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Abstract
This study aims to analyze how dynamic capabilities (sensing, seizing, and transforming) influence
the performance of MSMEs in Surabaya, with business model innovation (BMI) as a mediating
variable. This quantitative study method used a causal design using PLS-SEM to survey data from
120 MSME decision-makers across diverse sectors in Surabaya. The results show that dynamic
capabilities positively and significantly affect MSME performance, both directly and indirectly
through BMI as a partial mediator. The capability set of sensing, seizing, and transforming fosters
adaptive business model innovations that respond to market demands. BMI contributes to effi-
ciency, competitiveness, and sales growth, strengthening sustainable performance. These findings
underscore the need for targeted training, mentoring, and access to technology and resources to
enhance MSME innovation and adaptability amid ongoing market challenges.

Keywords: business model innovation, decent work, dynamic capabilities, economic growth, in-
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emerging opportunities and challenges (Teece,
Pisano, & Shuen, 1998; Wang & Photchana-
chan, 2021). In the context of MSMEs, these
capabilities serve as a critical foundation for
facing uncertainty and disruptions arising from
technological advancement, global crises, and
shifting consumer preferences (Kronblad &
Pregmark, 2024; Saura, Palacios Marqués, &
Soriano, 2023).

Dynamic capabilities have been proven to
be central to improving business performance.
Sensing, seizing, and transforming enable orga-
nizations to build sustainable competitive ad-
vantages (Huang & Ichikohji, 2024; Pascucci et
al. (2024). However, these capabilities do not
linearly influence performance but operate

INTRODUCTION

Dynamic capabilities and business model
innovation have become central themes in stra-
tegic management literature, especially in re-
sponse to increasing complexity and the accel-
erating pace of change in the business environ-
ment. This condition, which is further intensi-
fied by the pressures of globalization, requires
organizations, including Micro, Small, and
Medium Enterprises (MSMEs), to develop adap-
tive capabilities to respond to market dynamics
(Liu, Chung, Chiu, & Chen, 2024). Dynamic
capabilities refer to an organization’s capacity
to continuously adapt, integrate, and reconfigure
both internal and external resources to address
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through a key mediator: business model innova-
tion. Business model innovation (BMI) is rede-
signing or creating new business models that
can more effectively create, deliver, and capture
market value (Jingwen, Rahman, & Tong, 2022).
BMI helps MSMEs adapt to the digital market-
place landscape through more flexible, effi-
cient, and customer-oriented strategies (Man-
cuso, Petruzzelli, & Panniello, 2023; Jangjarat
& Jewjinda, 2023).

In Indonesia, MSMEs play a highly vital
role in the national economy. According to
Komite Standar Akuntansi Pemerintahan (2025),
the MSME sector contributed approximately
61% to the Gross Domestic Product (GDP),
equivalent to IDR 9,580 trillion in 2023. In
addition, MSMEs employ around 117 million
people or 97% of the national workforce (Ahdiat,
2024). The number of MSMEs has continued
to grow, from 59.26 million units in 2015 to
about 66 million units in 2023 (Goodstats,
2025), making up 99.99% of total business
actors (GETI Media, 2025). Furthermore,
MSMEs contribute up to 60% to national in-
vestment and 15.6% to non-oil and gas exports.
However, Indonesia’s entrepreneurship ratio
remains relatively low at 3.47%, indicating sub-
stantial room for developing an innovative and
competitive MSME ecosystem (Kementerian
Koordinator Bidang Perekonomian, 2022).

Beyond the national picture, Surabaya pre-
sents a distinct urban context with service- and
trade-intensive dynamics. Surabaya functions as
East Java’s economic hub and logistics gateway,
with its gross regional product concentrated in
market-driven activities such as wholesale and
retail trade and accommodation and food ser-
vices (Ahdiat, 2024; GETI Media, 2025;
GoodStats, 2025). Recent official tables show
that these industries account for large shares of
the city’s output, underscoring a fast-moving

competitive environment where firms must rap-
idly refresh value propositions and channels to
keep pace with urban demand (Alzoubi et al.,
2024; Nugroho & Fontana, 2023). In 2024,
Surabaya’s current-price GRDP reached about
IDR 772.49 trillion, reflecting a dynamic met-
ropolitan market that provides a relevant testbed
for business model adaptation among MSMEs
(Ahdiat, 2024; GoodStats, 2025).

Despite their significant contribution,
MSMEs face several fundamental challenges.
Data shows that 68% of MSMEs have an an-
nual turnover of less than IDR 50 million, and
31% of micro businesses earn a net profit of
less than IDR 1 million per month (GETI Me-
dia, 2025; Komite Standar Akuntansi Pemerin-
tahan, 2025). Around 60% of MSMEs operate
in rural areas, which, while reflecting economic
inclusivity, also face obstacles such as limited
infrastructure, restricted access to capital, and
low levels of technology adoption (Putri, 2024).
This situation is exacerbated by low digital
literacy, with only 33.6% of MSMEs being
digitized, despite digital transformation having
been proven to increase turnover by up to 50%
(INDEF, 2024).

The inability of MSMEs to adapt quickly
has led to a high rate of business failure. Mariska
(2024) reports that 65% of MSMEs cease op-
erations within 10 years. One of the main
factors is the limited implementation of dy-
namic capabilities and the low level of business
model innovation. Recent data shows that only
24% of MSMEs have leveraged digitalization to
innovate their business models, such as adopt-
ing e-commerce or online delivery services. Even
though 50% of MSMEs use online platforms,
only 17.32% utilize digital food delivery ser-
vices as a diversification strategy (GETI Media,
2025). Other significant barriers include bu-
reaucratic regulations, a tax system that is not
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friendly to MSMEs (Mariska, 2024), and a low
MSME credit ratio that accounts for only 20%
of total national bank credit. This figure is far
behind Thailand at 50% and Malaysia at 40%
(INDEF, 2024).

Within Surabaya’s urban market, these
constraints intersect with expanding digital pay-
ment and e-commerce usage, implying pressure
and opportunity for MSMEs that can reconfigure
their models (Qohar & Darmawan, 2024;
INDEF, 2024). The city government’s MSME
records indicate rising numbers of registered
MSMEs in recent years, pointing to a broad-
ened base of small firms that compete for urban
consumers (Ahdiat, 2024; Putri, 2024). At the
same time, digital payment usage has expanded
in East Java. For example, the value of elec-
tronic money transactions rose 17.67 percent
year-on-year in October 2023, and QRIS trans-
actions also surged through late 2023 (INDEF,
2024; Komite Standar Akuntansi Pemerintahan,
2025). These patterns imply growing opportu-
nities to reconfigure customer journeys, rev-
enue logic, and partnering for MSMEs that can
sense demand, seize digital channels, and trans-
form internal activities (Alzoubi et al., 2024;
Nugroho & Fontana, 2023).

