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Abstract

This conceptual paper aims to look into how the performance of manufacturing SMEs in India
has been influenced by digitalisation. Prior marketing circumstances are constantly changing
in the digital age, and real problems must be solved to cover the skills gap built by digital
advancements. Past research stated that theoretical and empirical contributions address the
problems caused by the digitalization of marketing channels and the exponential growth in
the total knowledge. In addition, the study aims to define how digitalization affects India's
SMEs in manufacturing. Digitalization has a substantial impact on the performance of
manufacturing SMEs. In order to avoid experiencing poor effect, the article underlines the
crucial importance of digital capabilities for SMEs owners/managers to take into account
while acting on behalf of their organization. Dynamic Capability theory serves as the
conceptual foundation and an explanation of the interactions between the variables.
Additionally, the theoretical and practical implications of this conceptual model are
addressed.

Keywords: Digital Capability, Dynamic Capability theory, Firm performance, Manufacturing
SMEs of India.
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Introduction

Emerging environment forces businesses to accept and use digital technologies, which result
in fundamental and irreversible change in business operations (Lyytinen et al., 2003). This
idea of "digital transformation" is taken from the word "digitalization," which is broadly
defined as the use of new digital technologies to a business model in order to provide new
income streams and prospects for value creation (Cenamor et al., 2019; Kohtamaki et al.,
2019). Companies must take the initiative and develop certain competencies at various
organizational and operational levels of their business model in order to take advantages
associated with a successful adoption of digital transformation (Battistella et al., 2017,
Gobble, 2018). According to others, businesses will be more prepared if they can effectively
create digital resources and competencies.

In order to maintain commercial operations, businesses have started to optimize and enhance
the effectiveness of their processes. Moreover, because of this shifting and unstable
environment, digital skills are becoming more and more prominent (Zhen et al., 2021).
Previous studies suggested that digital capabilities has been ingrained in all sectors of the
manufacturing industries (Drechsler et al., 2020; Mosteanu et al., 2020). Modernisation has
not only raised standards of living, but it has also sparked new approaches to manufacturing,
business practices, and supply chain management (Khlystova et al., 2022). However, empirical
review of the literature has resulted in the discovery vibrant debate regarding the link
between digital capability and firm performance. According to several researchers, digital
capability makes a business more flexible and enhances productivity (Arias-Pérez et al., 2020;
Dethine et al., 2020; Joensuu-Salo et al., 2018). Firms are more likely to create a complicated
and favourable plan, the more resources it has and the more efficiently it can utilize them
(Sarfraz et al., 2023). Nonetheless, the inability to fully explain their mechanisms, there isn't
enough evidence to prove a direct connection between digital capability and firm
performance (Usai et al., 2021). The objective of this paper is to provide some understanding
on the relationship of digitalization strategy from the perspective of Indian
manufacturing SMEs sector. In addition, this research aims to understand how digital
transformation influences firm performance in a system compared to motivation. Past,
research has tried to understand how technical and digital capabilities relate to one another
(Nasiri et al.,, 2020; Sharma et al., 2022). Zhen et al (2021) describe how management
capabilities affect digital capabilities and firm performance. lheanachor et al (2021) observed
the failure to increase digital capabilities in Nigeria could have significant impact on the firm
performance. Thus, firms must adapt digital capabilities in order to enjoy superior firm
performance (Lee et al., 2018). Therefore, by increasing digitalization would gain its
competitive advantage over competitors and increase firm performance (Soto-Acosta et al.,
2018). Therefore, the goal of this conceptual paper is to examine the dynamic impact of digital
capabilities in the context of Indias’ manufacturing SMEs.

