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The importance of happiness management This 

study explores the mediating role of innovation 

capabilities (IC) on the relationship of digital 

transformation (DT) and competitiveness (CP), 

by proposing model construction. Four research 

questions and four hypotheses were posed. The 

survey method was carried out by distributing 

research instruments to 98 respondents, the 

collected data was used to analyze the 

relationship between digital transformation, 

innovation ability and competitiveness, also 

used to test hypotheses. Evaluation of 

predictions through structural equation models 

with partial least squares-structural equation 

modeling (PLS-SEM). Research findings show 

that digital transformation directly has a 

significant positive effect on competitiveness. 

Digital transformation directly has a significant 

positive effect on competitiveness. Digital 

transformation has a significant positive effect 

on innovation capabilities. The innovation 

capability has a significant positive influence on 

competitiveness. Innovation capabilities are 

proven to have a mediating effect on the 

influence of digital transformation on 

competitiveness. 
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INTRODUCTION 
In Indonesia, MSMEs support the national economy. The large 

contribution of MSMEs to Gross Domestic Product (GDP) in 2021 reached 61.07 
percent or worth IDR 8,573.89 (Kemenkeu RI, 2022). Theresilience and revival of 
MSMEs affect the superiority of competitiveness and national economic 
performance after COVID-19 (Wahdiniwaty & Firmansyah, 2022). An 
extraordinary phenomenon, the COVID-19 pandemic has had a serious impact 
on health, economy, transportation, and other industrial crises including MSME 
players (Saepuloh  & Firmansyah, 2022; Wahdiniwaty et al., 2022). On the other 
hand, the development of the digital economy is underway, business 
digitalization in the Industrial Revolution (IR) 4.0 era shows the deviation of 
past expectations from MSME players, this signal has been seen with the 
massive progress and use of the Internet of Things (IoT) has disrupted various 
aspects of human life, especially in the economic field (Firmansyah, Suryana, & 
Rifa’i, 2022), Even now it has begun to enter the era of society 5.0. The 
development of digital technology is very helpful for MSME players in an effort 
to expand their market share quickly without having to meet directly with 
customers (Firmansyah & Saepuloh, 2022). This condition is an opportunity for 
MSME actors to rise, move up, MSMEs that are advanced, independent, and 
competitive and contribute to the national economy, of course, must be able to 
transform from conventional business to digital (Firmansyah et al., 2021).  

Digital transformation is a topical issue worldwide, so important for all 
business actors in all sectors, because it is able to transform customer 
relationships, internal processes, and value creation (Zaoui & Souissi, 2020). 
Adaptation and transformation are the keys to success for MSMEs to survive, 
rise and develop in the digital era, especially where the business and market 
environment is rapidly changing (Firmansyah & Saepuloh, 2022a). The ability 
to adapt to high concepts with company-specific demands is a key factor to 
support SMEs to take advantage of technological opportunities in connection 
with the digitization process (Fechtelpeter et al., 2017). However, digital 
transformation is more than just the use of technology, it must also consider 
changes in talent, culture, and organizational structure (Kane et al., 2017). The 
implication is that individuals and business actors need to prepare and improve 
digital skills and readiness that are potentially needed in this era (Firmansyah, 
Rifa’i, et al., 2022). , the skill needed for business processes has changed 
renewably along with technology is digital literacy. Digital literacy emerged 
alongside the evolution of the internet and demanded knowledge of how to 
access, search, and critically analyze information (Liu et al., 2020; Farias-Gaytan 
et al., 2022; Firmansyah, 2022a). Although it must be emphasized that digital 
transformation is not about a single technology, but a major change based on a 
combination of information technology, computing, communication, and 
connectivity (Bharadwaj et al., 2013; Cichosz et al., 2020).  

The ability of MSME involvement in adopting digital technology can be 
seen from the level of readiness to use technology and how to digitize several 
processes in their business activities, seen from the level of digital awareness, 
the level of digital investigation capabilities, digital collaboration, and digital 
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transformation capabilities (Oluwakemi, 2019). The digital transformation 
process shows that MSME players have creativity and innovation capabilities in 
line with changes in the business environment. This innovation capability 
strengthens the link between digital transformation and competitiveness. 
Innovation can be one of the key success factors that can help differentiate 
products, beat the competition, and attract more customers (Darroch & 
Mazerolle, 2013).  

