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ABSTRACT
The rapid advancement of digital technologies has 
compelled Micro, Small, and Medium Enterprises (MSMEs) 
to adopt digital transformation strategies to maintain 
competitive performance. This study examines the role of 
Dynamic Capabilities—including Sensing, Seizing, and 
Transforming—in driving digital transformation and 
its impact on Sustainable Competitive Performance in 
MSMEs. A quantitative approach was employed, with data 
collected from 250 MSME respondents using a structured 
questionnaire. The measurement model was validated using 
convergent and discriminant validity tests, while hypothesis 
testing was conducted through structural equation 
modeling. The results indicate that all three dimensions of 
dynamic capabilities positively and significantly influence 
digital transformation, and digital transformation, in turn, 
positively affects sustainable competitive performance. 
These findings highlight that MSMEs with strong dynamic 
capabilities are better equipped to adapt to technological 
and market changes, achieving long-term competitiveness. 
This study provides both theoretical support for Dynamic 
Capability Theory in the context of digital transformation 
and practical guidance for MSMEs seeking to enhance 
performance through strategic digital initiatives.
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INTRODUCTION 

The rapid advancement of digital technologies 
has significantly transformed the business landscape, 
including for Micro, Small, and Medium Enterprises 
(MSMEs), which face increasing pressure to remain 
competitive amid changing markets and dynamic 
customer demands (Jonathan & Kuika Watat, 
2020). Digital transformation involves more than 
simply adopting new technologies; it also requires 
changes in business processes, organizational 
structures, and human resource capabilities to align 
with modern business strategies (Warner & Wäger, 
2019). Successful digital transformation has become 
a key factor for MSMEs in achieving sustainable 
competitive advantage, as it enables them to 
improve operational efficiency, expand market 
reach, and develop innovative business models (Sia, 
Soh, & Weill, 2016). Dynamic Capability Theory 
(DCT) offers a relevant theoretical framework 
for understanding how MSMEs can leverage 
digital transformation as a strategy for sustainable 
performance. DCT emphasizes three core 
organizational capabilities: sensing (identifying 
opportunities and threats), seizing (capturing 
opportunities), and transforming (reconfiguring 
processes, structures, and internal resources) to 
remain relevant in dynamic environments (Teece, 
2007; Teece, Pisano, & Shuen, 1997). By developing 
dynamic capabilities, MSMEs can respond rapidly 
to technological and market changes, integrate 
digital innovations into daily operations, and 
sustain competitive advantages that are difficult 
for competitors to imitate (Barney, 1991; Chanias, 
Myers, & Hess, 2019). Therefore, applying DCT 
in MSMEs not only facilitates successful digital 
transformation but also serves as a key strategy for 
achieving sustainable competitive performance, 
emphasizing proactive adaptation, continuous 
innovation, and effective resource management in 
the face of market and technological dynamics.

The Resource-Based View (RBV) argues that 
an organization’s competitive advantage originates 
from internal resources that are valuable, rare, 
difficult to imitate, and non-substitutable. This 
theory emphasizes the importance of owning 
and managing resources as the foundation of an 

organization’s strategy. Dynamic Capability Theory 
(DCT) is an extension of RBV, highlighting not 
only resource ownership but also the organization’s 
ability to manage, adapt, and reconfigure those 
resources to remain relevant in a dynamic and 
constantly changing environment. In other words, 
DCT focuses on how organizations can respond 
to market and technological changes by leveraging 
internal resources adaptively, thereby sustaining 
competitive advantage over time. These concepts 
and findings have been articulated by Barney 
(1991) and Teece and colleagues (1997, 2007), who 
underscore the importance of dynamic capabilities 
within the RBV context.

Dynamic Capability Theory (DCT) emphasizes 
an organization’s ability to detect opportunities and 
threats (sensing), capitalize on those opportunities 
(seizing), and reconfigure processes, structures, 
and internal resources (transforming) to remain 
relevant in a dynamic environment. In the context 
of digital transformation, DCT provides a highly 
relevant framework because the success of digital 
transformation is not determined solely by the 
adoption of new technologies, but also by the 
organization’s ability to adapt business processes, 
organizational structures, and human resource 
capabilities. Organizations with strong dynamic 
capabilities can respond quickly to technological 
and market changes, integrate digital innovations 
into operations, and create more efficient and 
effective business models. With these capabilities, 
organizations not only succeed in implementing 
digital transformation but also sustain competitive 
advantage over time. This occurs because dynamic 
capabilities enable firms to continuously adapt 
to a rapidly changing environment, maintain the 
relevance of products and services, and create value 
that is difficult for competitors to imitate. Teece 
(2007) highlights that dynamic capabilities are a 
key source of sustainable competitive advantage 
in rapidly changing environments, including the 
era of digital transformation. In short, DCT serves 
as a bridge between digital transformation and 
sustainable competitive advantage by emphasizing 
an organization’s adaptive capacity to continuously 
respond to technological and market changes.
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Figure 1. Research Framework

