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Abstract

The objective of this study is to investigate how digital capabilities
impact the performance of Indian MSMEs in the current "new normal"
context, with a specific focus on the firm-level perspective. The study
aims to explore the relationship between digitalization and firm
performance while identifying the key elements that contribute to the
effective implementation of digitalization in the MSME sector. A seven-
point Likert scale questionnaire was provided to top and middle
managers working in Indian MSMEs in order to collect data. The
collected data, comprised of 250 usable questionnaires, was analyzed
using the partial least squares structural equation modeling (PLS-SEM)
technique. The analysis of the data reveals a positive correlation between
digitalization, managerial proficiency, and the performance of MSMEs.
Additionally, it demonstrates that digitalization moderates the
relationship between technological preparedness, implementation
charges, and MSMEs' performance. However, the performance of the
Manufacturing segment within MSMEs and digitalization are not
significantly impacted by managerial tendency, according to the study.
This study is the first of its kind to examine managerial propensity as a
moderator of digitalization and MSMEs' performance. The findings
highlight the importance of digital skills for MSMEs and offer insightful
information about the obstacles to their successful digital transformation.
It highlights the importance for MSME managers, owners, policymakers,
and practitioners to understand these barriers and effectively overcome
them. The findings of this study hold practical implications for MSME
managers and owners, policymakers, and practitioners. They provide
valuable guidance in comprehending the obstacles that MSMEs
encounter in achieving successful digital transformation. By addressing
these barriers, stakeholders can offer support to MSMEs in leveraging
digital capabilities to enhance their performance and competitiveness
within the current "new normal" context.
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1. Introduction

The digital transformation of Micro, small, and medium-sized enterprises (MSMEs) has been an
important subject of research for scholars because digitalization is expected to stimulate innovation, optimize
business processes, and create new market opportunities (Khan, Khan, Aref, & FFarooque, 2016). However, not
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all businesses that have implemented digitalization have seen the expected benefits (Sharma & Agarwal, 2021).
Some businesses face challenges in sustaining and mastering the benefits of digitalization. Despite the
challenges, digitalization has a significant positive impact on the financial performance of MSMEs (Alegre,
Lapiedra, & Chiva, 2019). The COVID-19 pandemic accelerated the use of digitalization by MSMEs, especially
e-commerce capabilities, which helped them to improve their operational activities and financial performance
(Kumar, Singh, Goyal, & Raj, 2021). Resource-based theory supports the notion that MSMEs can achieve
competitive advantage and product innovation by maximizing their use of e-commerce, leading to better
financial performance (Gao, Liang, & Liu, 2021).

The importance of MSMEs' financial performance has increased significantly in recent years, and
managers place great value on performance in today's business world. To assess financial performance,
managers use key performance indicators such as growth, customer satisfaction, technological innovation,
perceived product value, employee satisfaction, and reduced time (Alraja & Aref, 2015). Scholars have analyzed
a wide range of financial and non-financial metrics to assess firm success (Khan, 2016a). Similarly, the
performance of Corporates is a major concern for industrialization and the development of modern economies
(Khan, 2016b). The growth of smartphone affordability, internet usage, and digital media has significantly
influenced the future of MSMESs and startups in India. India is one of the largest and fastest-growing digital
user markets globally (Rathore & Singh, 2020). Traditional corporate processes are being replaced by digital
transformation as Digital India emerges. MSMEs are aware of the value of digital competence for business
success, and digitalization has become essential to business's survival. India's MSME industry is considered
the backbone of the economy due to its high contribution to India's economy and the creation of a variety of
Jjobs for skilled, semi-skilled, and unskilled workers (Khan, Mohammad, Mohammed, & Syed, 2016). Industries
such as textiles, leather, medical instruments, and sports have been a major focus of the government's
expansion and development efforts in the MSME sector. However, the MSME sector has been hampered by a
lack of attention towards innovative capabilities and technological advancement (Khan, 2016a).

