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Examining the relationship between internal 
organizational characteristics and innovation and 
performance results in small and medium-sized 
businesses (SMEs) is the goal of this study. 
Through the use of structured questionnaires and 
a quantitative research methodology, information 
was gathered from 166 SMEs in Indonesia's 
various industries. Structural Equation Modeling 
using Partial Least Squares (SEM-PLS) was used 
to analyze the data. The findings show that 
business model innovation, which in turn has a 
major impact on business performance, is 
significantly positively impacted by digital skills, 
dynamic capabilities, and strategic 
entrepreneurial behavior. Additionally, the 
impact of these three organizational 
characteristics on business performance is 
mediated by business model innovation. In 
addition to making theoretical contributions to 
the literature on strategic management and 
business model innovation, the findings give SME 
stakeholders useful insights into how to prioritize 
digital transformation and innovation strategy. 
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INTRODUCTION  
The emergence of digital technology has brought about significant 

changes in a number of spheres of life, including business.  
The rise of technologies like cloud computing, artificial intelligence, big data 
analytics, and the Internet of Things (IoT) is what defines this digital age. These 
technologies give businesses strategic chances to improve their business models' 
efficacy, efficiency, and creativity (Merín-Rodrigáñez et al., 2024; Wang et al., 
2023). 

By using digital technologies to improve consumer interactions, optimize 
processes, and develop new products or services, digitalization has emerged as 
a critical component of corporate innovation. Additionally, this creates equally 
intriguing potential for SMEs to increase their competitiveness and more 
effectively grow their markets. 

Digitalization in the era of the Fourth Industrial Revolution has become a 
determining factor in the renewal of business models across various industrial 
sectors. Digitalization not only transforms products and services but also 
revolutionizes the ways in which companies create, manage, and capture value 
(Merín-Rodrigáñez et al., 2024). Increasing competition, shifts in consumer 
preferences, and digital disruption demand that SMEs continue to innovate—no 
longer as an option, but as a necessity for survival and growth. 

Teece et al. (1997) define dynamic capabilities as an organization's capacity 
to adapt to changes in the environment by integrating, developing, and 
reconfiguring external resources and internal skills.  Organizations must have 
dynamic skills in order to thrive in changing and unpredictable settings. These 
skills include the capacity for learning, creativity, and prompt strategic decision-
making. 

The role of dynamic capabilities is especially important for SMEs, enabling 
them to identify external opportunities and threats and to adjust resources and 
strategies quickly and appropriately. In a rapidly changing business 
environment, organizations must be more flexible and responsive to market 
dynamics. Dynamic capabilities allow SMEs to continuously innovate and adopt 
more adaptive strategies. 

Strategic entrepreneurial behavior, as described by Covin (1991), includes 
a proactive attitude, calculated risk-taking, and the strategic pursuit of new 
business opportunities. This behavior reflects a long-term orientation, a 
willingness to take risks, and the ability to act proactively in response to business 
opportunities. In the SME context, this behavior can serve as a foundation for 
creating sustainable competitive advantages through innovative approaches. 

A study by A. Rahman (2020) examined the influence of dynamic 
capabilities and product innovation on SME performance, finding that both 
variables had significant impacts on performance. These studies reveal a gap in 
the understanding of how digital capabilities, dynamic capabilities, and strategic 
entrepreneurial behavior integrate in the context of business model innovation 
and business performance, particularly in Indonesian SMEs. 

The improvement of business model innovation and the achievement of 
optimal business performance can be accomplished by SMEs through the 
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synergistic development of three independent variables: dynamic capabilities, 
digital capabilities, and strategic entrepreneurial behavior. This approach serves 
as a crucial strategy for SMEs to survive and grow amidst competitive dynamics 
and digital disruption. 

Based on this conceptual framework, this study offers a new perspective 
by exploring theoretical and empirical approaches that have rarely been 
examined in an integrated manner, particularly in the context of Indonesian 
SMEs. This research offers several key contributions, as explained below: 

First, this study integrates three strategic organizational factors—digital 
capabilities, dynamic capabilities, and strategic entrepreneurial behavior—into a 
single conceptual model to examine their influence on business model innovation 
and business performance. While most previous studies only examined two 
variables separately, this study emphasizes the importance of analyzing all three 
factors together. 