MSME performance is not only measured
in financial terms such as revenue and profit-
ability but also includes business growth, cus-
tomer satisfaction, and the ability to innovate
and adapt to change (Sulasih, Novandari, &
Suroso, 2023; Al-Omoush & Al-Qirem, 2023).
In this context, the interrelationship between
dynamic capabilities, business model innova-
tion, and MSME performance becomes increas-
ingly relevant for empirical study. Several prior
studies have stated that adaptive capabilities
supported by business model innovation can
enhance operational efficiency, expand market
reach, and create sustainable competitive ad-

vantages (Dejardin et al., 2023; Jingwen, Rah-
man, & Tong, 2022).

Previous research has shown that dynamic
capabilities (DCs) significantly improve MSME
competitiveness and performance. Liu et.al.
(2024); Phong & Tam (2024) affirm the direct
and indirect effects of DCs on competitive
advantage and performance, including through
the mediation of entrepreneurial orientation and
innovation. Pascucci et al. (2024) highlight the
role of DCs in managing tensions between in-
novation and sustainability. In times of crisis,
Huang & Ichikohji (2024); Dejardin et al.
(2023) report the contribution of DCs to MSME
resilience and innovation during the pandemic .
In Southeast Asia, Irfan et al. (2023); Liu et al.
(2023) demonstrate the importance of business
model innovation in strengthening the relation-
ship between DCs and business performance.
Additionally, Jingwen, Rahman, & Tong (2022)
and Sudarnice, Wasik, & Lina (2024) empha-
size BMI and digitalization as enhancers of
dynamic capabilities in competitive and digi-
tized business contexts.

However, several research gaps remain
underexplored. Most studies focus on Global
North contexts or major economies like China
and Europe (Deyassa, 2023), overlooking the
complexity of MSMEs in the Global South,
such as Indonesia. The link between dynamic
capabilities (DCs), business model innovation
(BMI), and MSME performance is also under-
studied, especially in urban areas like Surabaya,
which are marked by business diversity and
digitalization (Huang & Ichikohji, 2024; Nugro-
ho & Fontana, 2023). Moreover, the domi-
nance of sectoral approaches and the limited
use of quantitative methods like PLS-SEM high-
light the need for this study (Ghozali, 2014;
Cahyaningati et al., 2023). This research ad-
dresses these gaps by empirically examining the
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relationship between DCs, BMI, and MSME
performance amid market pressures and rapid
digital transformation (Martins, 2023; Li et al.,
2023).

The Resource-Based View (RBV) theory
serves as the fundamental framework for un-
derstanding how organizations gain sustainable
competitive advantage by utilizing internal re-
sources characterized as valuable, rare, inimi-
table, and non-substitutable (Barney, 1991).
Wernerfelt (1984) emphasized that firms need
to possess strategic resources and actively man-
age them to create new value. In this context,
dynamic capabilities (DCs) emerge as an exten-
sion of RBV that is more relevant to the rapidly
changing business environment. Teece, Pisano,
& Shuen (1998) define DCs as an organization’s
ability to continually sense, seize, and trans-
form opportunities by integrating and recon-
figuring resources. These three dimensions en-
able firms to become more adaptive, respon-
sive, and innovative in facing market uncertain-
ties (Kump et al., 2019; Martins, 2023).

Within the resource-based view, dynamic
capabilities operate as higher-order managerial
processes that reconfigure valuable, rare, inimi-
table, and non-substitutable resources so that
these resources remain value-creating under
environmental change. Through sensing, firms
identify shifts in technologies, customers, and
competitors. Through seizing, firms mobilize
and allocate their resource base to pursue the
identified opportunities. Through transforming,
firms recombine and renew assets and routines
to preserve the value and rarity of their re-
source portfolio. This RBV logic positions dy-
namic capabilities as the mechanism that trans-
lates resource endowments into adaptive advan-
tage and performance outcomes (Barney, 1991;
Teece, Pisano, & Shuen, 1998; Kump et al.,
2019).

Numerous empirical studies highlight the
significant impact of DCs on MSME perfor-
mance and competitiveness. Bokhari et al. (2024)
found that DCs strengthen SMEs’ competitive
advantage in developing countries via strategic
resource management under the RBV frame-
work. In Vietnam, Phong & Tam (2024) showed
DCs affect SME performance both directly and
through entrepreneurial orientation and innova-
tion. Pascucci et al. (2024) emphasized DCs’
role in managing paradoxical tensions during
circular business model innovation. In crisis
contexts, DCs help sustain performance: Huang
& Ichikohji (2024) observed that Chinese
MSMEs survived Covid-19 through business
model innovation, while Dejardin et al. (2023)
noted European SMEs pivoted from market
exploration to product adaptation. In Southeast
Asia, Sari, Susilowati, & Moko (2024); Mongkol
(2022) confirmed DCs’ positive influence on
innovation and performance, especially in cre-
ative and manufacturing sectors.

DCs often contribute to performance
through business model innovation (BMI), a
systematic process of creating, delivering, and
capturing new value by altering business model
components (Clauss, 2016), including value cre-
ation, proposition, and capture. Jingwen, Rah-
man, & Tong (2022), in a study of 330 Chinese
SMEs, found that enterprise risk management,
agility, and entrepreneurial orientation drive
effective BMI and enhance performance. In
Indonesia, Sudarnice, Wasik, & Lina (2024)
showed that IT-enabled DCs support agility and
adaptive BMI in volatile environments. Simi-
larly, Sari, Susilowati, & Moko (2024) found
that BMI is a strategic link between DCs and
performance in Malang’s café industry.

From an RBV perspective, business model
innovation is the structural manifestation of
how firms configure and recombine their re-
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source base to create, deliver, and capture value
more effectively. By redesigning the value propo-
sition, key activities, partnerships, and revenue
logic, firms convert VRIN resources and comple-
mentary assets into superior value capture.
Dynamic capabilities trigger and guide these
reconfiguration moves, which makes BMI a
proximal conduit through which resource-based
advantages are realized in the market (Werner-
felt, 1984; Clauss, 2016; Martins, 2023).