2. Literature Review

This literature review explores the impact of digital transformation on firm performance, particularly
in the context of Indian Micro, Small, and Medium Enterprises (MSMEs). Studies have indicated that
digital transformation positively influences firm performance by improving operating efficiency,
promoting innovation, and reducing costs (Huayun Zhai, Wang, Liu, & Zhang, 2022). Companies must
adapt as the business environment continues to change as a result of Industry 4.0 technology if they want
to stay competitive and take advantage of new opportunities. To achieve this, firms need to invest in
measures that facilitate digital transformation to enable greater productivity, profitability, and
competitiveness (Carlos, Francisco, & Francisco, 2021).

For firms seeking to utilize sterilization and digitalization as growth drivers and create value,
particularly in business-to-business settings, it is essential to simultaneously prioritize both digital
transformation and the integration of services (Martin-Pefia, Sanchez-Lépez, & Diaz-Garrido, 2019).
Moreover, the positive interplay between sterilization and digitalization has a notable impact on firm
performance. The profound impact of digital technology on businesses has been evidenced in the
significant advancements in productivity and efficiency (Karakostas, 2022; Kraus et al., 2021). The
development of Industry 4.0, which enabled the manufacturing of premium goods at greatly reduced
production costs, has contributed significantly to the world economy's noteworthy growth. The
breakthroughs in automation, artificial intelligence, and 3D printing enabled by Industry 4.0 have
boosted global business competitiveness (El_Rahman & Soliman, 2016). As technological innovations
continue to rapidly advance, both large and small-scale businesses are impacted (He & Bakht, 2021).

According to the concept of technological preparedness, successful technological implementation in
firms depends on a combination of e-infrastructure and e-skilled human resources (Cho & Kim, 2019).
Managers play a significant role in employing technology, and further research is needed to explore the
impact of e-infrastructure and e-skilled human capabilities on digitalization (Davenport, 2018).
Digitalization calls for a variety of technological resources, including high-speed internet, software,
hardware, and skilled labor, all of which can be expensive for small and medium-sized businesses (SMEs),
and generating a significant barrier to technology adoption. (Kautonen, Tornikoski, & Kuckertz, 2015).
Thus, more research is needed to examine the implementation costs and acceptance of digitalization.

Government support is crucial in encouraging SMEs to adopt new technologies and improve their
innovativeness. In developing countries, the government provides support to SMEs by establishing
subsidiaries at various levels, providing incentives and necessary training for the implementation of new
technologies (Acs & Virgill, 2009). The use of digitalization has a favourable impact on SMEs'
performance by enhancing business processes and improving efficiency and competitiveness (Ou et al.,
2019). Future research is needed to better understand the mediating role of digitalization in enhancing
SMEs' performance. Managerial propensity, which encompasses various traits, attitudes, knowledge, and
skills, is closely related to firms' performance and has a significant impact on SMEs' performance.
Managers have distinct capacities that influence performance, and further research is needed to explore

169

© 2023 by the authors; licensee Online Academic Press, USA



International Journal of Applied Economics, Finance and Accounting 2023, Vol. 17, No. 1, pp. 168-175

the link between managerial propensity and digitalization in enhancing SMEs' performance (Pereira &
Malik, 2021).

The literature review explores the impact of digital transformation on firm performance, with a
particular focus on Indian Micro, Small, and Medium Enterprises (MSMEs), and is related to the paper
titled "Does Managerial Propensity towards Digitalization Enhances Firm Performance? A Case Study
of Indian MSMEs." The success of information systems (IS) is contingent upon the availability of
technological resources. Previous studies have demonstrated that technological preparedness involves
the integration of two resources: e-human resources and e-infrastructure. Although a company's
operational success may not be directly impacted by the adoption of digitalization, it can increase
operational efficiency, which in turn can enhance operational performance. Therefore, it is crucial to
investigate technology implementation as a mediator between MSME characteristics, such as
implementation costs, and their performance. Moreover, the implementation of technologies such as
digitalization is challenging, particularly for MSMEs, without government support. As a result,
additional empirical study is required to determine how government funding for technology affects
adoption.

