha is 
accepted because this significance value is less than 
alpha 0.05. The conclusion is that innovation capability 
proxied by intensity in R&D has a significant effect on 
financial performance with ROA ratio.

The Effect of Innovation Capability on Return on 
Equity 

Data normality testing on the influence of the Innovation 
Capability on Return on Equity shows that the data 
distribution is normal (Figure 3). Furthermore, linear 
regression analysis can be performed.

The Effect of Innovation capability on Return on 
Asset 

The test of the effect of R&D Intensity on financial 
performance using the Return on Asset ratio in 
Indonesian manufacturing companies in this study was 
carried out using the Simple Linear Regression test. 
The first stage in the regression test is to ensure that the 
data distribution is normal. The data normality test uses 
a visual test, namely using a histogram of test results. 
Data is normally distributed if the normal curve formed 
is symmetrical, not extending too much to the left or 
right side. The results of the data normality test with 
a histogram are as shown in Figure 2. The test results 
show that the data is normally distributed.
		   
Furthermore, linear regression analysis can be done. The 
results of simple linear regression analysis to test the 
effect of R&D Intensity on financial performance using 
the Return on Asset ratio in Indonesian manufacturing 
companies are shown in the Table 7.

The correlation value (r) of the test results is 0.368. 
This indicates that the relationship between Innovation 
Capability shown by R&D intensity and Return on 
Asset is weak. The r-square of 0.135 indicates that 

Table 5. Test of Data Normality 
Kolmogorov-Smirnova Shapiro-Wilk

Stat. df Sig. Stat. df Sig.
ROE Before PCov 0.288 74 0.000 0.483 74 0.000
ROE During PCov 0.302 74 0.000 0.599 74 0.000

aLilliefors Significance Correction

Table 6. Comparison of ROE before and during the Pandemic
Comparison Ranks N Mean Sum of Ranks
ROE During PCov – ROE Before PCov Negative Ranks 44 40,55 1784,00

Positive Ranks 30 33,03 991,00
Ho=The median of differences between ROE 
Before PCov and ROE During PCov equals 0

Related-Samples 
Wilcoxon S-R 

Test

Asymp. Sig. (2-tailed) = 0.033 Decision: Reject 
the null hypothesis

Table 7. The Effect of R&D Intensity on Return on Asset 
Model Variable Coefficients Std.  Error Beta t-statistics Sig.
1 (Constant) 4.838 0.568 8.511 0.000

Innovation Capability 0.877 0.189 0.368 4.631 0.000
R = 0.368 R2 = 0.135
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Figure 2. Normality Test Figure 3. Test 1 Histogram

The results of simple linear regression analysis to test 
the effect of R&D Intensity on financial performance 
using the Return on Equity ratio are shown in Table 
8. The correlation value (r) of the test results is 0.551. 
This indicates that the relationship between Innovation 
Capability shown by R&D intensity and Return on Equity 
is moderate. The r-square of 0.304 indicates that the 
contribution of the effect of Innovation Capability shown 
by R&D intensity on Return on Equity is 30.4 percent, 
while 69.6 percent of ROE variability is influenced by 
other variables.

Referring to Table 8, the regression equation can 
be expressed as follows: Y=7.798+4.808 (X). The 
regression coefficient is positive at 4.808, indicating that 
an increase in intensity in R&D by one unit will cause an 
increase in ROE by 4.808 percent.

The t value from the test results is 7.906 with a 
significance of 0.000. Ho is rejected while Ha is accepted 
because this significance value is less than alpha 0.05. 
The conclusion is that innovation capability proxied by 
intensity in R&D has a significant effect on financial 
performance with ROE ratio. The results of this research 
support the dynamic capability theory (Teece, 2007) 
where “innovation capability enables companies to 
be able to develop new products and processes, and to 
achieve superior performance” (Rangone, 1999). The 
findings of this study align with Calantone et al. (2002), 
who emphasized that innovation plays a crucial role as the 
primary factor influencing organizational performance. 

This study produces several findings. First, the Wilcoxon 
Signed-Rank Test results show that the R&D intensity 
of Indonesian manufacturing companies between before 
and during the crisis is not significantly different. This 
indicates that Indonesian manufacturing companies have 

not changed their strategies in the face of uncertainty 
because of the COVID-19 pandemic. In an era where 
innovation is one of the determinants of competitive 
advantage for companies, continuous efforts to improve 
innovation capabilities are very important to do.