MSME performance is commonly measured
through financial indicators like profitability and
revenue, growth, innovation, and customer satis-
faction (Huang & Ichikohji, 2024). Jingwen,
Rahman, & Tong (2022) identified BMI as a key
mediator between DCs and business performance,
while Huang & Ichikohji (2024) noted that DCs
contribute more effectively when supported by
relevant BMI. Thus, examining the interrelation
among DCs, BMI, and MSME performance in
an integrated and empirical way is essential, par-
ticularly for Indonesian MSMEs. Based on this
review, a conceptual framework is proposed to
explain their relationship in enhancing business
competitiveness.

Integrating these arguments, RBV explains
why resource endowments matter, dynamic ca-
pabilities explain how firms reconfigure those
resources, and business model innovation ex-
plains what organizational form value creation
and capture occur. Dynamic capabilities should
improve performance directly by keeping the
resource base valuable. They should also im-
prove performance indirectly by enabling busi-
ness model renewal that aligns offerings, rev-
enue architecture, and cost structure with mar-
ket conditions. This yields the expected paths
DC →  Performance, DC →  BMI, BMI → 

Performance, and the mediating role of BMI in
the DC →  Performance link (Barney, 1991;
Teece, Pisano, & Shuen, 1998; Clauss, 2016).

DCs enhance MSME performance by pro-
moting strategic flexibility and effective resource
use, strengthening market orientation, and boost-
ing responsiveness to customer needs (Cahya-
ningati, Handayanto, & Sa’diyah, 2023). Even
with capital constraints, DC investments posi-
tively impact financial outcomes (Difoasiha &
Sihombing, 2023). In crisis contexts, such as
the pandemic, DCs help sustain performance
through adaptation and service reinforcement
(Dejardin et al., 2023). Based on this, the fol-
lowing hypothesis is proposed:
H1: Dynamic capabilities positively affect MS-

ME performance in Surabaya, as DCs, un-
der RBV logic, help preserve the value and
rarity of resource bases during change,
thereby improving performance.

Dynamic capabilities (DCs) allow MSMEs
to reconfigure processes and resources in re-
sponse to environmental shifts (Wang &
Photchanachan, 2021). A higher level of DCs
enhances the ability to develop practical busi-
ness model innovation (BMI). DC-driven inno-
vation is recognized as a key driver of BMI.
While digital technology supports DCs, its im-
pact on BMI is often indirect (Qohar &
Darmawan, 2024; Nugroho & Fontana, 2023).
Despite their importance, measuring DCs em-
pirically remains challenging (Pitelis, 2022).
Based on this, the following hypothesis is pro-
posed:
H2: Dynamic capabilities positively affect busi-

ness model innovation in MSMEs in Sura-
baya, as DCs orchestrate and recombine
resources; under RBV, this reconfiguration
drives change at the business model level.

Furthermore, BMI may contribute to in-
creased efficiency, the creation of new value,
and improved adaptability of MSMEs in navi-
gating market dynamics (Jingwen, Rahman, &
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Tong, 2022). Although growth strategies and
organizational capabilities often influence the
direct impact of BMI on performance, the roles
of business agility and digital capability can
enhance the effect of BMI on business perfor-
mance (Zulkifli et al., 2024). Based on this, the
following hypothesis is proposed:
H3: Business model innovation positively af-

fects MSME performance in Surabaya, be-
cause BMI embodies resource recombina-
tion for superior value capture; hence, BMI
should raise performance.

BMI is a key mediator linking dynamic
capabilities to MSME performance (Han, Zhou,
& Lu, 2022; Ibarra et al., 2020). Han, Zhou, &
Lu (2022) showed that BMI fully mediates the
relationship between entrepreneurial orienta-
tion and performance. BMI strengthens the
impact of DCs by aligning business models with
external changes (Hartono & Ardini, 2022).
Research across sectors—construction, manu-
facturing, and creative industries—confirms that
BMI is a strategic channel through which DCs
translate into sustainable competitive advantage
(Song et al., 2022; Sari, Susilowati, & Moko,
2024). Since DCs operate via resource reconfi-
guration, their effect on performance is likely
transmitted through BMI as the immediate
mechanism of value creation and capture.
H4: Business model innovation mediates the

relationship between dynamic capabilities
and MSME performance among MSMEs in
Surabaya.

METHOD

This study uses a quantitative approach
with a causal design to examine the effect of
dynamic capabilities on MSME performance,
with business model innovation as a mediating

variable. The design allows testing of cause-
and-effect relationships derived from theory and
evaluated using numerical data. Data were ana-
lyzed with Partial Least Squares Structural Equa-
tion Modeling, suitable for models that include
multiple latent constructs and mediation and
can be applied in exploratory and explanatory
settings (Memon et al., 2020). The research
population consists of MSMEs in Surabaya that
have been in operation for at least three years
and meet the business classification criteria in
Law No. 20 of 2008. Sampling used a purposive
technique with respondent criteria including
owners, executives, or middle to senior manag-
ers directly involved in strategic decision mak-
ing. 120 MSME decision makers from food and
beverage, handicrafts, manufacturing, and ser-
vices participated, representing the structural
diversity of MSMEs in Surabaya. The sample
size was determined using GPower to ensure
adequate statistical power for model testing
(Memon et al., 2020).

All constructs were measured with a five-
point Likert scale. Dynamic capabilities were
measured through sensing, seizing, and transform-
ing, with items adapted from prior studies that
operationalize these capability domains in small
firm contexts (Kump et al., 2019; Martins, 2023).
Business model innovation was measured through
value creation, value proposition, and value cap-
ture, which capture changes to how firms design,
deliver, and appropriate value (Clauss, 2016;
Huang & Ichikohji, 2024). MSME performance
was assessed using indicators that reflect profit-
ability, sales growth, and new product innovation,
which are commonly used in research on small
firm outcomes (Huang & Ichikohji, 2024). Re-
spondents were screened for eligibility based on
role and tenure. Participation was voluntary, and
each respondent provided informed consent be-
fore completing the questionnaire.
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All constructs were measured on five-point
Likert scales from 1 strongly disagree to 5
strongly agree. Items were adapted from vali-
dated sources and translated and back-trans-
lated for semantic equivalence in the Surabaya
MSME context (Clauss, 2016; Huang &
Ichikohji, 2024; Kump et al., 2019; Martins,
2023; Teece, Pisano, & Shuen, 1998). Within
the PLS SEM workflow, we evaluated the re-
flective measurement model in the outer model
and then estimated the inner model. To reduce
common method bias, we used respondent ano-
nymity and neutral wording.