Problem Statement

SMEs are crucial to the expansion and development of the Indian economy (Das et al.,
2020; Sangvikar et al., 2019). SME GDP contributions are significant to the Indian economy
(Kumar & Ayedee, 2021; Subhash, 2019). SMEs contributes significantly to the economy; and
it is also the main contributor to job employment in India (Awasthi et al., 2021; Singh Sodhi
et al.,, 2019).Manufacturing SMEs accounted for 7% of total SMEs manufacturing
establishments in India (MSME, 2021). One of India's high-growth sector is the manufacturing
of SMEs (IBEF, 2021). In order to establish India as a worldwide manufacturing centre and
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boost the country's economy, the Indian government introduced the "Make in India" program
in 2014. Thus, to meet the Trillion-dollar economy by 2050 target; India needs greater
involvement of SMEs (Chatterjee & Bhattacharjee, 2020).

India's manufacturing sector might generate S$1 trillion in revenue by 2025 (IBEF, 2021).
Despite of the manufacturing SMEs significant contribution to establishments; GDP and
unemployment SMEs in India, it faced numerous challenges (Chatterjee & Bhattacharjee,
2020; MSME, 2021; Pawar & Sangvikar, 2019; Sandu et al., 2020). Given the rapid
technological development and the expanding rate of globalization, SMEs in India are facing
many challenges and other unprecedented obstacles (Hattiambire & Harkal, 2022; Sharma &
Paramati, 2021; Sharma et al., 2022; Sundaram et al., 2022).

Past studies suggested that manufacturing SMEs in India are facing a serious decline in
terms of their firm performance (Gandhi et al., 2018; Palaniappan, 2017; Tripathi et al., 2021).
Past study suggested that firm performance can be measured by the GDP performance
(Tanaka et al., 2020; Tripathy et al., 2019). Figure 1.3 showed that SMEs manufacturing GDP
contribution has fluctuated from 1.51% in 2015 to 0.94% in 2021 (Beemabai & Krishnakumar,
2019; Luthra et al., 2022; Sen et al., 2022). Nonetheless, the reason for poor SMEs GDP and
GVA decline in India has not been researched sufficiently (Majumder & De, 2021). Past studies
suggested that future research should investigate the SMEs’ manufacturing declining GDP
contribution to the nation's economy (Allamraju et al., 2020; Bardhan & Sharma, 2022; Kiran
& Reddy, 2019; Sharma et al., 2022).
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Figure 1.1 Manufacturing SMEs GDP Contribution between 2015-2021
(Source: Udyog Aadhaar Memorandum, 2020-2021)

India's SMEs lack of digital skills and unable to compete in markets that are affecting
development (Kumar et al., 2023). In addition, a lack of resources prevents SMEs in emerging
nations from expanding and becoming the main forces behind economic progress (Chatterjee
et al., 2021). Similarly, poor infrastructure challenges, a lack of market information, and the
latest techniques are some of the causes that have contributed to the failure of SMEs
manufacturing in India (Chakraborty et al., 2020; Chatterjee & Bhattacharjee, 2020; Gahlawat
& Kundu, 2019). Furthermore, SMEs shortage of digital capability could also influence their
ability to compete globally (Biswas & Singh, 2020; Mukherjee, 2018; Sanu & Anjum, 2021).

Although 35% of SME owners/managers believe that digital technologies will bring value to
their company; however, millions of Indian SMEs have not adopted digital technologies (Sinha
& Dhall, 2020). In addition, 31% of owners/managers of SMEs complained on the shortage of
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prerequisite skills. Meanwhile, 26% of SMEs owners/managers reported that digital
technologies are too expensive for them to utilize (Sen et al., 2022).

Despite the Indian government's aggressive attempts to help SMEs in many ways, such as
direct financial assistance, low-interest loans, and business training, these firms still face
resource shortages and display problematic management practices that need to be improved
(Sahoo & Yadav, 2018; Sen et al., 2022; Singh & Kumar, 2020). Lee et al (2022) suggested that
future research should examine how digital capabilities affects firm performance. Thus,
present research conceptual framework was created based on this gap.