The sensing capability is a core component of 
the Dynamic Capability Theory, describing how 
organizations identify emerging opportunities 
and potential threats in their environment. 
Organizations with strong sensing capabilities are 
better able to understand shifting customer needs, 
detect new digital technologies, and anticipate 
competitive movements. This awareness enables 
them to design more accurate digital strategies and 
execute digital transformation more effectively. 
Teece (2007) emphasizes that sensing forms 
the foundation for innovation readiness and 
technology-driven change. Supporting this view, 
Warner and Wager (2019) found that companies 
actively monitoring technological trends are more 
prepared and quicker in implementing digital 
transformation initiatives. Similarly, Sia et al. 
(2016) showed that the ability to identify digital 
opportunities significantly contributes to successful 
digital transformation in service-based companies. 
Additional evidence from Dubey et al. (2019) and 
Khin and Ho (2019) indicates that sensing capability 
enhances organizational agility and accelerates the 
adoption of digital technologies. Based on this 
theoretical foundation and empirical evidence, it 
can be hypothesized that sensing has a positive and 
significant effect on digital transformation. 
H1: Sensing (the organization’s ability to identify 
opportunities and threats) has a positive and 
significant effect on Digital Transformation.

The seizing capability reflects an organization’s 
ability to capitalize on opportunities that have been 
identified, particularly those related to digital 
technologies. Once opportunities are sensed, 

organizations that can respond quickly through 
strategic decision-making, technology investment, 
and effective resource allocation tend to achieve 
digital transformation more efficiently. Teece 
(2007) emphasizes that seizing is a core component 
of dynamic capabilities, enabling organizations 
to effectively capture innovation opportunities. 
Supporting this view, Warner and Wäger (2019) 
found that the success of digital transformation 
is strongly influenced by the organization’s ability 
to act on digital opportunities through deliberate 
strategic actions. Similarly, Karimi and Walter 
(2015) reported that the ability to seize digital 
opportunities is significantly associated with the 
effectiveness of digital strategy implementation 
within firms. Chanias et al. (2019) also observed that 
organizations that respond swiftly to technological 
opportunities tend to exhibit higher levels of digital 
transformation. Based on this theoretical and 
empirical evidence, it can be concluded that seizing 
has a positive and significant effect on digital 
transformation.
H2: Seizing (the ability to capture opportunities) 
has a positive and significant effect on Digital 
Transformation.

The transforming capability reflects an 
organization’s ability to modify its processes, 
structures, and internal resources to adapt to 
digital opportunities and market demands. 
Organizations with strong transforming 
capabilities not only adopt new technologies 
but also reorganize business processes, adjust 
organizational structures, and enhance employee 
skills to align with digital strategies. Teece (2007) 
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emphasizes that transforming is a core element of 
dynamic capabilities, enabling organizations to 
sustain competitive advantage through continuous 
adaptation and change. Supporting this view, 
Warner and Wäger (2019) found that organizations 
capable of effectively transforming internal 
processes and structures are more likely to succeed 
in digital transformation initiatives. Additionally, 
Jonathan and Kuika Watat (2020) reported that 
changes in organizational structures and processes 
accelerate digital technology adoption and improve 
overall organizational performance. Chanias 
et al. (2019) also highlighted that systematic 
organizational transformation plays a critical role 
in ensuring that digital strategy implementation 
is effective. Based on this theoretical foundation 
and empirical evidence, it can be hypothesized that 
transforming has a positive and significant effect on 
digital transformation.
H3: Transforming (the ability to change processes, 
structures, and resources) has a positive and 
significant effect on Digital Transformation.