Dynamic Capabilities were modeled with
three dimensions adapted primarily from Kump
et al. (2019), grounded in Teece, Pisano, &
Shuen (1998), and applied in SME settings by
Martins (2023). Sensing covers tracking best
practices and trends, gathering market data,
acquiring new information, monitoring com-
petitors, and identifying market shifts. Seizing
covers absorbing external knowledge, recogniz-
ing useful information, translating technological
insights into innovation, and using current data
to drive offerings. Transforming covers clarify-
ing roles, persisting with change initiatives, con-
sistent implementation, demonstrated change
management capability, handling operations
alongside change projects, and adjusting plans
to current needs (Kump et al., 2019; Martins,
2023; Teece, Pisano, & Shuen, 1998).

Business Model Innovation is followed by
three dimensions and recent SME applications
in crisis contexts. Value proposition captures
shifts in target markets, updated offerings, and
altered positioning. Value creation captures
changes to core competencies, key resources
and processes, resource allocation, partner roles,
and distribution. Value capture captures revi-
sions to revenue strategy, cost calculation, and
fixed and variable expenditures. MSME Perfor-

mance was measured over the past three years
with items on return on assets, profit level,
sales growth, and the rate of new product or
service launches relative to industry benchmarks
(Clauss, 2016; Huang & Ichikohji, 2024).

The analysis proceeded in two stages. First,
the measurement model was evaluated for con-
vergent validity, discriminant validity, and reli-
ability. Convergent validity was assessed using
outer loadings and average variance extracted
(AVE), reliability through composite reliability
and Cronbach’s alpha, and discriminant validity
via the heterotrait-monotrait ratio (HTMT).
Collinearity was checked using the variance
inflation factor (VIF). Second, the structural
model was estimated to test direct and indirect
paths between dynamic capabilities, business
model innovation, and MSME performance.
Hypothesis testing employed bootstrapping to
generate t- and p-values for path coefficients.
The mediating role of BMI was assessed by
comparing direct and indirect effects, following
recommended mediation procedures in PLS-
SEM (Ghozali, 2014). Where applicable, model
assessment included the coefficient of determi-
nation (R²) and predictive relevance (Q²) to
evaluate explanatory and predictive power. PLS-
SEM was appropriate for this study due to its
compatibility with the research objective, model
complexity, and use of multiple latent con-
structs and mediation. It aligns with best prac-
tices for prediction-oriented, theory-driven
analysis in small firm samples (Memon et al.,
2020).

RESULT

Based on Table 1, all indicators of dynamic
capability among MSMEs in Surabaya show
mean values above 4.0, reflecting a generally
positive perception. The highest-scoring indica-
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Table 2 Descriptive Analysis of Business Model Innovation

tor is X1.8 (“ability to recognize new and
useful information”), with a mean of 4.092,
indicating strength in absorptive capacity. Mean-
while, the lowest-scoring indicator is X1.2 (“con-
stantly following the latest market trends”) with
a mean of 4.058, suggesting a need to enhance
market trend monitoring. These findings imply
that although internal capabilities are relatively

strong, strengthening external orientation re-
mains essential to improving the sustainable
competitiveness of MSMEs.

Based on Table 2, the Business Model
Innovation (BMI) indicators among MSMEs in
Surabaya indicate a moderate level of transfor-
mation, with average values above 3.5. The
highest indicator is Z1.12 (“our fixed costs

Table 1 Descriptive Analysis of Dynamic Capability

Name Mean Min Max 
Standard 
Deviation 

Excess 
Kurtosis 

X1.1 4.075 2.000 5.000 0.635 0.971 
X1.2 4.058 2.000 5.000 0.662 0.509 
X1.3 4.075 2.000 5.000 0.635 0.971 
X1.4 4.075 2.000 5.000 0.648 0.758 
X1.5 4.058 2.000 5.000 0.662 0.509 
X1.6 4.075 2.000 5.000 0.648 0.758 
X1.7 4.083 2.000 5.000 0.640 0.896 
X1.8 4.092 2.000 5.000 0.645 0.825 
X1.9 4.075 2.000 5.000 0.648 0.758 
X1.10 4.083 2.000 5.000 0.653 0.691 
X1.11 4.067 2.000 5.000 0.667 0.447 
X1.12 4.075 2.000 5.000 0.660 0.565 
X1.13 4.075 2.000 5.000 0.660 0.565 
X1.14 4.067 2.000 5.000 0.655 0.629 
X1.15 4.058 2.000 5.000 0.662 0.509 
X1.16 4.058 2.000 5.000 0.649 0.698 

Name Mean Min Max 
Standard 
Deviation 

Excess 
Kurtosis 

Z1.1 3.625 1.000 5.000 1.191 -0.754 
Z1.2 3.833 1.000 5.000 1.083 0.531 
Z1.3 3.650 1.000 5.000 1.093 -0.342 
Z1.4 4.108 1.000 5.000 0.845 0.323 
Z1.5 3.617 1.000 5.000 1.198 -0.199 
Z1.6 3.817 1.000 5.000 1.072 -0.084 
Z1.7 3.833 1.000 5.000 1.090 -0.047 
Z1.8 3.933 1.000 5.000 0.883 -0.040 
Z1.9 4.008 1.000 5.000 0.970 0.056 
Z1.10 3.883 1.000 5.000 1.002 0.425 
Z1.11 3.958 2.000 5.000 0.723 -0.385 
Z1.12 4.017 2.000 5.000 0.741 -0.110 
Z1.13 3.883 2.000 5.000 0.915 -0.760 
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have changed”), with a mean score of 4.017,
reflecting cost efficiency adaptations in response
to market dynamics. On the other hand, the
lowest indicator is Z1.5 (“our key resources
have changed”), with a mean of 3.617, suggest-
ing that internal resource shifts remain limited.
These findings highlight the need for more
substantial internal transformation efforts to
support sustainable business model innovation.