Pan et al (2022) suggested that customer and technology orientation can help firms promote
their digital capabilities. Moreover, it is evident that technological identification is a key
indicator of digital capability. Lyytinen et al (2016) proposed that research in this area might
integrate conceptual and theoretical frameworks that represent the various methods in
which the digitalization process might affect the practical outcomes of innovation. Past
studies have found digitization impacts and improves firm performance (Bouwman et al.,
2019; Guo et al 2021; Lee et al., 2022). However, the authors suggested that, more research
would bring more generalizability on testing this relationship. Moreover, future research
need to investigate the impact of digital technologies in India's manufacturing SMEs (Bagale
et al,, 2021). Consequently, this conceptual paper will offer crucial information and increase
awareness among owner/managers of manufacturing SME businesses in India on how digital
capabilities might improve the efficiency of their company.

Literature Review

Firm Performance

Richardson et al (2009) suggested that the level to which a firm is accomplishing its goals is
determined by performance. Firm performance determines whether the firm succeeds or
fails. Many businesses offer their own goods or services in the market system (Rehman et al.,
2019). The primary goals of every business or organization are to maximize profits and endure
for a long time in the market (Chandrashekar et al., 2019). There are several elements that
influence how well a firm performs, including internal and external cultural issues, rewards,
financial concerns, the development of novel business models, administrative challenges,
leadership abilities, poor teamwork, environmental uncertainties, and planning (Rehman et
al., 2019).

Moreover, in a highly competitive market, only a firm's exceptional performance ensures its
long-term sustainability (Sarfraz et al., 2023). The organizational performance has a crucial
role in achieving objectives, goals, and targets not only in developing but also in developed
nations' small and medium firms and large industries (Donkor et al., 2018). According to Kim
(2021) firm performance comprises of financial and non-financial performance. The financial
performance is measured by revenue, profitability, cost reduction, return on assets, and
return on sales. non-financial attributes measures customer satisfaction, market share,
ownership, and new product adoption.

Digital Capability

Digital capability is the innovation in organizational design, distinctiveness in corporate
operations, and manufacturing to satisfy market expectations. The administration can rebuild
or reconstruct the business model in response to changes in the market dynamics impact of
the digital capability (Bouwman et al.,, 2019; Nasiri et al., 2020; Pramanik et al., 2019).
According to Verhoef et al (2019) there are three levels of digital capability, including
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digitalization, digitations, and digital capabilities. In the initial phase, businesses often
embrace digital technology to reinvent processes. In the second stage, particular tasks such
as the retailer's choice to move sales online from the physical channel are exploited. Third
phase firms modify their value creation by implementing digital technology. The papers
summarized in Table 1 are among the most cited imperical papers that represents a reference
literature for the notion of digitalization capability.

Table 1
Definition of Digital Capability

Author(s) Definition / related concepts

Wielgos et al | In the era of digital business transformation, firms must learn fundamental

(2021) competencies to stay competitive.

Khin et al | Digital capability refer to a company's ability to incorporate and use digital

(2018) information and data technology in its goods, operations, business
operations, organization structures, and practices to provide additional
value to its constituencies and recipients.

Wheeler “Net-enablement” of business innovation as “firm’s ability to create

(2002) customer value through the business use of digital networks”

Saputra et al (
2021)

The term "digital capability" refers to a company's business practices,
organizational culture, office environment, and quick market response.

Kin et al
(2018)

A company's ability to succeed or maintain a competitive advantage in a
global market can be compromised by its digital capabilities.

Heredia et al
(2022)

Digital capability refers to a data-driven strategy, robust resources, affected
business operations, and strengthened resources. Digital has always been
viewed as a capability that supports or enables businesses. For example,
information technology might serve as a company's backbone or digital
marketing.

Jepsen and | Digitalization will change the demand for labour, skill requirements, work
Drahokoupil | organization, income instability, and tax bases.