Second, the research is conducted in the context of Indonesian SMEs, 
which possess unique characteristics such as a very large number of business 
units, a low level of digital technology adoption, and significant challenges in 
implementing business model innovations. This contrasts with many previous 
studies that focused more on SMEs in developed countries with more mature 
technological infrastructures and support systems. 

Third, this study posits that business model innovation acts as a mediating 
variable, bridging the gap between the impact of entrepreneurial behavior and 
organizational skills on business performance. Although this mediating role is 
theoretically significant for explaining how internal capabilities are converted 
into performance benefits through innovation, it has not been extensively 
examined in prior studies. 

It is anticipated that by enhancing the body of knowledge on corporate 
innovation and strategic management, this study will significantly advance 
theory. Furthermore, it might make a useful contribution by assisting Indonesian 
SMEs in improving their competitiveness through the strategic development of 
their capabilities and the application of digital technology. 

The researcher's interest in the following study is based on the justification 
given above: "An Analysis of the Influence of Digital Capabilities, Dynamic 
Capabilities, and Strategic Entrepreneurial Behavior on Business Model 
Innovation and Business Performance: An Empirical Study on SMEs in 
Indonesia." 
 
LITERATURE REVIEW 
Resource-Based View (RBV) 

The Resource-Based View (RBV) theory emphasizes that a company’s 
competitive advantage stems from unique internal capabilities that are difficult 
to imitate and replace by competitors. RBV argues that organizations can achieve 
and sustain competitive advantage through the strategic utilization of resources 
and capabilities (Barney, 2020). These resources are not only tangible—such as 
physical assets or technology—but also include intangible assets like employee 
expertise, organizational culture, business processes, and technological 
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knowledge. In the context of SMEs, which often face resource constraints, the 
RBV approach provides a theoretical foundation to understand how digital 
resource utilization and other strategic capabilities can enhance competitiveness 
and business performance. 
Digital Capabilities 

Digital capabilities reflect an organization’s ability to leverage digital 
technologies to enhance operational excellence, market responsiveness, and 
innovation. Freitas Junior (2018) defines digital capability as the ability to 
develop, mobilize, and utilize resources through digital technology platform 
support. This includes aspects such as sensing (the ability to detect 
environmental changes), responsiveness (responding to market changes), and 
digitalization (transforming business processes through technology). In the 
context of SMEs, these capabilities enable companies to act more quickly, 
innovate more effectively, and overcome their resource limitations. 
Dynamic Capabilities 

Dynamic capabilities refer to an organization’s ability to systematically 
adapt to environmental changes through the flexible management and 
development of resources. Teece et al. (1997) suggest that dynamic capabilities 
consist of three core processes: sensing (detecting external opportunities and 
threats), seizing (capturing opportunities through strategic innovation), and 
reconfiguring (reorganizing resources to adjust strategies). In the highly dynamic 
modern business context, these capabilities are critical to the survival and 
competitiveness of companies, including SMEs. 
Strategic Entrepreneurial Behavior 

Strategic entrepreneurial behavior represents a planned and long-term-
oriented entrepreneurial approach to seizing market opportunities. Amankwah-
Amoah et al. (2024) explain that this behavior includes proactive action, 
innovation, and calculated risk-taking—all directed at supporting the 
organization’s vision and strategy. In this framework, entrepreneurs not only act 
as economic agents but also as drivers of business transformation through the 
development of adaptive and innovative strategies. 
Business Model Innovation 

Business model innovation is the structural transformation process of how 
companies create, deliver, and capture value. Amit & Zott (2012) explain that 
business model innovation encompasses various aspects, including changes in 
cost and revenue structures, partnerships with business partners, and shifts in 
value propositions to customers. An innovative business model can create 
unique sources of differentiation that are difficult for competitors to imitate—
especially in rapidly evolving industries. 
Business Performance 

Business performance in this study is influenced by digital capabilities, 
dynamic capabilities, and strategic entrepreneurial behavior—both directly and 
indirectly through business model innovation. In other words, the combination 
of internal factors (capabilities and behaviors) and innovation management 
determines how effectively SMEs achieve optimal business results.  
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Therefore, understanding the relationships among these variables is 
crucial for formulating strategies to enhance business performance based on 
capabilities and innovation. 