Based on Table 3, the MSME performance
indicator with the highest mean value is Y1.3
(“sales growth exceeds industry standards”) at
3.917 with a standard deviation of 0.962, indi-

cating a positive perception of sales perfor-
mance improvement. Meanwhile, the lowest
mean value is found in Y1.4 (“launch of new
products/services exceeds industry average”) at
3.775 with a standard deviation of 1.045, sug-
gesting that product innovation is not yet a core
strength. The relatively high average scores re-
flect good MSME performance, although inno-
vation still needs to be strengthened.

Figure 2 presents the outer model used to
evaluate indicator validity and reliability for
latent constructs using PLS-SEM. All indicators
showed outer loadings above 0.70, confirming

Name Mean Min Max 
Standard 
Deviation 

Excess 
Kurtosis 

Y1.1 3.900 2.000 5.000 0.926 -0.578 
Y1.2 3.808 2.000 5.000 0.934 -0.662 
Y1.3 3.917 1.000 5.000 0.962 -0.269 
Y1.4 3.775 1.000 5.000 1.045 0.268 

Table 3 Fornell-Larcker Criterion

Figure 2 Outer Model
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convergent validity. Second, discriminant valid-
ity was established, as each indicator correlated
more strongly with its own construct than with
others, and all HTMT values were below 0.90,
indicating no multicollinearity and clear con-
struct distinction. Third, reliability criteria were
met, with Cronbach’s Alpha and Composite
Reliability values exceeding 0.70. Dynamic Ca-
pabilities showed the highest reliability (0.996),
followed by Business Model Innovation (0.953)
and MSME Performance (0.919), reflecting
strong internal consistency. Overall, all indica-
tors are valid and reliable, making them appro-
priate for structural model analysis.

Figure 3 presents the inner model, which
depicts the structural relationships between the
three primary constructs: Dynamic Capability,
Business Model Innovation, and SME Perfor-
mance. This model shows the direction and
strength of the relationships among variables
through path coefficients and is supported by

R-square, Q-square, and effect size (f²) analy-
sis. Based on the R-square analysis, Business
Model Innovation has a value of 0.732, and
SME Performance has 0.628. This indicates
that Dynamic Capability explains 73.2% of the
variance in business model innovation, while
Business Model Innovation and Dynamic Capa-
bility together explain 62.8% of the variance in
MSME performance. These values fall within
the moderate to strong category, suggesting that
the model has sufficient explanatory power.

Predictive analysis using Q² indicates strong
model predictability, with values of 0.430 for
Business Model Innovation and 0.456 for MSME
Performance—above the 0.35 threshold, con-
firming good predictive relevance. The Q² value
for Dynamic Capability is 0.000, as it is an
exogenous variable. For effect size (f²), Dy-
namic Capability has a significant effect on
Business Model Innovation (f² = 2.736), but
only a small direct effect on MSME Perfor-

Figure 3 Inner Model Diagram
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mance (f² = 0.080). In contrast, Business Model
Innovation moderately affects MSME Perfor-
mance (f² = 0.171). These results suggest that
Dynamic Capability influences MSME perfor-
mance primarily through Business Model Inno-
vation. In conclusion, the structural model un-
derscores innovation as the key mechanism link-
ing dynamic capabilities to improved MSME
performance.

Hypothesis testing in Table 4 used the
bootstrapping technique and employed the t-
statistic value as the basis for decision-making.
The test results indicate that all path relation-
ships among variables in the model are signifi-
cant. Dynamic Capability significantly affects
Business Model Innovation, with a t-statistic of
37.154 and a p-value of 0.000. Business Model
Innovation also significantly influences SME
Performance, with a t-statistic of 4.837 and a p-
value of 0.000. Meanwhile, the direct relation-
ship between Dynamic Capability and SME

Performance yields a t-statistic of 3.240 and a
p-value of 0.001, which is also significant. Thus,
all three hypotheses in this study are supported
by empirical data, indicating that each variable
has a meaningful influence within the structural
model.

The mediation test in Table 5 aims to
determine whether Business Model Innovation
mediates the relationship between Dynamic
Capability and MSME Performance. Based on
the test results, the t-statistic value of 4.685
and the p-value of 0.000 indicate that the me-
diation is highly significant. In addition, the
direct effect between Dynamic Capability and
MSME Performance is also significant (t =
3.240; p = 0.001), indicating that the mediation
is partial. In other words, Business Model Inno-
vation only partially mediates the relationship,
meaning that Dynamic Capability affects MSME
Performance directly and indirectly through
Business Model Innovation.

  
Original 
Sample 

(O) 

Sample 
Mean (M) 

Standard 
Deviation 
(STDEV) 

T Statistics P Values 

Business model innovation -> 
MSME performance 

0.488 0.495 0.101 4.837 0.000 

Dynamic capability -> 
Business model innovation 

0.856 0.856 0.023 37.154 0.000 

Dynamic capability -> MSME 
performance 

0.334 0.327 0.103 3.240 0.001 

 

Table 4 Hypothesis Testing

Table 5 Mediation Hypothesis Testing

 

Original 
Sample 

(O) 

Sample 
Mean 
(M) 

Standard 
Deviation 
(STDEV) 

T Statistics 
(|O/STDEV|) 

P 
Values 

Dynamic capability -> Business 
model innovation -> MSME 
performance 

0.417 0.424 0.089 4.685 0.000 
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DISCUSSION

Findings are consistent with the resource-
based view, which holds that sustained advan-
tage depends on how firms deploy and recon-
figure valuable and rare resources (Barney, 1991;
Wernerfelt, 1984). Dynamic capabilities oper-
ate as higher-order routines that help firms
sense shifts, seize opportunities, and transform
resource configurations so that value creation
and capture remain effective under change
(Teece, Pisano, & Shuen, 1998). The positive
link from dynamic capabilities to business model
innovation indicates that capability deployment
materializes in redesigned value propositions,
reworked value creation activities, and adjusted
value capture mechanisms, which then improve
performance through better market fit and effi-
ciency (Clauss, 2016; Huang & Ichikohji, 2024).

Dynamic capabilities are positively associ-
ated with MSME performance in Surabaya.
This supports the resource-based view argu-
ment that the strategic management of internal
resources is foundational for outcomes, while
also showing that dynamic capability offers a
more adaptive extension to address environ-
mental turbulence (Barney, 1991; Wernerfelt,
1984; Teece, Pisano, & Shuen, 1998). Evidence
from prior studies aligns with this pattern.
Dynamic capabilities strengthen resilience and
competitive response in changing markets, en-
hance marketing effectiveness, and bolster fi-
nancial results under capital constraints (Cetin-
damar & Phaal, 2021; Zahoor et al., 2024;
Pandey et al., 2023). In addition, dynamic capa-
bilities frequently spur business model renewal
when market conditions evolve rapidly (Wang
& Photchanachan, 2021).