(2017)

Ong et al | Digital capabilities can be the abilities required to see beyond solely IT to
(2021) integrate certain technologies, like social media or mobile, as well as the

analytical abilities required to extract value from big data.

According to Cifone et al (2021) implementing digital tools in manufacturing processes
increase product value, expanding customer and supplier engagement, and boosting internal
and external collaboration, the company's profit margin was increased. The creation of a new
business model, task execution, partner and stakeholder communication, and supply chain
management are all made possible by the rigorous technological revolution that is digital
supply chain management. (Kumari, 2018; Pramanik et al., 2019; Warner et al., 2019).

Moreover, firm capability to collect high-quality data for multiple objectives, such as
growing sales, finding new markets, and creating user interfaces, adds to growth and
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improves production process in the industry (Frank et al., 2019). Due to the importance of
digital capability, organizations must adopt flexibility and cutting-edge technology into daily
operations. Digital capability has improved managerial competence and work quality (Frank
et al., 2019; Pramanik et al., 2019).

Digitalization has been widely examined in relation to SME organization performance
(Bouwman et al., 2019; Kuusisto, 2017). While considering the role of SMEs to the economy,
numerous studies have found that the competitive and sustainable advantage of SMEs is vital
to their viability (Jalil et al., 2021). In India, researchers have stated that digitalization is not
limited to analysing Wang (2007) or exhibiting an organization's tacit values; rather, it entails
translating the outcomes of an organization's inherent values into new values (Bagale et al.,
2021). Moreover, digital capability has also improved management competence and work
quality. The importance of digital capability is that businesses must enhance their capacity for
adaptation to emerging technologies and their integration into business processes. (Ferreira
et al., 2019; Kuusisto, 2017; Pramanik et al., 2019). According to Dethine et al (2020); Sharma
et al (2022) era of globalization and rapid technological development, SMEs include
digitalization to ensure their economic resilience and competence. India demonstrates that
SMEs have been willing to emphasize digitilization. Additionally, it is crucial for the digital
supply chain's external connectivity since it may improve customer service by collecting
enormous amounts of data from several sources. Additionally, it creates a solid network
between all of the partners (Lee et al., 2022; Nasiri et al., 2020). The majority of Indian SMEs
continue to give minimal attention to digitalization, and relatively limited study has been
conducted on this topic (Bagale et al., 2021; Chatterjee & Bhattacharjee, 2020). Therefore, in
order to improve the performance and competitiveness of Indian SMEs, the government
strongly promotes digitization and everything that it involves in terms of information,
relationships, skills, and organizational structure (Sinha et al., 2021).

Digital Capability and firm performance

A firm's technological skills indicate its ability to develop novel goods and services by
combining its strategy with cutting-edge practices (Wang, 2007). These skills and knowledge
include the ability to acquire, apply, integrate, modify, improve, and create new technologies
(Frank et al., 2019; Gillani et al., 2020). These capabilities have proven it possible for the firm
to create new goods and technologies, enhance production procedures and quality control
skills, and forecast technological advancements (Gillani et al., 2020).

In a similar manner, digital capabilities are provided as a system through a different
supplier-user interaction that creates value and is referred to as a digital output. According to
Kohli and Grover (2008) it is the internal ability to provide consumer information at the
designated time. According to Lyytinen et al. (2016) are digital systems that provide novel
outcomes and organizational structures without the unforeseen involvement of third parties
or the developer of the system's deliberate planning. According to Yoo et al. (2012) the same
digital tools may be used to create and manage many products or subsystems.

Organizations must be able to generate competitive advantage through technological
capabilities (Ferreira et al.,, 2020). Technological capabilities are crucial for firms to
comprehend the processes that affect the adoption of digital technology (Ong et al., 2021).
El-Haddadeh (2020) the facets of digitalization is determined on how fast firms adopt
technology. Karimi et al. (2015) examine the effect of dynamic capabilities on the
performance of digitalisation. According to (Sutherland et al., 2018) digital disruption lowers
the cost of intermediary services and more effectively uses technology (Karimi et al., 2015).