Due to the aforementioned controversy, the literature review suggests the following theories:
According to prior study, MSME strategy components like managerial propensity have an impact on
small business performance. The alternative theory provides theoretical support for managerial
propensity as qualities that may be used to gain a competitive advantage and improve MSMEs'
performance. Additionally, digitalization is believed to have a significant impact on three different
performance dimensions: higher sales, efficiency and productivity, and coordination. However, technical
invention and productivity do not have a direct correlation. As a result, the current study proposes a
moderator between the two groups. The competitive advantage of MSMEs is derived from valuable,
unique, and challenging-to-copy resources, which are connected to technological readiness and
implementation costs to acquire particular technologies, like digitalization, to increase the effectiveness of
the organization's systems and benefit from advancements in technology.

Government support is a crucial aspect that can encourage businesses to adopt digitalization and
continuously enhance their performance through managerial propensity. Managerial propensity is also
critical in successfully identifying business prospects in MSMEs. Digitalization has been used by MSMEs
to improve efficiency and gain a competitive advantage over their rivals. As a result, the theory supports
technological implementation (digitalization) as a means of improving business performance (Khan,
Alam, & Syed, 2021).

The literature review highlighted the need for firms to invest in digital transformation to enhance
firm performance, including Indian MSMEs. Moreover, firms must evaluate sterilization and
digitalization as growth drivers and commit to both to create value in business-to-business settings. The
positive impact of digital technology on firm performance is clear and has enabled significant
advancements in productivity, efficiency, and competitiveness, particularly in the context of Industry 4.0.
The literature reviews also highlighted the importance of technological preparedness, government
support, digitalization, and managerial propensity in enhancing SMEs' performance. These factors can
serve as a framework for policymakers and practitioners to develop strategies to promote SMEs' growth
and competitiveness in the digital era.

As aresult, the theory proposes the following hypothesis:

Hypothesis 1: Technological preparedness has a large beneficial impact on digitalization.

Hypothests 2: Implementation charges have a detrimental impact on digitalization.

Hypothests 3: Government backing promotes digitalization uptake positively.

Hypothesis 4: Digitalization has a_favourable impact on MSMES’ performance.

Hypothesis 5: Managerial propensity skills have a substantial impact on MSMES’ performance.

Hpypothesis 6: Digitalization can act as a mediating factor in the correlation between technological preparedness and
MSMEsS’ performance.

Hypothesis 7: Digitalization can act as a mediator between implementation charges and MSME’s performance.

Hypothesis 8: Digitalization can act as a mediator between government support and MSMES’ performance.

Hypothesis 9: Managerial propensity skills and the association between digitalization and MSMEs'
performance are positively moderated.

3. Research Methodology
3.1. Design of the Study, Sample Size and Technique

The study design, sample size, and technique were carefully selected to ensure a reasonable, logical, and
efficient process that could accurately answer the research questions (Solis et al., 2022), in line with the
standards of Scopus Q1 journals. With over 30 million registered MSMEs in India, a sample size of 250
MSMEs was randomly selected for this study. The research team used Google Forms to email questionnaires
that included a technical preparedness questionnaire, a questionnaire with seven questions about digitalization,
and a scale with four questions about top management support and market pressure. Additionally, a 4-item
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questionnaire was used to assess the moderating influence of management propensity. Table 1 presents the
respondent statistics, indicating that out of the 500 questionnaires circulated, 277 were received, of which 27
were incomplete or erroneous. A total of 250 duly filled and complete questionnaires were included in the
analysis, representing a response rate of 55.4%, with 50% being considered as the valid and useful responses.

3.2. Findings and Analysis of Data

The study's descriptive statistics were computed using SPSS statistical software. Additionally, Structural
Equation Modeling (SEM) and Partial Least Squares were used for inferential statistics, enabling modeling of
shared information among correlated variables.

Table 1. Respondents.

Questionnaire Responses
Circulated 500
Received 277
Incomplete 27
Valid /Usetul 250
Percentage of received 55.4%
Percentage of the valid/Useful 50%

3.3. Profile of Respondents

Table 2 illustrates the gender distribution analysis, demonstrating a 72% response rate for male
participation, and only 28% of female participation. The age analysis of managers indicated that 38.8% of
respondents were aged between 36 and 50 years. Moreover, the majority of participating managers with prior
experience in digitalization belonged to categories 1 to 3, according to the data on "Experience of using
digitalization".

Table 2. Demographic analysis.