The interrelationship among the variables
shows that dynamic capabilities directly and in-
directly affect performance through business

model innovation. In conceptual terms, sensing,
seizing, and transforming provide the managerial
microfoundations that enable firms to redesign
offerings, activities, partnerships, revenue logic,
and cost architecture, supporting superior out-
comes (Clauss, 2016; Huang & Ichikohji, 2024).
This logic is consistent with the competitive real-
ity of Surabaya’s MSMEs, where adaptability and
iterative change are necessary. Business model
innovation itself is positively related to MSME
performance. Changes to value propositions,
channels, and revenue and cost structures are
associated with higher efficiency, profitability, and
competitiveness, reinforcing that business model
renewal is a practical path for surviving and grow-
ing in dynamic markets (Jingwen, Rahman, &
Tong, 2022). Prior work indicates that the suc-
cess of business model innovation depends on its
alignment with growth strategy and organizational
capabilities, and that agility and digital capability
strengthen its effect on outcomes (Witschel,
Müller, & Voigt, 2023; Li et al., 2023).

The respondent profile highlights the link
between dynamic capabilities and business model
innovation. Most are owners or top decision-
makers, enhancing sensing and seizing through
close engagement with customers and suppliers
(Kump et al., 2019; Martins, 2023). Firm ages
mostly range from three to five years, with many
over ten, balancing exploration and stability (Law
No. 20 of 2008). Revenues mainly come from
micro and small firms, reflecting tight resources
that favor business model innovation (Clauss,
2016; Huang & Ichikohji, 2024). The sample
focuses on food and beverage, retail and trade,
and property and construction sectors, where
channels, partnerships, and costs frequently
change (Sari, Susilowati, & Moko, 2024). Dis-
tribution relies largely on direct selling with lim-
ited marketplace use and local reach, indicating
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that adjusting value propositions and pricing can
yield significant gains (Clauss, 2016). These traits
support the mediation pattern where business
model innovation transmits much of the capabil-
ity effect to performance (Jingwen, Rahman, &
Tong, 2022; Huang & Ichikohji, 2024).

Dynamic capabilities positively relate to
business model innovation among Surabaya
MSMEs. Firms with stronger sensing, seizing,
and transforming abilities better identify oppor-
tunities, align processes, and reconfigure re-
sources to achieve sustainable model changes
(Wang & Photchanachan, 2021). Empirical stud-
ies support that capability deployment helps
adapt structures and processes to external
changes, with opportunity identification and
transformation linked to BMI dimensions like
value proposition, cost architecture, and chan-
nels (Alzoubi et al., 2024; Clauss, 2016; Huang
& Ichikohji, 2024). Considering the sample’s
micro and small firms and sectors needing fre-
quent channel and cost adjustments, these find-
ings are contextually relevant and underscore
the importance of training, mentoring, and re-
source access to build dynamic capabilities for
rapid BMI implementation.

Business model innovation partially medi-
ates the relationship between dynamic capabili-
ties and performance, meaning capabilities im-
pact outcomes directly but more strongly
through updated business models. Prior studies
agree that performance improves most when
capabilities translate into model changes aligned
with external dynamics and strategy (Han, Zhou,
& Lu, 2022; Ibarra et al., 2020). Conceptually,
dynamic capabilities provide adaptive capacity,
while business model innovation channels this
capacity into actions and results. Focusing on
business model innovation and capability devel-
opment is recommended for Surabaya MSMEs

facing market dynamism and resource limits.
Practical implications include programs aiding
owners and managers in enhancing sensing,
cross-functional coordination for seizing, disci-
plined transforming, and toolkits for adjusting
offerings, activities, partnerships, and revenue
models.

The study shows that dynamic capabilities
matter for MSME performance both directly
and through business model innovation. Capa-
bility-driven sensing, seizing, and transforming
stimulate relevant and adaptive model changes,
which support efficiency, competitiveness, and
business sustainability in an urban MSME set-
ting. The demographic profile of the respon-
dents provides a coherent rationale for why
capability deployment translates strongly into
business model renewal and why the mediated
path is salient in this context.

CONCLUSION

Dynamic capability has a positive and sig-
nificant influence on MSME performance, both
directly and through partial mediation by busi-
ness model innovation. Dynamic capabilities,
comprising sensing, seizing, and transforming,
enable MSMEs in Surabaya to adapt to market
changes and to develop new business models
that are innovative and relevant, which en-
hances their competitiveness and sustainable
performance. These findings emphasize that
strengthening dynamic capabilities and business
model innovation should be a priority in MSME
development strategies. The implication is that
governments and stakeholders must provide
support through training, mentoring, and access
to resources that encourage MSMEs to opti-
mize their innovative and adaptive potential in
responding to ever-evolving market dynamics.



I Putu A. Ferdy Artama Putra, et al. / The Influence of Dynamic Capabilities on Business Performance through Business
Model Innovation among MSMEs in Surabaya / JEE, Vol. 14, No. 2, September 2025, 151–168

164

REFERENCES

Ahdiat, A. (2024, July 10). Pertumbuhan Jumlah UMKM Indonesia sampai 2023. Katadata. https:/
/databoks.katadata.co.id/.

Al-Omoush, K. S. & Al-Qirem, R. M. (2023). Social commerce and its role in women’s empower-
ment and innovation in crises. Journal of Small Business Strategy, 33(2), 1-16. https://doi.org/
10.53703/001c.77945

Alzoubi, H. M., Alshurideh, M., Khatib, M. E., Shamout, M. D., Yanamandra, R., Nair, K., & Al-
Gharaibeh, S. M. (2024). Navigating the interplay between innovation orientation, dynamic
capabilities, and digital supply chain optimization: empirical insights from SMEs. Uncertain
Supply Chain Management, 12(2), 649–658. https://doi.org/10.5267/j.uscm.2024.1.019.

Barney, J. (1991). Firm resources and sustained competitive advantage. Journal of Management,
17(1), 99–120. https://doi.org/10.1177/014920639101700108.