MSME creativity includes creative aspects of personality, motivation, 
intelligence, thinking style, and relevant knowledge (Mcmullan & Kenworthy, 
2016). The process of continuous innovation is very important for business 
development in the modern era, in terms of profit generation and 
competitiveness (Marković et al., 2020). Where the creation and exploitation of 
knowledge plays an important role in better positioning companies in the 
global market so as to strengthen business performance amid intense 
competition. Therefore, the exploitation and integration of digital technology 
often affects most companies at various scales and even beyond their limits, by 
affecting products, business processes, sales channels, and supply chains to be 
able to create sustainable competitive advantages (Firmansyah & Saepuloh, 
2022). The digital transformation process explains the importance of 
multiliteracy to support the innovation process to strengthen competitiveness 
(Krumsvik, 2015).  

This research explores digital transformation and literacy practices as 
well as the role of innovation mediation to predict competitiveness in micro and 
small enterprises in Sukabumi, West Java, Indonesia. Business potential in the 
region can be explored and developed along with the shift of traditional 
business practices, face-to-face relying on visitors who come to digital practices 
along with the emergence of various digital platforms as a place to market 
products (marketplaces) digitally or a combination of both. The existence of 
innovation capabilities is needed to encourage and ensure the success of 
business model transformation practices in a new face that is flexible and more 
adaptive in responding to changes in the business environment in the digital 
economy era in order to create new ones so that they can survive and continue 
to grow with better performance and competitiveness in a sustainable manner. 
The contribution of this research broadens the horizons on the effectiveness of 
highly competitive businesses in this era, where digital transformation 
capabilities, digital skills and innovation capabilities must be prepared.  
 

LITERATURE REVIEW 
Digital Transformation 
Digital transformation practices are relevant to the demands of change, as 

well as being part of marketing strategies so that businesses can survive 
(Firmansyah, Wahdiniwaty, et al., 2023). Because, digital business 
transformation is an objective process that responds to changes in the business 
environment (Firmansyah & Saepuloh, 2022). Digital transformation is the use 
of digital technology (Negroponte, 1995; Morze & Strutynska, 2021), which 
fundamentally increases productivity and corporate value (Westerman et al., 
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2014). Successful digital Transformation requires organizations and actors 
involved to have digital literacy readiness and develop various capabilities 
according to the business context and needs (Reis et al., 2018). Business digital 
transformation as a form of business model and process innovation to find and 
create new ones, relevant to the development of the renewable economy in the 
current digital economy era (Firmansyah, Mulyadi, et al., 2023), 

Digital transformation is closely related to: the use and alignment of 
digital technologies within an enterprise, making organizational change, 
enabling activities, creating and capturing new opportunities and value  (e.g., 
Jeansson & Bredmar, 2019; Firmansyah & Saepuloh, 2022a). In today's era of 
renewable economy, the focus of business actors and their personnel from 
actively competing industries around the world (Morze & Strutynska, 2021), 
exerts pressure to go digital before anyone else does, striving to survive and 
achieve competitive advantage (following, Bharadwaj, 2000; Reis et al., 2018); 
(Firmansyah et al., 2022). The practice of digital transformation as part of the 
ability to adapt to high concepts, can simultaneously create innovation 
capabilities to answer company-specific demands which is a key factor to 
support SMEs to take advantage of technological opportunities in connection 
with the digitization process (Fechtelpeter et al., 2017). In the digital era, 
business tourism has shifted from traditional to digital, including for SMEs, 
business transformation and digitalization are strategic and relevant practices 
but must be followed by adaptability and continuous innovation to get through 
it (Wahdiniwaty, Firmansyah, Suryana, et al., 2022). 

 
Innovation Capabilities 
Innovation is the elixir of life in the journey of one's life that is full of 

creativity and appropriate in taking advantage of opportunities to always grow 
and continue to develop. Innovation is a firm's ability to strategically sense and 
respond to opportunities and threats increasing competitive advantage (Liu et 
al., 2014). Innovation as the ability to change more in accordance with the 
demands of the environment that occurs (Herrera, 2015). Measurement of 
innovation can be seen from investment into technology, innovation processes, 
product development and marketing, development of new sources of supply, 
and discovery of new markets. relevant business innovation practices are 
needed in this era to improve competitiveness better (for example, Firmansyah 
& Saepuloh, 2022).  