Gender

Men 180 72
Women 70 28
Age groups

21-35 years 62 24
86-50 years 98 40
More than 50 years 90 36
Experience using digitalization

Below 1 year 64 25
Betwixt 1 to 3 years 104 41
More than 8 years 83 34

The present study investigates the discriminatory validity and reliability of measurement models'
internal coherence (Khan, Mohammed, & Farooque, 2020). Moreover, each construct should account for 50%
of the variance (AVE 0.50). The results in Table 3 indicate that all values are above 0.05. In addition, the
cross-loadings of each construct should exceed 0.05. The corresponding table reveals that all loading values
fall within the range of 0.65 to 0.96.

3.4. Discriminate Validity

Discriminant Validity is the degree to which constructs diverge from each other. The present study
indicates that the concepts under examination do not explain similar phenomena. Table 4 displays that the
square root of Average Variance Extracted (AVE) is greater than the correlation among the latent variables.

3.5. Structural Model Evaluation

Table 5 Displays that 20% of the hypotheses do not maintain the normal p-value (0.05). The
structural model illustrates the direct impact of correlations, as well as the t and p values that
demonstrate the significance of the hypotheses. Additionally, it employs bootstrapping techniques to
explore the indirect (intermediate) relationship between exogenous and endogenous variables with
respect to digitalization. The study findings indicate significant correlations in hypotheses H1 (= 0.56,
T = 12.44, p < 0.05) and H2 (B= 0.19, T = 3.24, p < 0.05), highlighting the relationship between
implementation costs, technological preparedness, and digitalization. Moreover, substantial positive
correlations between managerial competence, digitalization, and MSME performance are observed in
H4 (B= 0.79, T = 31.24, p < 0.05) and H5 (= 0.08, T = 1.96, p < 0.06). Empirical evidence from H3
(B= 0.005, T = 0.06, p > 0.05) indicates that government funding does not significantly impact
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digitalization uptake. The study also evaluates the Coefficient of Determination (R2), Effect Size (f2),
and Predictive Relevance (Q2) to provide a comprehensive assessment.

The coefficient of determination (R2) indicates how much difference in the endogenous variable is
due to exogenous components. R2 is a standard for evaluating the structural model, and in this study,
an R2 of 0.67 is significant. However, the R2 for digitalization was only 0.05, which is considered low by
industry standards. After analyzing the coefficient of determination (R2), the effect size (f2) of all latent
variables in the study must be examined. Table 5 shows the fact that the Q2 values for digitalization
(0.22) and MSME performance (0.39) are both more than zero suggests that the model has a high
degree of predictive accuracy. This supports the findings of Khan et al. (2020).

Table 3. Reliability and validity of the constructs.

. Composite Average variance
Construct Item | Loadings reliabilli)ty (CR) extracted (AVE)

IC1 0.77

Implementation charges IC2 0.79 0.84 0.64
ICs 0.84
MP2 0.93

Managerial propensity MP3 0.77 0.87 0.69
MP4 0.76
MSP1 0.71
MSP2 0.84
. MSPs 0.86

MSME performance MSP4 0.68 0.89 0.59
MSPs5 0.80
MSPe6 0.68
GS1 0.66
GS2 0.60

Government support GSs 0.92 0.84 0.58
GS4 0.84
TP2 0.76
. TPs 0.79

Technological preparedness TP4 0.61 0.82 0.53
TP5 0.74
IOD1 0.83
I0D2 0.88
Implementation of I0Ds 0.87

digitalization 10D+ | o082 091 062
I0Ds6 0.71
I0OD7 0.59

Table 4. Discriminate validity matrix.

IC | MP | MSP | GS | TP | IOD
IC 0.80
MP 0.12 | 0.83
MSP 0.47 | 0.18 | 0.77
GS 0.04 | —0.04| 0.10 | 0.76
TP 0.06 | 0.07 | 0.15 | 040 | 0.73
10D 0.56 | 0.13 | 0.81 | 0.10 | 0.22 | 0.79

Table 5. Hypothesis testing results.