586



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 13, No. 9, 2023, E-ISSN: 2222-6990 © 2023

In this regard, past research has reported uncertainty on the links between digital
capabilities and firm performance (Ferreira et al., 2019; Khin et al., 2018; Martinez-Costa et
al., 2019). Usai et al (2021) stressed the significance of business information and analytics and
its beneficial relationship to firm profitability from the perspective of dynamic capabilities.
However, Usai et al (2021); Chen et al (2021) suggested that firms adopt digital
transformation as their principal organizational strategy in order to reconfigure their
capabilities to suit new market demands.

Additionally, IT capabilities could also boost digital transformation (Grewal & Tansuhaj,
2001), artificial intelligence and machine learning (Gordini et al., 2017), use of virtual reality
(Boyd et al., 2019), video conferencing (Hardwick et al., 2019) and the internet (Avlonitis et
al., 200) among others, can modify the resources and capabilities available to the firm.
Considering how digital capabilities are being reused in different capacities. Thus, there is
evidence that digital dynamic capabilities, which support other abilities, have a positive
relationship with firm performance (Soluk et al., 2020).

The fundamentals of assuring a successful adoption strategy depend on how firms are
able to recognize the significance of adopting such technological innovations (Kim et al.,
2018). The efficacy of organizational activities and processes must be increased by
implementing digital tools (Bouwman et al., 2019). Moreover, with the help of digital
capabilities, companies could more effectively combine the technology in line with an
organization's value proposition and take use of a myriad of sustainability reports (Gobble,
2018). In this “new normal,” Gobble (2018) highlight the indicators of the influence of digital
capabilities in three business domains in the new normal: labor and social relations, marketing
capabilities, and technological capabilities. Moreover, digital technology increases technical
capabilities for organizations to fulfil its objectives. Bouwman et al (2019) explore SMEs
concern about adopting new technologies, as well as the increasing importance of technology
in gaining a competitive edge. According to Lee (2017) data from 168 manufacturing
enterprises, SMEs' performance may be enhanced by embracing new technology.

Zhang et al (2020) suggested that technology are key contributor to SMEs' innovation
success in the manufacturing industry. Ciffolilliand Muscio (2018) suggested, that technology
adoption plays an essential role in the performance of European SMEs. As a result, digital
capabilities activate technological ones, increasing the quality of provided products and
services. As a result, improving firm performance (Ciampi et al., 2022). Hence, this conceptual
paper viewed digital capabilities to be the primary complement to other capabilities and to
enable the recognition of signals from the environment. Thus, the following hypothesis is
proposed:

Hi: There is a positive relationship between digital capability and firm performance

Digital Capability Firm Performance

Fig.2. Conceptual Framework
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Dynamic Capability Theory (DCT)

Dynamic capability theory (DCT) refers to the “ability to develop and reconfigure
organisational competencies continuously in order to adapt to rapidly changing
environments” (Teece et al., 1997). This study employed the dynamic capabilities theory,
developed as an extension of the resource-based view (RBV) (Chung et al., 2019). Therefore,
operational efficiency is determined by how firms continuously adapt and enhance their
resources and skills (Teece et al., 1997). Moreover, dynamic capacities can be regarded as a
useful integrated framework, however, there is further work to be done. Additionally, despite
the difficulties that have been faced in the past, measurement is continually evolving (Lin et
al., 2020; Wang et al., 2007; Weaven et al., 2021).

The primary objective of this conceptual paper is to analyse digital capabilities as a third-
order capacity that enables the activation of technological capabilities and ensures a model
implementation of a firm's value proposition. Dynamic third-order capabilities do, in fact,
highlight a firm's long term search for resource and core capability reconfiguration and
recreation in order to adapt to a changing environment (Wang et al., 2007) However, there is
still a lack of empirical research that tries to explain the connection between dynamic
capabilities and firm performance in the setting of the "new normal" (Ferreira et al., 2019).
Accordingly, theoretical results that in order to realize firm performance, dynamic capability
are both necessary and insufficient (Sarwar et al., 2021).