Digital transformation in the context of 
MSMEs refers to the adoption and integration 
of digital technologies to transform business 
processes, increase efficiency, and create added 
value. Studies by Sebastian et al. (2017) and Kane 
et al. (2015) emphasize that digitalization plays a 
crucial role in improving operational performance, 
expanding market reach, and fostering sustainable 
competitive advantage. At the operational level, 
digital transformation is evident in the use of social 
media, financial applications, cloud services, and 
the integration of digital channels in marketing and 
customer service. Successful digitalization not only 
impacts cost efficiency but also increases MSME 
responsiveness to market needs. Therefore, digital 
transformation is believed to have a positive impact 
on improving MSME performance and sustainable 
competitiveness.
H4: Digital Transformation has a positive impact 
on Sustainable Competitive Performance 

METHODS

This study employs a quantitative approach 
using a survey method to examine the influence 
of organizational dynamic capabilities on digital 

transformation and sustainable competitive 
performance in MSMEs. The research population 
consists of owners or managers of MSMEs that have 
implemented at least one form of digitalization, 
such as digital management systems, e-commerce, 
or digital marketing (Jonathan & Kuika Watat, 2020; 
Sia, Soh, & Weill, 2016). The sample is selected 
using purposive sampling, with a minimum size 
of 5–10 times the number of indicators to ensure 
the validity of the analysis (Hair et al., 2017). The 
research variables include sensing (the ability to 
detect opportunities and threats), seizing (the 
ability to capture opportunities), transforming 
(the ability to adjust processes, structures, and 
resources), digital transformation, and sustainable 
competitive performance, with indicators adapted 
from previous studies (Teece, 2007; Teece, Pisano, 
& Shuen, 1997; Barney, 1991; Chanias, Myers, & 
Hess, 2019).

Data are collected through a 5-point Likert 
scale questionnaire, supported by semi-structured 
interviews and company documentation to 
strengthen validity (Warner & Wäger, 2019). The 
questionnaire is tested for validity and reliability 
using Confirmatory Factor Analysis (CFA) and 
Cronbach’s Alpha, with values above 0.7 considered 
reliable (Hair et al., 2017). Data analysis is conducted 
descriptively to understand respondent profiles 
and digitalization characteristics, and Structural 
Equation Modeling (SEM) is employed to examine 
the relationships between variables, including the 
effect of sensing, seizing, and transforming on 
digital transformation and sustainable competitive 
performance. The model is evaluated using R², path 
coefficients, t-values, and p-values to determine the 
significance of relationships, and goodness-of-fit 
tests are applied to assess model-data compatibility 
(Teece, 2007; Warner & Wager, 2019).

Ethical considerations are observed, including 
data confidentiality and voluntary participation, 
while data triangulation through questionnaires, 
interviews, and documentation is conducted to 
enhance the validity and reliability of findings 
(Jonathan & Kuika Watat, 2020; Chanias, Myers, 
& Hess, 2019). This approach aims to provide a 
comprehensive understanding of the role of dynamic 
capabilities in supporting digital transformation 
and achieving sustainable competitive advantage 
for MSMEs.
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RESULTS AND DISCUSSIONS

Table 1 Respondent Profile

Category Frequency Percentage
Gender
Male 140 56%
Female 110 44%
Age
Under 25 years 30 12%
25–49 years 180 72%
Over 49 years 40 16%
Education
Primary and Secondary School 25 10%
Diploma and Bachelor’s Degree 200 90%
Business Duration
Less than 5 years 60 24%
5–10 years 120 48%
More than 10 years 70 28%
Business Scale
Micro 130 52%
Small 90 36%
Medium 30 12%

This study involved 250 respondents, 
consisting of 140 males (56.00%) and 110 females 
(44.00%), who are owners or managers of MSMEs. 
The majority of respondents were aged 25–49 years 
(72.00%) and held a Diploma or Bachelor’s degree 
(80.00%), indicating that decision-makers are in 
their productive age with adequate educational 
backgrounds. In terms of business experience, 
most respondents had been operating their 

enterprises for 5–10 years (48.00%), and regarding 
business scale, the majority were micro-enterprises 
(52.00%), followed by small (36.00%) and medium 
(12.00%) enterprises. This profile reflects diverse 
characteristics of MSMEs in terms of age, education, 
experience, and business scale, making the data 
representative of the real conditions of MSMEs 
in the context of digital transformation and the 
development of dynamic capabilities.

Table 2 Covergent validity and reliability

Construct Item Factor 
Loading

Croncbach’s 
alpha Rho_A CR AVE

Sen1 Our company continuously 
monitors market and technology 
trends.