. Std. | Std. T P . F

No. | Correlation 0.025 | 0.98 | Decision | VIF Re | Q2
beta | error | values | values square
Hi | IC— 10D 0.56 | 0.05 | 12.44 0 0.47 | 0.63 | Supported | 1.01 047 | 067 | 0.39
He2 TP — IOD 0.19 0.06 3.2% 0.00 0.09 0.27 Supported 1.20 0.05
Not
Hs GS — 10D 0 0.07 0.06 0.48 —0.18 | 0.09 © 1.19 O
supported
H4 |1OD— 0.79 | 003 | 31.24 0 0.75 | 0.83 | Supported | 1.05 | 1.81
MSP

Hs | MP - MSP | 0.08 | 0.04 1.96 0.03 | 001 | 0.14 | Supported | 1.03 | 0.02 |0.35 | 0.22

Note: TP = Technological preparedness, IC = Implementation charges, GS = Government support, IOD = Implementation of digitalization,
MP = Managerial propensity, MSP = MSME performance.

172

© 2023 by the authors; licensee Online Academic Press, USA



International Journal of Applied Economics, Finance and Accounting 2023, Vol. 17, No. 1, pp. 168-175

3.6. Intermediation Analysis

Bootstrapping, a commonly employed technique, is utilized to evaluate intermediation among various
approaches. In this study, bootstrapping is used to examine the indirect impact of latent variables, employing
500 subsamples. The findings of the model's indirect linkages are presented in Table 6.

The study findings support the positive relationship between digitalization and MSMEs'
performance, as indicated by the significant results of H6 (f = 0.147, T = 3.26, p < 0.05) and H7 ( =
0.43, T = 11.12, p < 0.05). These hypotheses highlight the role of technological preparation and
implementation fees as mediators in this relationship. However, H8 (f = 0.01, T = 0.05, p > 0.05)
suggests that government support has limited or no impact on the relationship between digitalization
and MSMEs' performance, according to the analysis of the data.

Table 6. Correlation analysis of digitalization, technological preparation, implementation fees, and MSMES' performance.

o Std. Std. T - -
Intermediation result P 2.50% | 97.50% | Decision
beta error values | values
He | [P = 10D =1, 0.04 3.26 0.01 0.07 0.22 | Supported
MSP
gy (1€ = 10D =1 (s 0.04 11.12 0 0.37 0.49 | Supported
MSP
Not
Hs [ G5 = 10D =1 4 0.05 0.05 048 | —0.13 | 0.06
MSP supported
Note: TP = Technological preparedness, IC = Implementation charges, GS = Government support, IOD = Implementation of

digitalization, MSP = MSME performance.

3.7. Analysis of Moderation

Moderation Analysis: In the moderating effect analysis, the standard beta coefficient value of 0.085
for management propensity was calculated using the PLS algorithm. The T-value result was calculated
using a bootstrapping approach. However, Table 7 indicates that managerial propensity skills have a
negligible impact on the relationship between digitalization implementation and the performance of
MSMEs.

Table 7. Moderation results.

. Std. | Std. T . .
No. | Correlation P 2.50% | 97.50% | Decision
beta | error | values | values
Moderating effect 1 Not
Ho . 0.09 | 0.07 1.41 0.08 —0.1 0.15
— MSMEs performance 0-10 supported

4. Discussion

The aim of this study was to examine the impact of technological preparedness, implementation charges,
and government assistance on digitalization and business performance, as well as the moderating effect of
managerial propensity in Indian MSMEs. A theoretical framework was developed, and eight hypotheses were
formulated to test the research objectives. The study found that four out of five direct association hypotheses
were supported, while one of the three mediation hypotheses was not validated. The results indicated that
technical preparedness is strongly associated with MSMEs' performance and that technological infrastructure
and e-human resource capabilities are important factors for MSMEs. Although identified as a substantial
impediment to technological innovation, implementation costs were found to have a considerable impact on
Indian MSMESs' adoption of digitalization. The study also found that government support for digitalization in
Indian MSME:s is limited. In terms of indirect effects, the study found that digitalization usage intermediation
has a significant association with technology preparedness and implementation charges. Managerial
propensity was found to have a negligible effect as a moderator between digitalization and company
performance. The study suggests that small and medium-sized enterprises managers and owners need to have
a technology-related tendency and more knowledge of digitalization services applications to gain competitive
advantages. Furthermore, the study found that management propensity is not considered a long-term
capability for Indian MSMEs, based on the theoretical basis of the Resource-Based View. These findings are
consistent with past research on digitalization and business performance correlations.