Bokhari, S. A. A., Aftab, M., Yaqub, M. Z., Ali, M., & Malik, A. (2024). Entrepreneurs’ dynamic
managerial capabilities as a source of sustained competitive advantage for small and medium
enterprises. International Journal of Business Performance Management, 25(2), 219–241.
https://doi.org/10.1504/ijbpm.2024.137002.

Cahyaningati, N., Handayanto, E., & Sa’diyah, C. (2023). The effect of dynamic capability and
market orientation on MSME marketing performance in Malang City. Jamanika (Jurnal
Manajemen Bisnis dan Kewirausahaan), 3(01), 1–12. https://doi.org/10.22219/jamanika.v3i01.
25450.

Cetindamar, D. & Phaal, R. (2021). Technology management in the age of digital technologies. IEEE
Transactions on Engineering Management, 70(7), 2507–2515. https://doi.org/10.1109/
tem.2021.3101196.

Clauss, T. (2016). Measuring business model innovation: conceptualization, scale development, and
proof of performance. R and D Management, 47(3), 385–403. https://doi.org/10.1111/
radm.12186.

Dejardin, M., Raposo, M. L., Ferreira, J. J., Fernandes, C. I., Veiga, P. M., & Farinha, L. (2023).
The impact of dynamic capabilities on SME performance during Covid-19. Review of
Managerial Science, 17(5), 1703–1729. https://doi.org/10.1007/s11846-022-00569-x.

Deyassa, K. (2023). Dynamic capabilities and innovation in small and medium-sized enterprises
(SMEs): A systematic literature review of prior studies. Modern Management Review, 28(2),
7–23. https://doi.org/10.7862/rz.2023.mmr.08.

Difoasiha, G. & Sihombing, P. (2023). Financial distress solutions through improved financial
performance and GCG with CSR as moderating variable for consumer services companies.
Jurnal Manajemen, 14(1), 156–171. https://doi.org/10.32832/jm-uika.v14i1.9391.

GETI Media. (2025, January 15). Tantangan dan Peluang UMKM Indonesia di Tahun 2025 - GETI
Media. https://getimedia.id/.

Ghozali, I. (2014). Structural Equation Modeling: Metode Alternatif dengan Partial Least Squares
(PLS) (Edisi 4). Semarang: Badan Penerbit Universitas Diponegoro.



I Putu A. Ferdy Artama Putra, et al. / The Influence of Dynamic Capabilities on Business Performance through Business
Model Innovation among MSMEs in Surabaya / JEE, Vol. 14, No. 2, September 2025, 151–168

165

GoodStats. (2025, January 22). Jumlah UMKM Indonesia Capai 66 Juta pada 2023. GoodStats
Data. https://data.goodstats.id/.

Han, W., Zhou, Y., & Lu, R. (2022). Strategic orientation, business model innovation and corporate
performance—Evidence from construction industry. Frontiers in Psychology, 13(October), 1–
15. https://doi.org/10.3389/fpsyg.2022.971654.

Hartono, H. & Ardini, R. (2022). Effect of opportunity recognition and organisation capability on
SME performance in Indonesia moderated by business model innovation. The Winners, 23(1),
35–41. https://doi.org/10.21512/tw.v23i1.6932.

Huang, W. & Ichikohji, T. (2024). How dynamic capabilities enable Chinese SMEs to survive and
thrive during Covid-19: Exploring the mediating role of business model innovation. PLoS
ONE, 19(5), 1–26. https://doi.org/10.1371/journal.pone.0304471.

Ibarra, D., Bigdeli, A. Z., Igartua, J. I., & Ganzarain, J. (2020). Business model innovation in
established SMEs: A configurational approach. Journal of Open Innovation: Technology,
Market, and Complexity, 6(3). https://doi.org/10.3390/joitmc6030076.

INDEF. (2024). Peran platform digital terhadap pengembangan UMKM di Indonesia. https://
indef.or.id/.

Irfan, M., Rahman, S., Azis, Y., & Widianto, S. (2023). Defense industry business performance
model in developing countries. Problems and Perspectives in Management, 21(2), 172–186.
https://doi.org/10.21511/ppm.21(2).2023.20.

Jangjarat, K. & Jewjinda, C. (2023). Impact of the digital economy and innovation on the businesses
of small and medium enterprises. Corporate and Business Strategy Review, 4(3), 102–110.
https://doi.org/10.22495/cbsrv4i3art10.

Jingwen, Y., Rahman, A. A., & Tong, T. (2022). Research on the impact of BMI on enterprise
performance based on the antecedence of risk perception. Sustainability (Switzerland), 14(23),
1–22. https://doi.org/10.3390/su142315844.

Kementerian Koordinator Bidang Perekonomian. (2022). Pemerintah perkuat ekosistem kewirausahaan
yang berorientasi pada nilai tambah dan pemanfaatan teknologi. https://ekon.go.id/.

Komite Standar Akuntansi Pemerintahan. (2025). APBN pengembangan UMKM NKRI: Laporan
riset Dr Jan Hoesada. https://www.ksap.org/.

Kronblad, C. & Pregmark, J. (2024). Responding to the Covid-19 crisis: The rapid turn toward
digital business models. Journal of Science and Technology Policy Management, 15(3), 451–
467. https://doi.org/10.1108/jstpm-10-2020-0155.

Kump, B., Engelmann, A., Kessler, A., & Schweiger, C. (2019). Toward a dynamic capabilities scale:
Measuring organizational sensing, seizing, and transforming capacities. Industrial and Corpo-
rate Change, 28(5), 1149–1172. https://doi.org/10.1093/icc/dty054.

Li, Y., Cui, L., Wu, L., Lowry, P., Kumar, A., & Tan, K. (2023). Digitalization and network capability
as enablers of business model innovation and sustainability performance: The moderating
effect of environmental dynamism. Journal of Information Technology, 39(4), 687–715. https:/
/doi.org/10.1177/02683962231219513.



I Putu A. Ferdy Artama Putra, et al. / The Influence of Dynamic Capabilities on Business Performance through Business
Model Innovation among MSMEs in Surabaya / JEE, Vol. 14, No. 2, September 2025, 151–168

166

Liu, K., Chung, K., Chiu, W., & Chen, G. (2024). Digital transformation driving SME business
model innovation. Journal of Global Information Management, 32(1), 1–23. https://doi.org/
10.4018/jgim.350191.

Mancuso, I., Petruzzelli, A., & Panniello, U. (2023). Innovating agri-food business models after the
Covid-19 pandemic: The impact of digital technologies on the value creation and value
capture mechanisms. Technological Forecasting and Social Change, 190, 122404. https://
doi.org/10.1016/j.techfore.2023.122404.