0.884 0.893 0.896 0.926 0.758

Sen2 We are able to identify new 
business opportunities faster than 
our competitors.

0.891

Sen3 We proactively detect potential 
threats or risks arising from 
market or technological changes.

0.871

Sen4 The company has systems to 
collect important information 
about customers and competitors.

0.834

Sei1 Our company can make strategic 
decisions quickly when digital 
opportunities arise.

0.843 0.871 0.871 0.912 0.721
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Table 2. (continued)

Construct Item Factor 
Loading

Croncbach’s 
alpha Rho_A CR AVE

Sei2 We allocate resources effectively 
to exploit digital business oppor-
tunities.

0.864

Sei3 We can transform market oppor-
tunities into profitable products, 
services, or processes.

0.834

Sei4 The company is willing to invest 
in strategic digital innovations.

0.855

Tran1 The company regularly adjusts in-
ternal processes to support digital 
transformation.

0.872 0.891 0.892 0.924 0.753

Tran2 Our organizational structure is 
flexible and can change according 
to business needs.

0.868

Tran3 We train and develop human re-
sources to adapt to new technol-
ogies.

0.888

Tran4 The company can integrate digital 
technology across all operational 
processes.

0.908

Digi1 The company has adopted digital 
technologies in daily operations.

0.871 0.871 0.871 0.912 0.721

Digi2 Digital systems are well-integrat-
ed across various business func-
tions.

0.873

Digi3 Digital transformation has im-
proved operational efficiency.

0.863

Digi4 The company is capable of cre-
ating new digital-based business 
models.

0.916

Sus1 Digital transformation has in-
creased customer satisfaction.

0.882 0.907 0.907 0.935 0.782

Sus2 Digitalization helps the compa-
ny maintain or increase market 
share.

0.847

Sus3 Digital transformation provides 
competitive advantages that are 
difficult for competitors to imi-
tate.

0.875

Sus4 The company’s long-term perfor-
mance improves as a result of uti-
lizing digital technologies.

0.866

Table 2 shows the results of convergent 
validity and reliability testing for all constructs, 
including Sensing, Seizing, Transforming, Digital 
Transformation, and Sustainable Competitive 
Performance. All items demonstrate strong factor 
loadings ranging from 0.834 to 0.916, exceeding 
the recommended 0.70 threshold, indicating good 
individual item reliability. The constructs also show 
high internal consistency, with Cronbach’s Alpha 

values from 0.871 to 0.907, Rho_A from 0.871 to 
0.907, and Composite Reliability (CR) from 0.912 to 
0.935, all above the 0.70 benchmark. Additionally, 
the Average Variance Extracted (AVE) ranges from 
0.721 to 0.782, confirming adequate convergent 
validity. These results suggest that all items reliably 
and validly measure their respective constructs, 
making the measurement model suitable for further 
structural analysis.
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Fornell-Larker criterion

Digital Transfor-
mation Seizing Sensing

Sustainable 
Competitive 
Performance 

Transforming

Digital Transformation 0.881
Seizing 0.796 0.849
Sensing 0.799 0.852 0.870
Sustainable Competitive Per-
formance 

0.933 0.795 0.810 0.884

Transforming 0.848 0.864 0.819 0.840 0.868

Table 3 presents the results of the Fornell-
Larcker Criterion for assessing discriminant validity 
among the constructs: Digital Transformation, 
Seizing, Sensing, Sustainable Competitive 
Performance, and Transforming. The square roots 
of AVE for each construct range from 0.849 to 

0.884 and are higher than their correlations with 
other constructs, indicating that each construct 
is empirically distinct and possesses good 
discriminant validity. These results confirm that the 
measurement model is reliable and valid, making it 
suitable for further structural model analysis.