Innovation arises from creativity, where creativity includes creative 
aspects of personality, motivation, intelligence, thinking style, and relevant 
knowledge (Mcmullan & Kenworthy, 2016). The digital transformation process 
shows that MSME players have creativity and innovation capabilities in line 
with changes in the business environment. This innovation capability 
strengthens the relationship between digital transformation and 
competitiveness (Darroch & Mazerolle, 2013). Relevant business innovation 
practices are needed in this era to improve entrepreneurial performance with 
better competitiveness (Firmansyah, Wahdiniwaty, et al., 2023).  
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Competitiveness 
Competitiveness is the ability for good performance (Garengo et al., 2005), 

for another implies the creation and sustainability of sources of competitive 
advantage (Ceptureanu, 2015). On the other hand, emphasizing the competitive 
strategy approach (Porter et al., 2008), competitiveness is also a relative concept, 
relating to how competitive a firm is when compared to other industries. 
Ajitabh & Momaya (2004), mentioned that focusing on key competitiveness 
resources at the company level and classifying literature related to 
competitiveness within the asset-process-performance (APP) framework 
(Ceptureanu, 2015). In the era of digital economy, digital transformation is a 
new approach for companies to gain competitive advantage in the context of 
fierce and dynamic market competition. Technology and environmental factors 
drive digital transformation which has a positive impact on the ability of 
organizations to create their competitiveness, digital literacy plays an important 
role in adopting technology and adapting the environment for successful digital 
transformation (Zhang et al., 2022).  

Following Firmansyah et al., (2023), which mentions the ability to carry 
out business digital transformation as a form of business model innovation to 
find and create new ones with a commitment to market orientation, both 
business processes and products or services that meet expectations and even 
exceed customer orientation as the target market that is the most important 
stakeholder, as well as relevant business model and process practices in line 
with economic development renewable in the current digital economy era, so 
that it will directly or indirectly strengthen competitiveness and increase 
competitiveness in a sustainable manner. The digital transformation process 
explains the importance of digital literacy and multiliteracy to support the 
innovation process to strengthen competitiveness (Krumsvik, 2015). In the era 
of digital economy, digital transformation (DT) is a new approach for 
companies to gain competitive advantage in the context of fierce and dynamic 
market competition. Technological and environmental factors drive digital 
transformation which has a positive impact on the ability of organizations to 
create innovation capabilities for their competitiveness, multiliteracy plays an 
important role in adopting technology and adapting the environment for 
successful digital transformation (Zhang et al., 2022). 

 
 

 
 
 
 
 
 
 

Figure 1. Conceptual framework model 
Source: Developed Authors (2023) 

β2IC,DT β2CP,IC 

2CP,DT 
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Research hypothesis statement 
H1 : Digital transformation affects competitiveness 
H2 : Digital transformation affects innovation capabilities 
H3 : The ability to innovate affects competitiveness 
H4 : Innovation capabilities mediate the impact of digital transformation on 

competitiveness 
 
 
METHODOLOGY 

This research is a survey research with a quantitative approach. Survey 
research seeks to quantitatively describe the tendencies, attitudes, or opinions 
of a particular population by examining a sample of that population (Creswell, 
2014). Quantitative research is an approach to test objective theories by 
examining relationships between variables (Creswell, 2014). A total of 98 
respondents became the sample of this study, selected by purposive sampling 
techniques developed with convenience sampling techniques related to the ease 
of reach of respondents ' existence with consideration of existing respondents 
and can participate in the research (Taherdoost, 2016; Hibberts et al., 2012; 
Firmansyah, 2022), but understanding and habits of using digital technology 
are considered. Therefore, the nomination of respondents specifically based on 
criteria is selected to meet a specific goal. Data collection techniques, face-to-
face questionnaire dissemination and Google Form dissemination through 
social media, but the combination of both showed better results, guaranteeing 
that the questionnaire criteria and answers were again accepted according to 
the number of items questioned related to the concept studied, but the research 
team remained independent.  

Primary data sources are used by deploying research instruments as data 
collectors, Likert scales ranging from 1-5 are used. Digital transformation (DT) 
with six statements (DT1-DT6); innovation capability (IC) with eight statements 
(IC1-IC8); and Competitiveness (CP) with seven statements (CP1-CP7). The 
collected data were analyzed with Partial least squares-structural equation 
modelling 4 (PLS-SEM4) selected for use in analyzing model construction. 

