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ABSTRACT

Purpose This study aims to analyze the impact of digital entrepreneurial capability on MSME business
performance, with digital entrepreneurial product development as a mediating
variable. Methodology: A quantitative approach was employed using a sample of 200 MSMEs in
Cianjur, Indonesia, selected via purposive sampling criteria. Data were analyzed using Structural
Equation Modeling (SEM) via AMOS 22. The measurement model evaluation confirmed high reliability
and validity, with Composite Reliability (CR) values ranging from 0.88 to 0.91 and Average Variance
Extracted (AVE) between 0.59 and 0.62. Findings: The structural model results show that digital
entrepreneurial ~ capability  significantly  influences digital ~ product development
($=0.63,CR=6.82,p<0.0014=0.63,CR=6.82,p<0.001). Digital product development also has a positive
effect on business performance (p=0.47,CR=5.14, p<0.0018=0.47,CR=5.14,p<0.001). Furthermore, digital
entrepreneurial  capability = maintains a  direct significant effect on  performance
($=0.29,CR=3.26,p=0.001, =0.29,CR=3.26,p=0.001). Crucially, mediation analysis via bootstrapping
confirms that digital product development serves as a significant partial mediator
(indirect effect=0.30,p<0). Implication: These findings underscore that for MSMEs, possessing digital
skills is insufficient without the ability to transform them into tangible digital products like catalogs and
Al-assisted content. This study provides a strategic framework for community service programs to
prioritize applied digital product output to ensure MSME sustainability.

Keywords: Digital Entrepreneurial Capabilities, Digital Entrepreneurial Product Development,
MSMEs, Business Performance

INTRODUCTION

The digital economy in Indonesia is projected to reach a value of USD 146 billion by
2025, positioning the country as the largest digital market in Southeast Asia (Google, Temasek,
& Bain, 2022). Amidst this massive growth, Micro, Small, and Medium Enterprises (MSMESs)
serve as the backbone of the economy, contributing more than 61% to the national GDP.
However, while the government aims to onboard 30 million MSMEs into the digital ecosystem
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by 2024, this transformation process still faces significant hurdles, including digital literacy
gaps and a limited capacity to convert technology into a sustainable competitive advantage.

Theoretically, the Resource-Based View (RBV) posits that a firm’s superior performance
stems from unique, valuable, and hard-to-imitate assets. In the context of digital
entrepreneurship, digital entrepreneurial capability acts as a crucial intangible asset.
Nevertheless, recent literature (e.g., Skandalis, 2025; Paul et al., 2023) has begun to emphasize
that possessing digital capabilities alone does not guarantee superior performance if
entrepreneurs are unable to transform this knowledge into tangible outputs with market
value.

Previous research on the relationship between digital capabilities and performance has
often yielded inconsistent results or general findings. Some studies have found that digital
capability does not have a direct significant impact on performance without internal
innovation mechanisms as mediators (Jafari-Sadeghi et al., 2023). A notable research gap
remains where the transformation mechanism from "cognitive/mental capabilities" (Digital
Entrepreneurial Capability) into "tangible/physical digital outputs' (Digital Product
Development) as a bridge toward business performance is still underexplored empirically,
particularly within MSME ecosystems in resource-constrained developing regions.

Cianjur Regency serves as a strategic locus for this study. As a region with a large MSME
population undergoing economic recovery, the urgency to "go-digital" is exceptionally high.
Community Service (PKM) empowerment programs in this region have begun to direct
MSMEs toward applied digital outputs, such as digital catalogs, Al-assisted promotional
content, and online ordering systems. Consequently, this study aims to examine the mediating
role of digital product development in connecting entrepreneurs' digital capabilities with
improved business performance.

Departing from prior studies that focused on technology adoption in a general sense,
this research emphasizes the operational aspects of digital product development. By utilizing
a quantitative method through Structural Equation Modeling (SEM) AMOS 22, this study
intends to provide empirical evidence that digital productivity is not merely about using
gadgets, but about the ability to create value-added products that impact sales growth and
operational efficiency.

LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT
Theoretical Framework: Resource-Based View (RBV)

This study is anchored in the Resource-Based View (RBV), which posits that firm
performance is fundamentally driven by its unique resources and capabilities (Paul et al.,
2023). In the digital era, Digital Entrepreneurial Capability is viewed as a high-order intangible
resource. However, RBV also suggests that for these resources to impact performance, they
must be configured into specific "outputs" that create customer value (Kim & Jin, 2024). In this
research, Digital Entrepreneurial Product Development is conceptualized as the specific
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output where capabilities are manifested into value-added products (e.g., digital catalogs, Al-
generated content), acting as the catalyst for performance improvement.

Digital Entrepreneurial Capability and Product Development

Digital Entrepreneurial Capability refers to an entrepreneur's ability to identify
opportunities and manage business processes through digital platforms, data utilization, and
technological adaptability (Skandalis, 2025). High-capability entrepreneurs possess a better
"technological mindset" to experiment with new digital tools. According to Jafari-Sadeghi et
al. (2023), when entrepreneurs are proficient in digital operations, they are more likely to
innovate and create structured digital assets such as sophisticated online ordering systems
and targeted digital marketing content. Thus, a strong digital capability serves as the
prerequisite for successful digital product development.

H1: Digital entrepreneurial capability has a positive and significant effect on digital
entrepreneurial product development.

Digital Entrepreneurial Product Development and Business Performance

In the context of MSMEs, digital product development refers to the creation of tangible
digital artifacts that enhance the customer experience —ranging from digital product catalogs
to Al-assisted promotional content (Jang & Lee, 2025). Unlike abstract technology adoption,
these concrete products directly influence market reach expansion and operational efficiency.
By providing ease of use and value-added features to customers, digital products reduce
transactional friction and drive sales growth (Braune & Dana, 2022).

H2: Digital entrepreneurial product development has a positive and significant effect on
MSME business performance.

Digital Entrepreneurial Capability and Business Performance

A direct link exists between an entrepreneur’s digital proficiency and firm performance.
Digital capabilities allow entrepreneurs to make data-driven decisions faster, respond more
agilely to market shifts, and optimize resource allocation (Paul et al., 2023). Empirical evidence
from Kim & Jin (2024) suggests that MSMEs led by digitally literate managers achieve higher
sustainability and customer growth than those relying on conventional business methods.

H3: Digital entrepreneurial capability has a positive and significant effect on MSME
business performance.

The Mediating Role of Digital Entrepreneurial Product Development

The central argument of this study is that digital capabilities alone may not
automatically result in high performance if they are not materialized into market-ready digital
products. Digital product development acts as a "bridge" (mediator) that transforms internal
digital literacy into external customer value. According to Skandalis (2025), the true value of
digital skills is unlocked when entrepreneurs produce innovative digital catalogs or systems
that solve customer problems. In the Community Service (PKM) framework, the development
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of these digital outputs is seen as the mechanism through which MSMEs achieve operational
resilience and long-term sustainability.

H4: Digital entrepreneurial product development mediates the relationship between
digital entrepreneurial capability and MSME business performance.

£ (N A A

Digital Tech Customer Ease Value
Product Based Need Added
Format_||Innovation Fit Use
1
Digital
1 Pé?ﬁ?rzn Entrepreneurial Sales
LQS‘ : Product Growth
— Development ¢ z2 1
1 Digital 1 Customer |1 @
Operational Growth
Literacy & — —
. 's arke
Customer Digital . “
Data Entrepreneurial - PeBr?oSrlrr:}aSnSce Exizfl(;?on @
Use Capability
1 | Adaptation Operational
to New 1 Efficiency
Tech
Digital Business 4_.
Business Sustainability] @
Self-efficacy

Figure 1. Conceptual Framework

RESEARCH METHODOLOGY
Research Design

This study adopts a quantitative explanatory research design to investigate the causal
relationships between digital entrepreneurial capability, digital entrepreneurial product
development, and MSME business performance. An exploratory approach is utilized within
the structural model to identify both direct and indirect effects among latent variables,
providing a robust empirical generalization within the MSME context (Paul et al., 2023).

Population and Sample Justification

The research population consists of 19,000 verified MSMEs operating in Cianjur
Regency, West Java, that have integrated digital technology into their business operations. A
probability sampling technique with a random sampling method was employed to ensure
each member of the population had an equal opportunity to be selected.