RESEARCH METHODS 
This study uses a quantitative approach. The quantitative approach is a 

research method that emphasizes the use of numerical data to test hypotheses 
(Emzir, 2010). This approach is aligned with the post-positivist paradigm for 
scientific development, which focuses on causal analysis, variable reduction, 
hypothesis formulation, and specific questions that are measured and observed 
to test theories. In addition, this approach involves surveys and experiments that 
require statistical analysis (Emzir, 2010). 

SMEs were given a quantitative questionnaire to complete in order to collect 
data for this study. Digital capabilities, dynamic capabilities, strategic 
entrepreneurial conduct, business model innovation, and company success are 
among the research factors that are measured by the questionnaire. 
 
DATA ANALYSIS AND DISCUSSION 
Outer Model Measurement 
This study conducted measurements to test the validity and reliability of each 

variable, namely digital capabilities, dynamic capabilities, strategic 
entrepreneurial behavior, business model innovation, and business 
performance. The validity and reliability tests for all these variables were 
processed using SmartPLS with a total of 156 respondents. 

The data processing involved 31 indicators across the 5 variables, including: 
• 5 indicators for digital capability, 
• 8 indicators for dynamic capability, 
• 6 indicators for strategic entrepreneurial behavior, 
• 6 indicators for business model innovation, and 
• 6 indicators for business performance. 

 
Figure 4.1 Outer Loading Test Results 
Convergent Validity 

Convergent validity is used in testing as a benchmark for describing item 
variation and demonstrating a positive relationship between construct indicators 
and their respective constructs. At this stage, validity testing is conducted to 
determine the extent to which the indicators measure the construct. The ideal 
value for a loading factor is >0.70, indicating that the indicator is valid in 
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measuring the construct. Another study by Kundu (2024) found that a loading 
factor value >50 is acceptable. The table below displays the complete values for 
each loading factor for each indicator in this study. 

Table 4. 11 Convergent Validity 
 Business 

Model 
Innovation 

Digital 
Capabilities 

Digital 
Capabilities 

Business 
Performance 

Strategic 
Entrepreneurial 
Behavior 

M.1 0.723     

M.2 0.821     

M.3 0.766     

M.4 0.717     

M.5 0.752     

M.6 0.738     

X1.1  0.806    

X1.2  0.780    

X1.3  0.766    

X1.4  0.806    

X1.5  0.746    

X2.1   0.722   

X2.2   0.771   

X2.3   0.671   

X2.4   0.699   

X2.5   0.663   

X2.6   0.669   

X2.7   0.751   

X2.8   0.701   

X3.1     0.745 

X3.2     0.828 

X3.3     0.725 

X3.4     0.784 

X3.5     0.727 

X3.6     0.657 

Y.1    0.766  

Y.2    0.823  

Y.3    0.689  

Y.4    0.739  

Y.5    0.704  

Y.6    0.757  

Source: Processed Primary Data (2025) 
All of the items measured in this study had factor loadings that satisfied the 

validity requirements, which are above 0.70, according to the table data. As a 
result, nothing else needed to be taken out. Additionally, the following figure 
displays the outcomes of the outer loadings: 
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Average Variance Extracted (AVE) 
Average Variance Extracted (AVE) 

One of the elements taken into account in convergent validity is Average 
Variance Extracted (AVE); for each variable to be deemed to have sufficient 
consistency, its AVE value must be greater than or at least equal to 0.50. Every 
variable, including digital capacity, dynamic capability, strategic entrepreneurial 
conduct, business model innovation, and company performance, has AVE values 
larger than 0.50, as Table 4.12 demonstrates. Thus, it can be said that any variable 
is regarded as legitimate. 

Table 4.12 Average Variance Extracted (AVE) 

Variable Average Variance Extracted (AVE) 

Business Model Innovation 0.568 

Digital Capability 0.610 

Dynamic Capability 0.500 

Strategic Entrepreneurial Behavior 0.559 

Business Performance 0.557 

Source: Processed Primary Data (2025)  

It is evident from the data in Table 4.12 above that each variable's AVE value 
is higher than 0.50. Therefore, it may be said that the indicators or items of the 
constructs have very few faults. 
Discriminant Validity 

The degree to which indicators can measure the desired variable is 
ascertained using discriminant validity. If an indicator's loading value on its 
associated latent variable is higher than its loading values on other latent 
variables in the cross-loading matrix, the indicator is said to satisfy the 
discriminant validity criterion. Nonetheless, the result utilized in this test comes 
from the Fornell-Larcker Criterion, which shows the total evaluation of cross-
loadings for every variable. 
Cross Loading 