Model measurements are based on convergent and discriminant validity, C 
value > 0.70 (Hair et al., 2011), AVE > 0,50 (Henseler et al., 2016), full 
collinearity of VIF ≤ 3.3 (Kock, 2017), Fornell-Larcker criterion (Fornell & 
Larcker, 1981), and Heterotrait-Monotrait (HTMT) < 0.90 (Hair et al., 2021; 
Franke & Sarstedt, 2019) or far < 1 (Henseler et al., 2016). Evaluation of model 
fit, where R2 ranges values of 0,75, 0,50  and 0.25; strong to low (Henseler et al., 
2016; Hair et al., 2019: p.18), the strength of partial or full mediating effect f2 
values ranges from 0.02, 0.15, and 0.35 (Cohen, 1988; Hair et al., 2019: p.19), 
SRMR < 0.10 fit model achieved (Henseler et al., 2016), NFI criteria refer to 
Henseler et al., (2016); and Hair et al., (2017). Significance of direct and indirect 

effect = t stat > 1,96 pada  = 0.05. The magnitude of the structural mediating 

effect of the pathway, statistical upsilon (ν) =β2YM.X – (R2Y.MX – 2YX) (Lachowicz 
et al., 2018; Ogbeibu et al., 2021), then in this study ν = β2IC,DTβ2CP,IC.DT. Effect 
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size criteria = 0.175 strong, 0.075 moderate, and 0.01 small mediated effect 
(Cohen, 1988; Ogbeibu et al., 2021), also comes with a VAF value. 
 
RESEARCH RESULT 

Measurement Model 
Latent variable constructs are used to check the PLS-SEM measurement 

model. Convergent and discriminant validity are used to measure the construct 
of each indicator. Discriminant validity is done to ensure that each construct is 
similar to the item with other latent constructs. Improvement of the model for 
factor analysis is possible, if the loading factor of the latent variable is not at the 
minimum required value (< 0,60).   

 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 2. Structural model after factor improvement 
 

Table 1. Model Measurement Results After Repair 

Latent Variables 
Question items (after 
factor improvement) 

Factors 
Loading 

C CR AVE 

VIF 

IM 
List 

OM 
Matrix 

Digital 
Transformation 
(DT) 

DT1 0.768 0.868 0.904 0.654 1.744 

1.339 

DT2 0.823    2.046 

DT3 0.780    1.839 

DT4 0.844    2.439 

DT5 0.827    2.310 

Innovation 
Capability (IC) 

IC3 0.733 0.647 0.810 0.588 1.445 

1.339 IC4 0.703    1.345 

IC8 0.784    1.174 

Competitiveness 
(CP) 
 

CP1 0.784 0.772 0.853 0.593 1.842 

 
CP2 0.804    2.086 

CP3 0.734    1.288 

CP4 0.784    1.528 

Note: The significance value (***) of all indicators is at the level of 0,001 (p < 0.001) 

 
The loading factor of the remaining twelve items was received, each 

having a value of C > 0,70 (between 0,708 and 0,844) after repairs and as many 
as nine items from the construct having a value of < 0,70 were discarded. In 
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figure 2 and table 3, showing that each construct of DT, IC and CP has a value 

of C and CR > 0,70, and the required reliability scale is stated to be met (Hair 
et al., 2011), konstruk memiliki konsistensi yang baik. the construct has good 
consistency. In addition, validity is also acceptable (see table 1) known AVE 
values for all constructs are greater than 0.5, constructs have reliability 
(Henseler et al., 2016), all three constructs have a match with the model. 

The results of collinearity detection between constructions, known cutt-off 
is met for all constructions with a VIF value of < 3.3 for all constructs, there is 
no full collinearity in the model (Kock, 2017). The square root of the AVE and 
the correlation coefficients among the constructs were used to see the validity of 
the discriminant (table 2). 

 
Table 2. Discriminant Validity Test Results (Fornell-Larcker) 

Latent Variables AVE DT IC CP 

DT 
IC 
CP 

0.654 0.770   

0.588 0.588 0.809  

0.593 0.540 0.503 0.767 

Note: In columns DT, IC to CP, the topmost value diagonally indicates the square root value of 
the AVE. 

 
Referring to the Fornell-Larcker criterion (Hair et al., 2019), the square root 

value of AVE for discriminant validity with provisions must have a value 
greater than the correlation of its latent variables. The test results show that the 
value of the diagonal square root of AVE > the value of the correlation 
coefficient of other latent variables on the matrix, the evaluation of discriminant 
validity is fulfilled. 