Regarding the sample size, this study adheres to the guidelines for Structural Equation
Modeling (SEM), which requires a sample size proportional to the number of parameters
estimated in the model. According to Hair et al. (2010), the ideal sample size for SEM should
be at least five times the number of observed indicators (parameters). This study utilizes 40
indicators across the three latent variables; thus, the minimum required sample is calculated
as 40x5=200 respondents. This number also aligns with Ferdinand (2014), who suggests that a
sample size between 100-200 is sufficient for maximum likelihood estimation in SEM,
especially when testing Chi-square models which are sensitive to large sample sizes.

Data Collection and Instrumentation
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Primary data were gathered using a structured online questionnaire. Responses were
measured on a five-point Likert scale, ranging from 1 (Strongly Disagree) to 5 (Strongly
Agree). The instruments were adapted from established literature (Kim & Jin, 2024; Paul et al.,
2023) and adjusted to ensure relevance to the MSME ecosystem in Cianjur.

Data Analysis Setup: SEM-AMOS 22

The data were analyzed using Structural Equation Modeling (SEM) processed through
AMOS 22 software. SEM was chosen because of its ability to analyze multiple dependency
relationships simultaneously while accounting for measurement error (Kline, 2023). The
analysis followed a two-stage approach: Measurement Model Evaluation (Confirmatory
Factor Analysis - CFA): To assess the validity and reliability of the constructs. Reliability was
measured via Composite Reliability (CR (\ge) 0.70), and validity was confirmed through
Standardized Factor Loadings ((\ ge) 0.50) and Average Variance Extracted (AVE (\ ge) 0.50).

Structural Model and Hypothesis Testing: To examine the direct paths (H1, H2, H3).
Model fit was evaluated using various Goodness-of-Fit (GoF) indices, including (\chi*2/df
\le 3.0), RMSEA (\le 0.08), CFI (\ ge 0.90), GFI (\ ge 0.90), and TLI (\ ge 0.90) (Collier, 2020).

Mediation Analysis: To test H4 (the indirect effect), the study utilized the Bootstrapping
procedure with a 95% confidence interval. Bootstrapping is considered a superior method for
mediation as it does not rely on the assumption of normality and provides more accurate
estimates of indirect effects (Hayes, 2022).

RESULTS AND DISCUSSION
Measurement Model Evaluation (First-Order CFA)

Before testing the hypotheses, the measurement model was evaluated through
Confirmatory Factor Analysis (CFA) to ensure construct validity and reliability. As shown in
Table 1, all observed indicators for Digital Entrepreneurial Capability, Digital Product
Development, and Business Performance exhibited standardized factor loadings above the
recommended threshold of 0.50 (ranging from 0.69 to 0.85).

Table 1. Measurement Model Evaluation Result

Construct CR AVE
Digital Entrepreneurial Capability 0.91 0.62
Digital Entrepreneurial Product Development 0.90 0.60
Business Performance 0.88 0.59

The results indicate high internal consistency, as CR values exceeded 0.70. Furthermore,
convergent validity was established with AVE values exceeding 0.50 across all constructs
(Hair et al., 2010), confirming that the items accurately represent their respective latent
variables.

Descriptive Statistics and Construct Correlations
Descriptive analysis revealed that MSME owners in Cianjur report moderate to high
levels of digital capability and performance. Notably, digital self-efficacy (Mean = 4.10) and
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adaptability to technology (Mean = 4.05) scored the highest, suggesting a strong psychological
readiness for digital transformation. However, Al-assisted content creation recorded the
lowest mean (3.45), indicating that while entrepreneurs are confident, the adoption of
advanced digital tools is still in its nascent stages. Correlation analysis showed positive and
significant relationships among all variables, providing preliminary support for the
hypothesized paths.

Structural Model and Hypothesis Testing

The structural model demonstrated a good fit to the data, with indices meeting the
required thresholds: y2/df=2.45; RMSEA = 0.072; CFI= 0.94; and TLI = 0.92. The results of the
path analysis are summarized in Table 2.