Second, the financial performance of Indonesian 
manufacturing companies using the ROA ratio is 
not significantly different between before and during 
the crisis. Indonesian manufacturing companies are 
considered capable of maintaining their performance 
in a crisis because of COVID-19. On the other hand, 
the company’s assets also did not change much which 
caused this ratio not to be affected much.

Third, the financial performance of Indonesian 
manufacturing companies using the Return on Equity 
ratio is significantly different between before and 
during the crisis. The company’s ROE decreased during 
the COVID-19 pandemic, from 18.63 percent in 2018 
to 9.91 percent in 2021. This decline is mostly due to 
the downward trend in the company’s net profit from 
IDR 841,100,034,212.18 to IDR 725,978,374,795.39 in 
2021.

Furthermore, innovation capability proxied by intensity 
in R&D shows a significant influence on financial 
performance as measured by ROA and ROE ratios. 
This finding underscores the importance of R&D in 
strengthening innovation capability, thereby enhancing 
firm financial performance. The results of this study 
confirm the research conclusions of Ali et al. (2020; 
Camisón & Villar-López (2014); Maldonado-Guzmán 
et al. (2019); Rajapathirana & Hui (2018); Saunila et 
al. (2014); Yasin et al. (2014); dan YuSheng & Ibrahim 
(2020).
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Table 8. The Effect of R&D Intensity on Return on Equity 
Model Variable Coefficients Std.  Error Beta t-statistics Sig.
1 (Constant) 7.798 1.786 4.365 0.000

Innovation Capability 4.808 0.608 0.551 7.906 0.000
R = 0.551 R2 = 0.304

The company’s financial performance shows a decline, 
especially at the beginning of the pandemic. In line 
with the increased spending in R&D, the results can be 
seen in 2021 where ROE has increased. The company’s 
financial performance showed a decline from the 
beginning of the pandemic, from 18.63 percent in 
2018 to 9.91 percent in 2020. The lowest ROE was 
experienced by PT Bentoel International Investama 
Tbk, while Merck Tbk recorded itself as having the 
highest ROE.

R&D intensity and ROA of Indonesian manufacturing 
companies between before and during the crisis is 
not significantly different. Meanwhile, the financial 
performance of Indonesian manufacturing companies 
using the ROE is significantly different between before 
and during the crisis. Also, innovation capability 
proxied by intensity in R&D shows a significant 
influence on financial performance as measured by 
ROA and ROE ratios.

Recommendations 

Based on these conclusions, several suggestions are 
proposed. The commitment of Indonesian manufacturing 
companies in developing their innovation capabilities 
needs to be improved. Only about 25 percent of 
companies allocate funds for R&D activities. Then, in 
a situation full of uncertainty, companies must continue 
to innovate to have a competitive advantage. R&D 
efforts play an important role in improving innovation 
capabilities for firms. Further research needs to be 
done, especially the impact of other capabilities in 
the dynamic capability view framework both on firm 
performance and firm value.
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Managerial Implications 

The findings of this study provide important insights 
for managers in Indonesian manufacturing firms. 
First, the increase in R&D investment, particularly 
in 2020, highlights the strategic importance of 
innovation capability in times of crisis. Managers are 
encouraged to consistently allocate and even increase 
resources for R&D activities, as the data suggest that 
such investments contribute positively to financial 
performance, particularly ROE, as observed in the 
recovery phase of 2021. Furthermore, despite the overall 
decline in financial performance during the early stages 
of the pandemic, companies that maintained consistent 
R&D spending, such as PT Unilever Indonesia Tbk, 
demonstrated greater resilience. This underscores 
the need for long-term commitment to innovation as 
a driver of sustainable performance. The significant 
relationship between R&D intensity and both ROA 
and ROE suggest that innovation capability should be 
positioned as a core component of strategic planning, 
especially in navigating future uncertainties. Therefore, 
managerial focus should shift from viewing R&D as 
a discretionary expense to recognizing it as a critical 
investment for long-term competitiveness and financial 
stability.

CONCLUSIONS AND RECOMMENDATIONS

Conclusions  

Several conclusions can be drawn from the data analysis. 
During the COVID-19 pandemic, manufacturing 
firms in Indonesia have made more significant strides 
in innovation. Their investment in research and 
development rose from an average of 0.67% before the 
pandemic to 1.06% amid the pandemic. A significant 
increase in the company’s budget for R&D occurred 
in 2020. The largest expenditure for R&D activities is 
shown by PT Pyridam Farma Tbk, while the consistent 
expenditure for R&D activities is shown by PT Unilever 
Indonesia Tbk, which is 11 percent each year. 
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