 
Tabel 3. Heterotrait-Monotrait (HTMT) Correlation Test Results 

Latent Variables DT IC CP 

DT 
IC  
CP 

   

0.676   

0.701 0.749  

Note: Correlation DT, IC; DT, CP; and ICs with CP, each < 0.90. 

 
Heterotrait-Monotrait (HTMT) is an estimate of factor correlation or 

rather, upper limit (Henseler et al., 2016). The robustness of the HTMT 
correlation ratio criterion between constructions should be < 0.90 or much less 
than 1. Test results (table 3) all values less than 0,90 (0,676; 0,701; 0,749 < 0,90; < 
1,0) these evaluation results conclude good discriminant validity. In this study, 
model measurements on constructs were concluded to be reliable and valid. 

 
Model Fit Evaluation 

The analysis is carried out by model evaluation, the aim is to determine 
the predictive power of the proposed model seen from the value of the 
coefficient of determination (R2) of endogenous latent construction. IC has an R2 
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value of 0,253, and CP has an R2 value of 0,425 (tends to be moderate) bermakna 
meaning that the model has moderate predictive power so that it can reflect all 
endogenous constructs (Henseler et al., 2016; Hair et al., 2019: p.18).  

Table 4. Model Fit Verification and Evaluation 
Path 

Relationship 
R2 Adj. R2 f2 SRMR NFI d_ULS d_G 

DT        IC 0.253 0.413 0.339     

IC         CP 0.425 0.245 0.159     

DT        CP   0.232     

    0.095 0.735 0.702 0.253 

Note: R2; f2, being on the threshold, SRMR; NFI, d_ULS; d_G, the criteria of the fit model. 

 
In addition, f2 is the ability to explain effects (Huang, 2021), in explaining 

dependent constructs in structural models (Hair et al., 2019). The magnitude of 
the effect size seen from the values of f2 for H1 = 0,232 (moderate), H2 = 0,339 
(strong), and H3 = 0,159 (weak) are all at the thresholds of 0,02, 0,15, and 0,35, as 
suggested (Cohen, 1988; Hair et al., 2019). It can be concluded that exogenous 
variables have the ability to explain endogenous variables, with the criterion of 
explanatory effect values being in the medium category. 

The Normed fit Index (NFI) value of 0,735 is lower than the required 
criteria to be > 0,90, the fit model (Hu & Bentler, 1998). In this study, the 
evaluation and criteria for using NFI for model fit refer to Hair et al., (2021). 
NFI NFI has a value range between 0 to 1, the greater the NFI value, the better 
(Huang, 2021), NFI of 0,735 model fit is achieved. Also obtained Standardized 
Root Mean Square Residual (SRMR) value of 0,095 smaller than 0.10 (SRMR = 
0,095 < 0,10), model fit can still be achieved (Hu & Bentler, 1998; Henseler et al., 
2016). Meanwhile, d_ULS and d_G have values lower than the upper limits of 
95% and 99% (Narzary, 2022; Alabdali & Salam, 2022), this ensures that the 
model fits. 

 
Structural Equation Modeling Analysis 

The bootstrapping procedure is performed to measure the indirect effects 
of the mediation role, as recommended by Hair et al., (2011). Meanwhile, the 
PLS-SEM path analysis model for parameter estimation of direct effects is 
presented below: 

Table 5: Parameter Estimates of Direct Effect, Path Analysis Verification 

Hypothesis 
Path 

Relationship 
OS 

Path 

Coefficient 
T-Statistics p-value Results 

H1 DT        CP 0.588 0.423 8.936*** 0.000 Accepted 

H2 DT        IC 0.503 0.503 5.283*** 0.000 Accepted 

H3 IC         CP 0.327 0.327 3.382** 0.001 Accepted 

Note: OS, original sample; path coefficient (β), parameter of direct effect; ** significant at p < 
0.01; *** significant at p < 0.001 (verification in figure 2 and figure 3).  
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The verification results of direct path analysis show that all original 
sample values have positive values, meaning that DT and CP, DT and IC, and 
IC and CP have a unidirectional relationship. The findings also showed that DT 
with CP had a positive correlation (β = 0,423), significantly at p-value = 0,000 (t 
stat > 1,96), proving H1 acceptable. A positive correlation between DT and IC 
was also found with β = 0,503 and significant at p-value = 0,000 (t stat > 1,96), 
H2 was provenly accepted. IC path analysis with CP had a positive correlation 
with β = 0,327 and significant at p-value = 0,001 (t stat = 3,382 > 1,96), H3 proved 
acceptable. The results of verification and parameter estimation of the direct 
influence conclude all accepted hypotheses. 