Table 2. Summary of Hypothesis Testing Results

Hypothesis Path Standardized cr| P

Estimate (5) value Result

Digital Entrepreneurial
Hi1 Capability — Digital Entrepreneurial 0.63 6.82| <0.001| Supported
Product Development

Digital Entrepreneurial Product

H2 Development — Business Performance 047 5141 <0.001] Supported
Digital Entrepreneurial

H3 Capability — Business Performance 029 3:26| 0.001 | Supported

H4 Indirect effect (Mediation) 0.30 — | <0.01 | Supported

All four hypotheses were statistically supported. Digital entrepreneurial capability
significantly predicts product development (H1:=0.63,p<0.0015=0.63,p<0.001). Digital
product development also has a substantial impact on business performance
(H2: p=0.47,p<0.001p=0.47,p<0.001). The direct effect of capability on performance remained
significant (H3: p=0.29,p=0.001=0.29,p=0.001), suggesting that capabilities influence
performance both directly and indirectly.

Finally, the mediation analysis using the bootstrapping method (2,000 resamples)
confirmed that digital entrepreneurial product development partially mediates the
relationship between digital capability and performance (indirect effect = 0.30, p<0.01). This
implies that the impact of digital skills on performance is substantially amplified when
manifested through tangible digital products.

Discussion

The findings reinforce the growing literature emphasizing that digital skills are the
primary engine for MSME modernization (Skandalis, 2025; Kim & Jin, 2024). A key highlight
of this study is the high score for digital self-efficacy among Cianjur MSMEs, which reflects an
"entrepreneurial mindset" that is receptive to new technology.

However, the most significant contribution of this study lies in the validation of the
mediating role of Digital Entrepreneurial Product Development. This finding bridges the
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"capability-performance gap" by demonstrating that having digital literacy alone is
insufficient. For MSME:s to see actual growth in sales and operational efficiency, they must
translate their skills into applied digital artifacts, such as interactive digital catalogs and Al-
generated marketing assets.

The significant mediation effect (H4) aligns with the Resource-Based View (RBV),
suggesting that digital capability is an intangible resource that requires a "conversion
mechanism" —in this case, product development —to generate economic value. In the context
of Cianjur, these results suggest that community service (PKM) programs should shift focus
from "generic digital literacy" toward "practical product creation." When MSMEs move from
simply using social media to creating structured digital catalogs and Al-driven content, they
achieve a higher level of operational resilience and market expansion.

CONCLUSION AND IMPLICATIONS
Conclusion

This study provides empirical evidence of the critical role played by digital
entrepreneurial capability and product development in enhancing the business performance
of MSME:s in Cianjur. Through the application of SEM-AMOS, the results confirm that digital
capability not only has a direct positive impact on performance but also functions as a
foundational driver for developing applied digital products. The most pivotal finding is that
digital product development serves as a significant partial mediator, indicating that the true
value of digital skills is realized when entrepreneurs can translate their technical literacy into
market-ready artifacts such as digital catalogs, Al-driven content, and online ordering
systems. These findings shift the paradigm of digital entrepreneurship from mere "tool
adoption" to a strategic "value-creation process" centered on product innovation.

Implications

Theoretical Implications: This research contributes to the Resource-Based View (RBV)
literature by clarifying the "black box" between digital capabilities and performance. It
identifies product development as the critical conversion mechanism that manifests intangible
skills into tangible customer value.

Practical and Policy Implications: For MSME owners, this study highlights that
investment in digital literacy must be coupled with the actual production of digital content to
drive sales and operational efficiency. For government bodies and academic institutions
involved in Community Service (PKM) programs, these findings emphasize a shift in
mentoring strategies. Training should move beyond general social media use toward technical
guidance on producing professional digital assets. Providing tools and assistance for Al-based
content creation and digital cataloging can significantly shorten the path to digital maturity
for MSMEs in developing regions like Cianjur.

Limitations and Future Research
Despite its contributions, this study is limited by its geographical focus on a single
regency and its reliance on cross-sectional data. Future research could broaden the sample to
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include a comparative analysis between regions or utilize longitudinal data to capture the
long-term impact of digital products on business sustainability. Additionally, investigating
the role of external factors such as government digital infrastructure as a potential moderator
would further enrich the model.
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