Making ensuring that each indication has a higher loading on the construct 
it is meant to evaluate than on other constructs is the goal of cross-loading 
evaluation. This is crucial for evaluating the model's discriminant validity. 
According to Heseler et al. (2015), the anticipated cross-loading value is higher 
than 0.7. The cross-loading values for every variable and item in this study are 
shown in Table 4.13. 
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Table 4.13 Cross Loading 

 

Business 

Model 

Innovation 

Digital 

Capabilities 

Dynamic 

Capabilities 

Business 

Performance 

Strategic 

Entrepreneurial 

Behavior 

M.1 0.723 0.500 0.452 0.382 0.479 

M.2 0.821 0.610 0.614 0.525 0.550 

M.3 0.766 0.596 0.546 0.502 0.547 

M.4 0.717 0.430 0.517 0.443 0.504 

M.5 0.752 0.569 0.623 0.523 0.587 

M.6 0.738 0.448 0.392 0.375 0.481 

X1.1 0.604 0.806 0.617 0.481 0.588 

X1.2 0.509 0.780 0.560 0.439 0.523 

X1.3 0.498 0.766 0.540 0.467 0.447 

X1.4 0.630 0.806 0.620 0.551 0.512 

X1.5 0.489 0.746 0.543 0.457 0.451 

X2.1 0.496 0.509 0.722 0.503 0.455 

X2.2 0.520 0.584 0.771 0.515 0.528 

X2.3 0.510 0.495 0.671 0.439 0.518 

X2.4 0.477 0.575 0.699 0.494 0.493 

X2.5 0.479 0.537 0.663 0.480 0.541 

X2.6 0.393 0.460 0.669 0.410 0.370 

X2.7 0.559 0.523 0.751 0.464 0.542 

X2.8 0.529 0.498 0.701 0.468 0.575 

X3.1 0.496 0.490 0.563 0.492 0.745 

X3.2 0.638 0.578 0.625 0.524 0.828 

X3.3 0.514 0.493 0.456 0.386 0.725 

X3.4 0.552 0.516 0.614 0.502 0.784 

X3.5 0.437 0.344 0.449 0.308 0.727 

X3.6 0.463 0.447 0.473 0.469 0.657 

Y.1 0.516 0.482 0.500 0.766 0.534 

Y.2 0.522 0.491 0.559 0.823 0.461 

Y.3 0.440 0.437 0.491 0.689 0.457 

Y.4 0.436 0.451 0.495 0.739 0.482 

Y.5 0.342 0.417 0.412 0.704 0.303 

Y.6 0.473 0.476 0.522 0.757 0.440 

Source: Processed Primary Data (2025) 
Fornell-Larcker 

Discriminant validity is tested using the Fornell-Larcker approach, which 
compares the correlation value between the constructs with the square root of 
each construct's AVE. Discriminant validity is satisfied if the square root of the 
AVE is higher than the correlation value. The test's findings are displayed in  
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Table 4.14 Fornell-Larcker Criterion 

 Business 
Model 

Innovation 

Digital 
Capabilities 

Dynamic 
Capabilities 

Business 
Performance 

Strategic 
Entrepreneurial 

Behavior 

Business Model 
Innovation 

0.754 
    

Digital 
Capabilities 

0.705 0.781 
   

Dynamic 
Capabilities 

0.706 0.740 0.707 
  

Business 
Performance 

0.616 0.616 0.668 0.748 
 

Strategic 
Entrepreneurial 
Behavior 

0.700 0.648 0.717 0.605 
 
0.746 

Source: Processed Primary Data (2025) 
Based on the table above, the variables business model innovation, digital 

capability, dynamic capability, and strategic entrepreneurial behavior have 
higher average Fornell-Larcker correlations than their correlations with other 
variables. For the digital capability variable, the correlation value is 0.781, which 
is higher than its correlations with other variables such as business model 
innovation (0.705), dynamic capability (0.740), business performance (0.616), and 
strategic entrepreneurial behavior (0.648). This indicates that the items within 
these variables represent their own constructs more than the other constructs. 
However, for the dynamic capability and strategic entrepreneurial behavior 
variables, the opposite is true, where the correlation between the two (0.701) is 
higher than the value for the dynamic capability variable (0.707). This means that 
the items within the dynamic capability variable are more closely correlated with 
the strategic entrepreneurial behavior variable than with the construct itself. 
However, other variables such as business performance and strategic 
entrepreneurial behavior still show good discriminant validity. 
Reliability Test 