Mariska. (2024, April 30). 5 Penyebab UMKM gulung tikar, salah satunya legalitas. Kontrak Hukum.
https://kontrakhukum.com/.

Martins, A. (2023). Dynamic capabilities and SME performance in the Covid-19 era: The
moderating effect of digitalization. Asia-Pacific Journal of Business Administration, 15(2), 188–
202. https://doi.org/10.1108/APJBA-08-2021-0370.

Memon, M. A., Ting, H., Cheah, J. H., Ramayah, T., Chuah, F., & Cham, T. H. (2020). Sample size
for survey research: Review and recommendations. Journal of Applied Structural Equation
Modeling, 4(2), i–xx. https://doi.org/10.47263/JASEM.4(2)01.

Mongkol, K. (2022). The impact of dynamic capabilities on the performance of Thai small and
medium enterprises. International Journal of Asian Business and Information Management,
13(1), 1–13. https://doi.org/10.4018/IJABIM.309102.

Nugroho, A. & Fontana, A. (2023). Building MSME competitiveness advantages through capacity
building of business model innovation. JRMSI - Jurnal Riset Manajemen Sains Indonesia, 14(1),
70–81. https://doi.org/10.21009/jrmsi.014.1.08.

Pandey, J., Majumdarr, S., Hassan, Y., & Benuyenah, V. (2023). Role of digital leadership capability
in shaping IT innovation. Journal of Global Information Management, 31(8), 1–20. https://
doi.org/10.4018/jgim.333168.

Pascucci, F., Pizzichini, L., Sabatini, A., Temperini, V., & Mueller, J. (2024). Knowledge-based
dynamic capabilities for managing paradoxical tensions in circular business model innovation:
An empirical exploration of an incumbent firm. Journal of Knowledge Management, 28(11),
255–282. https://doi.org/10.1108/JKM-01-2024-0108.

Phong, V. T. & Tam, V. T. (2024). The impact of dynamic capabilities on performance of small and
medium tourism businesses: A study for the South-Central Coast Region, Vietnam. Open
Journal of Business and Management, 12(1), 444–471. https://doi.org/10.4236/ojbm.2024.121028.

Pitelis, C. N. (2022). Dynamic capabilities, the new multinational enterprise and business model
innovation: A de/re-constructive commentary. Journal of International Business Studies, 53(4),
741–753. https://doi.org/10.1057/s41267-022-00518-6.

Putri, R. N. (2024, August 10). UMKM sebagai tulang punggung perekonomian bangsa. krjogja.com.
https://www.krjogja.com/.

Qohar, R. Z. S. & Darmawan, B. A. (2024). Digital platforms as enablers of MSMEs’ business
model innovation: Revealing the role of capability reconfigurations. Asian Journal of Econom-
ics Business and Accounting, 24(7), 317–328. https://doi.org/10.9734/ajeba/2024/v24i71412.



I Putu A. Ferdy Artama Putra, et al. / The Influence of Dynamic Capabilities on Business Performance through Business
Model Innovation among MSMEs in Surabaya / JEE, Vol. 14, No. 2, September 2025, 151–168

167

Sari, D. N., Susilowati, C., & Moko, W. (2024). Leveraging dynamic capabilities to drive innovation
and enhance business performance. International Journal of Research in Business and Social
Science (2147-4478), 13(5), 85–95. https://doi.org/10.20525/ijrbs.v13i5.3584.

Saura, J., Palacios Marqués, D., & Soriano, D. (2023). Leveraging SMEs technologies adoption in
the Covid 19 pandemic: A case study on Twitter-based user-generated content. The Journal of
Technology Transfer, 48(5), 1696–1722. https://doi.org/10.1007/s10961-023-10023-z.

Song, J., Xia, S., Vrontis, D., Sukumar, A., Liao, B., Li, Q., Tian, K., & Yao, N. (2022). The source
of SMEs’ competitive performance in Covid-19: Matching big data analytics capability to
business models. Information Systems Frontiers, 24(4), 1167–1187. https://doi.org/10.1007/
s10796-022-10287-0.

Sudarnice, S., Wasik, Z., & Lina, L. F. (2024). Using IT-enabled dynamic capabilities to develop firm
inventive capability and business process agility: The moderating effect of a tumultuous
surroundings. Journal of Managerial Sciences and Studies, 2(2), 134–160. https://doi.org/
10.61160/jomss.v2i2.46.

Sulasih, Novandari, W., & Suroso, A. (2023). Integration uses and gratifications theory and
entrepreneurship theory to boost the MSMEs marketing performance using social media.
Quality - Access to Success, 24(194). https://doi.org/10.47750/qas/24.194.07.

Teece, D. J., Pisano, G., & Shuen, A. (1998). Dynamic capabilities and strategic management. In
Knowledge and Strategy (pp. 77–116). UK: Edward Elgar Publishing. https://doi.org/10.4337/
9781035334995.00014.

Wang, X. & Photchanachan, S. (2021). Business model construction from dynamic capabilities
perspective. International Business Research, 14(12), 57. https://doi.org/10.5539/ibr.v14n12p57.

Wernerfelt, B. (1984). A resource-based view of the firm. Strategic Management Journal, 5(2), 171–
180. https://doi.org/10.1002/smj.4250050207.

Witschel, D., Müller, J., & Voigt, K. (2023). What takes the wind out of their sails? A micro-
foundational perspective of challenges for building dynamic capabilities towards digital
business model innovation. Schmalenbach Journal of Business Research, 75(3), 345–388.
https://doi.org/10.1007/s41471-023-00163-1.

Zahoor, N., Khan, H., Shamim, S., & Puthusserry, P. (2024). Examining the microfoundations for
digital business model innovation of developing markets international new ventures. IEEE
Transactions on Engineering Management, 71, 12854–12867. https://doi.org/10.1109/
tem.2023.3273028.

Zulkifli, Z., Ahmad, N., & Mamat, T. N. A. R. (2024). Digital capability and business agility among
micro enterprises. Research in Management of Technology and Business, 5(2), 345–359.



I Putu A. Ferdy Artama Putra, et al. / The Influence of Dynamic Capabilities on Business Performance through Business
Model Innovation among MSMEs in Surabaya / JEE, Vol. 14, No. 2, September 2025, 151–168

168