 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 3. Structural model of bootsrapping procedure 
 
 

Mediation Role Analysis 
Detection of influence from the role of intermediaries can be seen from the 

t value of indirect influence (Huang, 2021). A comparison of the value of 1,96 
with the statistical t was carried out, the stat value > 1,96 showed there was a 
mediation effect. To determine the magnitude (partial or full) of the mediating 
effect on some relevant literature, variance of VAF values with VAF value 
criteria VAF >20% or VAF value >80%, as prescribed by (Hair et al., 2012; 
Huang, 2021). In this study, structurally, the strength of the effect size of the 
mediation role was obtained from the upsilon statistic (ν) =β2YM.X – (R2Y.MX – 

2YX) as nested and developed by Lachowicz et al., (2018); and Ogbeibu et al., 
(2021), then ν = β2IC,DTβ2CP,IC.DT.  

 

Table 6: Estimates of Indirect Effect, Verification of Mediation Path Analysis 

Hypothesis 
Path 

Relationship 
 IDE TE T Statistics p-value VAF Results 

H4 DT         IC         CP 0.027 0.530 2.303* 0.021 0.0601 Accepted 

Note: IDE, indirect effect; TE, total effect; * signifikan at p < 0.05; ** significant at p < 0.01. 

 
The role of innovation capability (IC) in mediating the relationship 

between digital transformation (DT) and competitiveness (CP), indirect 
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influence (IDE) seen from the VAF value of 0,0601 (< 20%), the range shows a 
low mediation effect (Hair et al., 2012; Huang, 2021). Meanwhile, when viewed 
from the effect of the IDE size obtained at 0,027, the effect of small size towards 
moderate. It can be concluded that H4 is proven to be acceptable, innovation 
ability (IC) has a mediating effect on the effect of digital transformation (DT) on 
competitiveness (CP), and is significant at p value = 0,021 (t stat = 2,202 > 1,96). 
 
DISCUSSION 

Digital transformation (DT) has a correlation with innovation capability 
(IC) and competitiveness (CP), as well as IC with CP. Where the direction of the 
relationship between the three is confirmed to be positive. The courage and 
ability to carry out digital transformation among SMEs can be followed by their 
innovation and competitiveness capabilities. The practice of digital 
transformation supported by the ability to innovate is one of the relatively new 
important approaches that needs to be done incrementally on the basis of the 
flow of change from time to time so that businesses remain competitive in a 
tight and dynamic market competition. 

Research findings show that digital transformation directly has a 
significant positive effect on competitiveness (H1). This finding is in line with 
the results of Firmansyah & Saepuloh (2022) research, the exploitation and 
integration of digital technology often affects most companies at various scales 
and even beyond their limits, by affecting products, business processes, sales 
channels, and supply chains to be able to create sustainable competitive 
advantages. The use and alignment of digital technology in an enterprise, 
making organizational change, enabling activities, creating and capturing new 
opportunities and value (Jeansson & Bredmar, 2019; Firmansyah & Saepuloh, 
2022a). In today's renewable economy era, the focus of businesses and their 
personnel from actively competing industries around the world exerts pressure 
to go digital before anyone else does, striving to survive and achieve a 
competitive advantage (Morze & Strutynska, 2021; Bharadwaj, 2000; Reis et al., 
2018). 

The findings also show that digital transformation has a significant 
positive effect on competitiveness (H2). There is a greater influence of the 
influence of digital transformation on the ability to innovate than the direct 
influence of digital transformation on competitiveness. The practice of digital 
transformation as part of the ability to adapt to high concepts can 
simultaneously create innovation capabilities to answer company-specific 
demands which is a key factor to support SMEs to take advantage of 
technological opportunities related to the digitization process. These findings 
are in line with (Fechtelpeter et al., 2017; Firmansyah & Saepuloh, 2022a; Zaoui 
& Souissi, 2020; Wahdiniwaty et al., 2022). 