The reliability test in SEM-PLS aims to ensure that the indicators within a 
construct are able to measure consistently in accordance with their intended 
purpose, by demonstrating the stability and consistency of the measurement 
results. The main measures used to evaluate reliability are Cronbach’s Alpha and 
Composite Reliability. 
Cronbach’s Alpha 
Cronbach’s Alpha is a measure of internal reliability used to assess the 

consistency of values within a construct. An instrument is considered reliable 
if the Cronbach’s Alpha value is greater than 0.60. Further details can be seen 
in Table 4.15 below: 
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Table 4.15 Cronbach’s Alpha 

Variable Cronbach’s Alpha 

Business Model Innovation 0.848 

Digital Capability 0.841 

Dynamic Capability 0.856 

Business Performance 0.842 

Strategic Entrepreneurial Behavior 0.840 

Source: Processed Primary Data (2025)  

Based on the results in the table above, it can be seen that all variables meet the 
required value of > 0.60. 
Composite Reliability 

Composite reliability is a measure of internal consistency that indicates how 
well indicators of a construct consistently measure the same concept. If the 
Composite Reliability value is greater than 0.70, then the indicators are 
considered consistent and acceptable. 

Table 4.16 Composite Reliability 

Variable Composite Reliability 

Business Model Innovation 0.887 

Digital Capability 0.887 

Dynamic Capability 0.888 

Business Performance 0.883 

Strategic Entrepreneurial Behavior 0.882 

Source: Processed Primary Data (2025)  

Based on the table above, all variables in this study have Composite 
Reliability values greater than 0.70. This indicates that all variables meet the 
reliability requirements. 
Inner Model Testing 

This study uses a structural (inner model) approach to identify the 
relationships or correlations between the studied variables. The analysis process 
was conducted to obtain the R-Square values related to the dependent variables, 
which serve as the basis for structural testing. The inner model assessment is 
based on the following: 
Collinearity Test 

The purpose of collinearity testing is to assess the presence of strong linear 
relationships among independent variables in the model. A VIF value of < 5 is 
the threshold used to indicate that no multicollinearity issues exist; otherwise, it 
suggests deviations in the model. 
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Table 4.17 Collinearity VIF 

Variable VIF Value 

Business Model Innovation 1.000 

Digital Capability 2.361 

Dynamic Capability 2.817 

Strategic Entrepreneurial Behavior 2.197 

Source: Processed Primary Data (2025)  

Based on the table above, this study meets the required threshold, as all VIF 
values are below the limit of 5, indicating no collinearity among the variables in 
the model. 
R-Square 

The degree to which the model explains the variance in each dependent 
variable examined in the study is indicated by the R-Square and Adjusted R-
Square values. R-Square values vary from 0 to 1, where 0 denotes no association 
and 1 denotes a perfect or extremely strong one. The R-Square values for this 
investigation are shown in Table 4.18. 

Table 4.18 R-Square 

Variable R-Square Adjusted R-Square 

Business Model Innovation 0.619 0.612 

Business Performance 0.380 0.376 

Source: Processed Primary Data (2025)   

According to Table 4.18, the business model innovation variable's R2 value 
is 0.619, meaning that digital capacity, dynamic capability, and strategic 
entrepreneurial behavior account for 61.9% of the variation in business model 
innovation. Other factors not included in the model account for the remaining 
38.1%. This suggests that the model's ability to explain business model 
innovation is strong. company model innovation, on the other hand, can account 
for 38.0% of the variance in company success as a mediating variable, according 
to the R2 value for business performance, which is 0.380. This number, which is 
in the moderate range, suggests that changes in business performance may be 
mostly explained by business model innovation. 
Q-Square 
The degree to which a model can forecast the variance of dependent variables is 
measured by predictive relevance (Q-Square). This testing method has a rule: a 
predictive measure is deemed good if its Q-Square value is greater than 0; if it is 
less than 0, it is deemed poor. The model's predictive accuracy for the pertinent 
associations is demonstrated by the study's Q-Square value, which is larger than 
0. Table 4.19 displays the analysis's specific findings. 
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Table 4.19 Q-Square 
 SSO SSE Q² (=1-SSE/SSO) 