The current research aimed to investigate the relationship between various factors and the performance of
MSMEs in the context of digitalization. To meet this objective, eight hypotheses were developed and
empirically tested. The findings reveal that hypothesis 1 is supported, indicating a significant correlation
between implementation charges, technological preparedness, and digitalization. Similarly, hypotheses 4 and 5
are also validated, indicating a positive relationship between managerial competence, digitalization, and
MSME performance. However, hypothesis 8 suggests that government funding has no significant impact on
the digitalization uptake of MSMEs in India. Hypotheses 6 and 7 demonstrate that digitalization acts as a
mediator in the positive relationship between technological preparedness, implementation charges, and

173

© 2023 by the authors; licensee Online Academic Press, USA



International Journal of Applied Economics, Finance and Accounting 2023, Vol. 17, No. 1, pp. 168-175

MSME performance. Lastly, hypothesis 8 implies that digitalization has a negligible effect on the relationship
between government support and MSME performance. The current study's findings highlight the importance
of factors such as technological infrastructure and e-human resource capabilities for MSMEs in deploying
digitalization technology. Overall, this study contributes to the understanding of the relationship between
various factors and MSMEs' performance in the context of digitalization.

4.1. Implications

This study provides theoretical contributions to the literature and provides a greater understanding of the
difficulties associated with digitalization and ultimately business performance for Indian MSMEs. The study
highlights the significant direct and indirect correlation between the adoption of digitalization and the
availability of resources, which should attract the attention of MSME managers to the availability of these
resources before they introduce digitalization in their MSMEs. This study is aimed at describing the key
underlying characteristics and capabilities of companies that use digitalization to move from traditional
business models to click-and-mortar models.

4.2. Limitations and Recommendations

The limitations of this study include the fact that its implications are exclusively relevant to Indian
MSMEs. Future studies can use the same theoretical foundations to conduct similar research in other
developing nations. In addition, future research could utilize the TOE model and dynamic capacity theory to
study advanced capabilities, novelty, and business model invention as mediators.

5. Conclusions

The findings of this study align with other published research on the relationship between various factors
and MSMEs' performance in the context of digitalization. Similar studies have also highlighted the importance
of technological infrastructure and human resource capabilities for MSMEs to effectively deploy digitalization
technology (e.g., (Alalwan, Rana, Dwivedi, & Algharabat, 2020; Bhatia, Rana, & Dwivedi, 2021; Kumari &
Khanka, 2021)). Furthermore, several studies have emphasized the role of managerial propensity and digital
capabilities in driving the successful adoption of digitalization technology in MSMEs (e.g., (Bagchi & Uddin,
2020; Le, Nguyen, Tran, Nguyen, & Le, 2020; Mehmood & Ahmad, 2021)). The results of this study can also
inform policymakers and practitioners to support MSMESs' digital transformation journey. Other researches
have highlighted the importance of government investment in technological infrastructure and high-speed
internet connectivity to facilitate MSMEs' access and acceptance of digitalization technology (e.g., (Dhir,
Kumar, & Singh, 2021; Kumar & Kumar, 2021)). Additionally, several studies have emphasized the need for
MSME owners and managers to develop digital capabilities and acquire knowledge of digitalization services
to gain competitive advantages in the market (e.g., (Sarin, Gupta, & Choudhary, 2020; Tariq, Shaikh, &
Soomro, 2021)).

In conclusion, the findings of this study provide valuable insights for scholars and practitioners in the field
of digitalization and business performance, specifically in the context of Indian MSMEs. The study's
contributions align with other published researches, emphasizing the importance of technological
infrastructure, human resource capabilities, and managerial propensity towards digital capabilities for
MSMESs' digital transformation. The study's recommendations can help practitioners, policymakers, and
management of small and medium-sized enterprises to understand the obstacles towards sustainable digital
transformation and the effective usage of technology.
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