Loureiro et al (2021) suggested future research to take into account the necessity for
an empirical investigation on dynamic capabilities. The study finds that most research talk
about the connection between dynamic capabilities and firm performance. Ferreira et al.
(2019) argue that a strong complement of assets and skills enables businesses to gain a
competitive edge that results in impressive performance. Viswanathan and Telukdarie (2021)
argued that technology capabilities, more specifically dynamic capabilities, have a favourable
influence on firms performance. Consequently, resources or combined resources must
continue to be managed to recent simple accessibility in the open market for enterprises to
have sustained competitive advantages (Freeman et al., 2020). Additionally, it is determined
that the (DCT) theory is the best foundation for the theoretical model of investigation of the
influence of resources allocation on digital capability (Khin et al., 2018; Matarazzo et al., 2021;
Warner et al., 2019).

Research Design/Methodology/Approach

A systematic review was undertaken by eight reviewers focused on the independent
and sequential gathering and synthesis of information as they carried out a systematic review.
In order to reduce biases and eliminate outdated or substandard findings, the review
approach was also well-developed. The proper development of the research topic comes first
in systematic analysis, then a process is put into practice. When using a systematic review
technique, it is further required to carry out a thorough and impartial literature review. As a
consequence, all findings will be available to everyone, especially those that are particularly
important to our work. Therefore, a systematic review must be thorough, accurate, and
repeatable; these qualities set it apart from original research.

Results and Discussion

The conceptual paper was developed using a systematic review of academic publications,
proceedings, conferences, and book pertinent to the keywords and research topic. The
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following theoretical framework was constructed based on the scope of the literature review
and the research disagreement as shown in Figure 2.

Study Implication

This paper provides an opportunity for manufacturing SMEs and the Indian government
to place a renewed emphasis on firm performance. Based on the findings of prior research,
the empirical evidence reveals that this research is essential for policymakers in India in order
to develop appropriate policies for strengthening digital supply chain management, business
performance, and human capital skills. Thus, according to this conceptual paper, digital
capability is an implementing those ideas of firm performance. The conceptual framework
has not been empirically investigated. Future research may have included more impacting
variables, such as manufacturing capability and social capital. Furthermore, future research
and experiments might investigate and assess other independent variable, such as
networking capabilities, and mediating variables, such as innovation capability, that could be
used to enhance the theoretical model presented in this paper. In the future, a comparative
study of SMEs' digital competence on environmental concerns such as environmental
performance could be conducted.

Conclusion

This conceptual paper evaluated the importance of digital capabilities and their impact
on firm performance. Digital capabilities investment in Indian SMEs will inspire other
enterprises to make efficient use of the firm's resources. This conceptual paper described how
digital capabilities can be used to improve performance. Businesses must correctly utilize
their resources in order to achieve excellent performance. As a result of rapidly changing
trends and a competitive market, SMEs must implement a number of methods to gain a
competitive advantage and meet the demands of their consumers with superior products or
services. This article would encourage manufacturing SME owner/managers and the Indian
government to provide more and renewed attention to the areas of firm performance and its
influencing factors. Present paper may claim, that digital capability is the key antecedent of
corporate performance.

In spite of its contributions and consequences, the study has limitations. There are
several restrictions noted here. First, the article examined the conceptual influence of digital
capabilities on firm performance, which has not previously been explored. Future scholars
can utilize the framework presented in this publication. Second, the work was confined to a
specific area of Indian SMEs; future research might examine other sectors, such as the service
sector. Thirdly, future studies can improve the approach by analysing further variables like
manufacturing capability and the mediating role of innovation capability.
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