Business Model Innovation 936.000 627.233 0.330 

Digital Capability 780.000 780.000  

Dynamic Capability 624.000 624.000  

Business Performance 780.000 622.553 0.202 

Strategic Entrepreneurial Behavior 780.000 780.000  

Source: Processed Primary Data (2025) 
According to Table 4.19's computation results, the business model innovation 

variable's Q2 value is 0.330. Given that this value is higher than zero, the model's 
predictive power for the business model innovation variable is 33%. This shows 
that the independent factors can predict business model innovation with a fair 
degree of accuracy.   

In contrast, the business performance Q2 value is 0.202, meaning that the 
model can forecast company performance with a 20.2% accuracy rate. This shows 
that the model has a rather good predictive relevance for business performance, 
even though it is lower than the Q2 for business model innovation. 
 
Hypothesis Testing 

A statistical technique called hypothesis testing is used to ascertain if a 
population parameter assumption can be accepted or rejected in light of the 
sample that was collected. According to Hair J (2014), the purpose of this test is 
to investigate the importance of the connections between the structural model's 
structures. Making ensuring that the relationships in the study model are 
statistically supported and not the result of chance is crucial. 
Direct Hypotheses 

Each independent variable's direct impact on the dependent variable was 
assessed using the direct hypothesis testing analysis results, which are displayed 
in Table 4.20. The T-Statistics and P-Values are used to evaluate the direct effect's 
significance. The table below displays all of the direct impact test's findings. 

Table 4.20 Results of Direct Hypothesis Testing 
 

Original 
Sample 
(O) 

Sample 
Mean 
(M) 

Standard 
Deviation 
(STDEV) 

T 
Statistics 
(|O/STD
EV|) 

P 
Values 

 
Information 

Business 
Model 
Innovation -
> Business 
Performance 

0.603 0.609 0.088 6.813 0.000 

 
Signifikan 

Digital 
Capabilities -
> Business 
Model 
Innovation 

0.342 0.338 0.091 3.771 0.000 

 
Signifikan 
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Dynamic 
Capabilities -
> Business 
Model 
Innovation 

0.242 0.243 0.072 3.352 0.001 

 
Signifikan 

Strategic 
Entrepreneu
rial Behavior 
-> Business 
Model 
Innovation 

0.310 0.316 0.092 3.383 0.001 

 
 
Signifikan 

Source: Processed Primary Data (2025) 
Based on the table above, P-values are all below 0.05, and the interpretations are 
as follows: 

1. The influence of digital capability on business model innovation 
Has a 0.342 coefficient. This indicates that business model innovation will rise 

by 0.342 units for every unit increase in digital capacity. It has been demonstrated 
that digital capabilities significantly boosts business model innovation, with a P-
value of 0.000 < 0.05. This is in line with the theories of Westerman (2012) and 
Freitas Junior (2018), who contend that digital competence empowers businesses 
to exploit information, adapt to changes in the market, and foster business model 
innovation through the integration of digital systems. 

2. The influence of dynamic capability on business model innovation  
Has a 0.242 coefficient. This indicates that business model innovation will rise 

by 0.242 units for every unit increase in dynamic capabilities. Dynamic capability 
has a strong positive impact on business model innovation, as demonstrated by 
the P-value of 0.001 < 0.05. This bolsters the argument put forth by Teece et al. 
(1997) that dynamic capability is essential for seizing opportunities and bringing 
about change via innovative business models. 

3. The influence of strategic entrepreneurial behavior on business model 
innovation 

Has a coefficient of 0.310. This means that if strategic entrepreneurial behavior 
increases by 1 unit, business model innovation will increase by 0.310 units. With 
a P-value of 0.001 < 0.05, it is proven that strategic entrepreneurial behavior has 
a significant positive effect on business model innovation. This finding reinforces 
the theory of Amankwah-Amoah et al. (2024) and Zahoor (2023), which suggests 
that strategic entrepreneurial behavior—comprising innovation, proactiveness, 
and risk-taking—plays an essential role in encouraging SMEs to create relevant 
and competitive new business models. 