Predictions of innovation capability were found to have a significant 
positive effect on competitiveness (H3). The ability to innovate is able to 
strengthen business competitiveness. Innovation arises because of creativity 
that includes creative aspects of personality, motivation, intelligence, thinking 
style, and relevant multiliteracy. Creativity and continuous innovation ability 
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as the key to success for business in the modern era. This finding is in line with 
the research of Mcmullan & Kenworthy (2016); and Darroch & Mazerolle (2013), 
this confirms thatrelevant business innovation practices are needed in this era 
to improve entrepreneurial performance with better competitiveness 
(Firmansyah, Wahdiniwaty, et al., 2023).  

As for the mediation path, the findings prove that innovation ability has a 
mediating effect on the influence of digital transformation on competitiveness 
(H4). This finding is reinforced by the results of research Darroch & Mazerolle, 
(2013); Firmansyah, Mulyadi, et al., (2023); Zhang et al., (2022); Firmansyah & 
Saepuloh (2022a); and Krumsvik (2015). This innovation capability strengthens 
the link between digital transformation and competitiveness. Toidentify and 
recognize opportunities for digital market expansion, it is necessary to have the 
courage of digital adoption in business processes. This condition increasingly 
intervenes in the ability of SMEs to carry out business digital transformation as 
a form of business model and process innovation to find and create new ones, 
relevant to the development of the renewable economy in the current digital 
economy era, so that it will directly or indirectly strengthen the competitiveness 
of micro and small businesses in a sustainable manner. Technological and 
environmental factors drive digital transformation that has a positive impact on 
the ability of organizations to create innovation capabilities for their 
competitiveness, multiliteracy plays an important role in adopting technology 
and adapting the environment for successful digital transformation (Zhang et 
al., 2022). The digital transformation process explains the importance of digital 
literacy and multiliteracy to support the innovation process to strengthen 
competitiveness. 
 
CONCLUSIONS AND RECOMMENDATIONS 

The results of the model measurement showed that reliability with good 
consistency, and the correlation coefficient between constructs for validity were 

met, judging from criteria C, HTMT and AVEalso found no indication of 
collinearity (VIF) for all constructs. The results of the evaluation of model 
suitability, it is known that the value of R2 for the construct of each latent 
variable is in the medium category, as well as for the size of the effect f2 all 
values are at the threshold, the criteria for the explanatory effect value are in the 
medium category. In addition, evaluation results based on SRMR, NFI, d_ULS 
and d_G show model fit is achieved and ensure model fit. From the results of 
path analysis. Findings from the results of structural model path analysis, show 
that: first digital transformation directly has a significant positive effect on 
competitiveness (H1 is proven to be acceptable). Second,digital transformation 
has a significant positive effect on innovation capabilities (H2 has proven 
acceptance). Third, the ability of innovation has a significant positive influence 
on competitiveness (H3 is proven to be acceptable). Fourth, innovation 
capabilities have a mediating effect on the effect of digital transformation on 
competitiveness (H4 proved acceptable). 

The contribution of this research, empirically proven that digital 
transformation and innovation capabilities affect competitiveness in the scope 
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of small and medium enterprises in the creative industry based on hand made 
(crafts, souvenirs, pashion, snacks and the like) even though they are located in 
the area, coastal or even jaun from urban areas. This potential can be explored 
and developed along with the shift in traditional business practices, face-to-face 
relying on visitors who come to digital practices along with the emergence of 
various digital platforms as a place to market products (marketplace) digitally 
or a combination of both. Apart from the vision, mission to achieve business 
goals through various strategies selected to be implemented at the SME level, 
business digital transformation practices supported by the ability to innovate 
and adapt become strategic and releva approaches in this era to survive and 
develop with better business competitiveness. It is also expected to broaden 
horizons on the effectiveness of highly competitive businesses in this era, where 
digital transformation capabilities, digital skills and innovation capabilities 
must be prepared. 
 
ADVANCED RESEARCH 

This research is inseparable from the rigor of the methodology applied, 
this study has several limitations that need to be considered when interpreting 
the findings and conducting future research. Obstacles and success factors of 
digital transformation among small and medium enterprises (SMEs) in an effort 
to increase competitiveness are not only digital transformation and innovation 
capabilities that affect it, relevant multiliteracy that is potentially needed by 
individuals and business actors in the digital economy era, such as skills, 
readiness, digital competencies and skills (digital literacy), social capital, digital 
talent, talent management, Digital-based business training needs to be 
considered to strengthen business competitiveness and ensure the accuracy of 
sustainable business success predictions. In addition, from a methodological 
aspect using a combination of other research methods, it is possible to identify 
and examine the size and maturity of digital. 
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