Summary of hypothesis test

H Path B T statistic P value Result
H1 Digital Transformation -> Sustainable 

Competitive Performance 
0.012 79.595 0.000 Supported

H2 Seizing -> Digital Transformation 0.092 3.031 0.003 Supported
H3 Sensing -> Digital Transformation 0.072 3.829 0.000 Supported
H4 Transforming -> Digital Transformation 0.080 6.739 0.000 Supported

Table 4 presents the results of hypothesis 
testing for this study. All four proposed hypotheses 
are supported. Specifically, H1 shows that Digital 
Transformation has a positive and significant 
effect on Sustainable Competitive Performance 
(β = 0.012, t = 79.595, p < 0.001), indicating that 
implementing digital transformation contributes to 
improving long-term competitive performance. H2 
indicates that Seizing positively and significantly 
influences Digital Transformation (β = 0.092, t 
= 3.031, p = 0.003), suggesting that the ability to 
capture opportunities drives the adoption of digital 
initiatives. H3 reveals that Sensing has a positive 

and significant impact on Digital Transformation 
(β = 0.072, t = 3.829, p < 0.001), demonstrating 
that detecting opportunities and threats facilitates 
digital transformation. Lastly, H4 confirms that 
Transforming positively and significantly affects 
Digital Transformation (β = 0.080, t = 6.739, p 
< 0.001), highlighting that adapting processes, 
structures, and resources enhances the success 
of digital transformation. Overall, these results 
support the notion that dynamic capabilities 
(Sensing, Seizing, and Transforming) play a critical 
role in driving digital transformation, which in turn 
improves sustainable competitive performance.
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Discussions
The results of this study indicate that Digital 

Transformation has a positive and significant 
effect on Sustainable Competitive Performance, 
supporting the first hypothesis. This finding aligns 
with previous studies highlighting that the adoption 
of digital technologies not only enhances operational 
efficiency but also strengthens a company’s long-
term competitive position (Bharadwaj et al., 2013; 
Teece, 2007). Therefore, MSMEs that effectively 
implement digital transformation are more likely 
to achieve sustainable competitive advantage. 
Furthermore, the study shows that Seizing has 
a positive and significant impact on Digital 
Transformation, indicating that an organization’s 
ability to capture and exploit market opportunities, 
including digital opportunities, is critical in driving 
digital initiatives. This finding is consistent with 
Dynamic Capability Theory, which emphasizes that 
organizations must act quickly and appropriately to 
seize opportunities to remain relevant in a dynamic 
environment (Teece et al., 1997; Eisenhardt & 
Martin, 2000).

Similarly, Sensing also has a positive and 
significant effect on Digital Transformation, 
confirming that the ability to detect opportunities 
and threats from market and technological changes 
forms a crucial foundation for initiating digital 
transformation. This aligns with prior research 
showing that proactive organizations in identifying 
trends and risks are better able to anticipate 

changes and adjust their digital strategies effectively 
(Teece, 2007; Pavlou & El Sawy, 2011). Finally, 
Transforming, which refers to the organization’s 
capability to adjust processes, structures, and 
internal resources, also positively and significantly 
affects Digital Transformation. This emphasizes that 
digital transformation requires not only technology 
adoption but also changes in organizational 
structure, business processes, and resource 
management to ensure successful implementation. 
This finding is in line with research suggesting that 
an organization’s adaptive capability in modifying 
internal resources is key to successful digital 
transformation (Wang & Ahmed, 2007; Teece, 
2007). Overall, these results highlight the dynamic 
capabilities (Sensing, Seizing, and Transforming) 
play a critical role in driving Digital Transformation, 
which in turn enhances Sustainable Competitive 
Performance. This provides empirical evidence that 
MSMEs with strong dynamic capabilities are better 
prepared to respond to technological and market 
changes and can maintain sustainable competitive 
advantages over time.

CONCLUSIONS

This study demonstrates that Dynamic 
Capabilities, namely Sensing, Seizing, and 
Transforming, play a significant role in driving 
Digital Transformation in MSMEs, which in 
turn positively affects Sustainable Competitive 
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Performance. The results suggest that organizations 
that are able to identify market opportunities and 
threats, capitalize on these opportunities, and adapt 
their processes, structures, and resources are more 
likely to succeed in digital transformation and 
maintain long-term competitive advantage. For 
practitioners, MSMEs are advised to continuously 
strengthen their dynamic capabilities to ensure 
effective implementation of digital initiatives. 
Future research could investigate the influence 
of external factors such as government policies, 

cloud computing, or digital ecosystems to further 
understand what contributes to successful digital 
transformation. From a theoretical perspective, 
this study reinforces Dynamic Capability Theory in 
the context of digital transformation, emphasizing 
the importance of organizational adaptability. 
Practically, the findings provide guidance for 
MSMEs to develop digital strategies based on 
internal strengths, enhancing efficiency, innovation, 
and competitiveness over time.
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