4. The influence of business model innovation on business performance  
Has a coefficient of 0.603. This means that if business model innovation 

increases by 1 unit, business performance will increase by 0.603 units. With a P-
value of 0.000 < 0.05, it is proven that business model innovation has a significant 
positive effect on business performance. This is in line with the findings of Amit 
& Zott (2012), who explain that business model innovation can create greater 
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value for customers and improve both financial and non-financial business 
performance. 
Indirect Hypotheses 

This study examines indirect hypotheses by testing the role of business 
model innovation as a mediator between digital capability, dynamic capability, 
and strategic entrepreneurial behavior and business performance. The researcher 
conducted the test using T-Statistics and P-Values to determine significance.  

Table 4.21 Results of Indirect Hypothesis Testing 

Source: Processed Primary Data (2025) 
Based on the table above, the results of the mediation path coefficient analysis 

for each hypothesis are explained as follows: 
1. The mediation test of business model innovation on the effect of digital 

capability on business performance shows a coefficient of 0.206 with a P-
value of 0.002 < 0.05. This proves that business model innovation 
significantly mediates the effect of digital capability on business 
performance. 

2. The mediation test of business model innovation on the effect of dynamic 
capability on business performance shows a coefficient of 0.146 with a P-
value of 0.006 < 0.05. This proves that business model innovation 
significantly mediates the effect of dynamic capability on business 
performance. 

3. The mediation test of business model innovation on the effect of strategic 
entrepreneurial behavior on business performance shows a coefficient of 
0.187 with a P-value of 0.003 < 0.05. This proves that business model 

 Original 
Sample 
(O) 

Sample 
Mean 
(M) 

Standard 
Deviation 
(STDEV) 

T Statistics 
(|O/STDEV|
) 

P 
Values 

 
Information 

Digital 
Capabilities -
> Business 
Model 
Innovation -
> Business 
Performance 

0.206 0.207 0.068 3.047 0.002 

 
 
 
Significant 

Dynamic 
Capabilities -
> Business 
Model 
Innovation -
> Business 
Performance 

0.146 0.149 0.053 2.770 0.006 

 
 
 
Significant 

Strategic 
Entrepreneur
ial Behavior -
> Business 
Model 
Innovation -
> Business 
Performance 

0.187 

 
 
 
 
0.192 

0.063 2.947 0.003 

 
 
 
Significant 
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innovation significantly mediates the effect of strategic entrepreneurial 
behavior on business performance. 

The interpretation of these three results shows that SMEs need to develop 
business model innovation to achieve optimal business performance. Business 
model innovation acts as a transformation mechanism for capabilities and 
entrepreneurial behavior. This supports the argument of Amit & Zott (2012), who 
state that business model innovation serves as a mediator linking internal 
company capabilities with external value creation. 

 
Figure 4.2 Bootstrapping Test Results 
 
DISCUSSION 
Digital Capability, Dynamic Capability, and Strategic Entrepreneurial Behavior 
Affect Business Model Innovation 

The results of this study indicate that digital capability, dynamic capability, 
and strategic entrepreneurial behavior significantly influence business model 
innovation in SMEs in Indonesia. This suggests that the integration of 
technology, adaptive capabilities, and strategic entrepreneurial behavior—such 
as being innovative, proactive, and willing to take risks—are crucial in driving 
business model renewal. 

These findings support Wang et al. (2023), who state that digitalization 
enhances SME business performance through business model innovation, where 
digital capabilities accelerate value creation through experimentation with new 
business models. Moreover, this research is in line with Ramadan et al. (2024) 
and Saputra et al. (2024), who emphasize the strong relationship between 
organizational capabilities and the tendency toward innovation in business 
structures. 

The results indicate that the influence of digital capabilities is more 
pronounced compared to several previous studies conducted in developed 
countries. This may be due to differences in the level of digital technology 
adoption, where Indonesian SMEs, previously lagging in technology, are 
currently experiencing rapid digitalization, making the effects of digital 
capabilities more noticeable. 
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Theoretically, this study enriches the literature on the integration of 
capabilities and strategic entrepreneurial behavior as a driver of business model 
innovation in the SME sector. Practically, SME actors need to allocate resources 
in a balanced manner between technological development and the cultivation of 
an entrepreneurial culture to produce business models that are relevant to the 
market. 
Business Model Innovation Mediates the Relationship Between Digital 
Capability, Dynamic Capability, and Strategic Entrepreneurial Behavior and 
Business Performance 

The analysis results show that business model innovation significantly 
mediates the relationship between digital capability, dynamic capability, and 
strategic entrepreneurial behavior on SME business performance. This means 
that the organization's ability to develop business model innovation acts as an 
important bridge between internal capabilities and resulting performance. 

These findings strengthen the study by Ramadan et al. (2024), which 
highlights that business model innovation is a key pathway in transforming 
organizational strategic potential into business performance. The research also 
aligns with Amaya et al. (2024), which emphasizes the importance of innovation 
in leveraging dynamic capabilities and digitalization to enhance efficiency and 
competitiveness. 

This research differs from several other studies, such as Merín-Rodrigáñez 
et al. (2024), who emphasize strategic leadership as the primary mediator. In 
contrast, this study positions business model innovation as the central link. This 
difference may be due to geographic context and business mindset structure, 
where decision-making in Indonesian SMEs is more concentrated in the owner, 
rather than in operational managers. 

Theoretically, this study strengthens the position of business model 
innovation as a strategic mediating variable within the framework of capabilities 
and behavior. In practice, SME actors and policymakers need to promote 
innovation-based business transformation as a primary strategy to enhance long-
term competitiveness. 
The Effect of Business Model Innovation on Business Performance 

The results of this study indicate that business model innovation has a 
significantly positive effect on SME business performance. Innovations made in 
creating, delivering, and capturing value have been proven to improve the 
operational and financial performance of the company. 
This finding supports the studies by Amit & Zott (2012) and Wang et al. (2023), 
which emphasize that business model innovation is not only a tool for adaptation 
but also a growth strategy that creates competitive advantages. Furthermore, this 
research highlights the importance of regularly updating business models in 
response to market and technological dynamics. 

This result differs from studies such as Liu (2022), which focused on large 
manufacturing companies, where the effect of business model innovation in 
SMEs appears to be more direct and significant. This may be because SMEs have 
more flexible organizational structures and quicker decision-making, making 
innovation adoption have a more immediate impact on business performance. 
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Theoretically, these results reinforce the role of business model innovation 
as a key determinant of organizational performance, especially in small 
organizations. Practically, SMEs are encouraged to regularly redesign their 
business models, leverage technology, and create new sustainable value creation 
mechanisms. 
 
CONCLUSION 
Based on the research findings discussed above, the following conclusions can be 
drawn: 

1. Digital capability makes a significant contribution to business 
model innovation and SME business performance, thus 
Hypothesis H1 is accepted. 

2. Dynamic capability has a positive impact on business model 
innovation and business performance, thus Hypothesis H2 is 
accepted. 

3. Strategic entrepreneurial behavior significantly contributes to 
business model innovation and business performance, thus 
Hypothesis H3 is accepted. 

4. Business model innovation has a positive effect on improving 
business performance, thus Hypothesis H4 is accepted. 

5. Business model innovation significantly mediates the 
relationship between digital capability and business 
performance, thus Hypothesis H5a is accepted. 

6. Business model innovation effectively mediates the relationship 
between dynamic capability and business performance, thus 
Hypothesis H5b is accepted. 

7. Business model innovation plays a significant mediating role in 
the relationship between strategic entrepreneurial behavior and 
business performance, thus Hypothesis H5c is accepted. 

 
SUGGESTIONS 
Based on this research, several theoretical and practical suggestions are proposed 
for future studies: 

1. Given the relatively limited sample size in this study, future research 
should expand the geographic scope of respondents, not only limited to 
Java Island but also involving SMEs from other regions in Indonesia such 
as Sumatra, Kalimantan, Sulawesi, and Bali. This aims to enhance the 
generalizability of the findings and provide a more representative national 
picture of SMEs. 

2. Based on this study's limitations, it is recommended to include control or 
moderating variables such as company age, industry type, business scale, 
or level of competitive intensity to determine whether the relationships 
between the main variables differ in specific contexts. This could provide 
deeper insights into the factors influencing innovation and SME business 
performance. 
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3. Considering the quantitative approach used in this study, future research 
may consider using a qualitative approach such as case studies or in-depth 
interviews. This method may help explore the practical and contextual 
application of business model innovation and provide perspectives based 
on real-world experiences of SME actors. 
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