“The impact of knowledge management on SMES’ performance during the
COVID-19 pandemic: Assessing the significance of digital variables”

AUTHORS

ARTICLE INFO

DOI
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

Sukisno Selamet Riadi
Pebiansyah Hapsari
Puput Wahyu Budiman
Khairil Anwar

Rizky Yudaruddin

Sukisno Selamet Riadi, Pebiansyah Hapsari, Puput Wahyu Budiman, Khairil
Anwar and Rizky Yudaruddin (2023). The impact of knowledge management on
SMES'’ performance during the COVID-19 pandemic: Assessing the significance
of digital variables. Knowledge and Performance Management, 7(1), 76-90.
doi:10.21511/kpm.07(1).2023.06

http://dx.doi.org/10.21511/kpm.07(1).2023.06
Monday, 30 October 2023
Monday, 15 August 2022

Thursday, 12 October 2023

[Eaer |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Knowledge and Performance Management"

2543-5507

2616-3829

LLC “Consulting Publishing Company “Business Perspectives”

Sp. z 0.0. Kozmenko Science Publishing

© The author(s) 2023. This publication is an open access article.

<//~[| BUSINESS
PERSPECTIVES

businessperspectives.org



®®

Knowledge and Performance Management, Volume 7, 2023

<

==l

BUSINESS PERSPECTIVES

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 15 of August, 2022
Accepted on: 12t of October, 2023
Published on: 30t of October, 2023

© Sukisno Selamet Riadi, Pebiansyah
Hapsari, Puput Wahyu Budiman,
Khairil Anwar, Rizky Yudaruddin, 2023

Sukisno Selamet Riadi, Dr., Lecturer,
Faculty of Economics and Business,
Department of Management,
Mulawarman University, Indonesia.

Pebiansyah Hapsari, Dr., Researcher,
Research and Innovation Agency of
East Kalimantan, Indonesia.

Puput Wahyu Budiman, Dr.,
Researcher, Research and Innovation
Agency of East Kalimantan, Indonesia.

Khairil Anwar, Dr., Lecturer, Faculty
of Social Science and Political
Science, Department of Business
Administration, Mulawarman
University, Indonesia.

Rizky Yudaruddin, Dr., Assistant
Professor, Faculty of Economics and
Business, Department of Economic,
Mulawarman University, Indonesia.
(Corresponding author)

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution, and
reproduction in any medium, provided
the original work is properly cited.

Conflict of interest statement:
Author(s) reported no conflict of interest

76

Sukisno Selamet Riadi (Indonesia), Pebiansyah Hapsari (Indonesia),
Puput Wahyu Budiman (Indonesia), Khairil Anwar (Indonesia),
Rizky Yudaruddin (Indonesia)

THE IMPACT OF KNOWLEDGE
MANAGEMENT ON SMEs
PERFORMANCE DURING
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OF DIGITAL VARIABLES

Abstract

The purpose of this study is to investigate the impact of knowledge management on
the performance of small and medium-sized enterprises during the COVID-19 pe-
riod in Indonesia. Furthermore, the study also highlights the role of digital variables
such as digital capability, digital orientation, and digital innovation as mediating vari-
ables. A total of 247 valid responses were collected for this study through the survey
conducted among managers of SMEs in Indonesia. The collected data were analyzed
using Structural Equation Modeling with the Partial Least Squares approach. The
study’s findings revealed several significant insights. It established the positive impact
of knowledge management on digital capability, digital orientation, and digital innova-
tion during the COVID-19 pandemic. Additionally, the study identified digital capa-
bility as a mediating factor between knowledge management and SMEs’ performance.
However, the full support for the mediating roles of digital orientation and digital in-
novation in the relationship between knowledge management and SME performance
was not confirmed, suggesting potential context-specific variations. This implies that
the influence of knowledge management on SMEs’ performance is mainly channeled
through digital capability. The research underscores the importance of knowledge
management and digital factors in shaping SMEs’ performance, particularly in the
challenging context of the COVID-19 pandemic.

Keywords firm objectives, organization, product, intellectual
property, crisis, technology, behavior, enterprises
JEL Classification L21, 125,032, 036,118

INTRODUCTION

The exploration of knowledge management’s role and its impact on the
performance of Small and Medium Enterprises (SMEs), especially in
times of crisis such as the COVID-19 pandemic, holds profound sig-
nificance. In the face of unprecedented challenges posed by the pan-
demic, SMEs have been grappling with disruptions in supply chains,
fluctuating consumer behavior, and mobility restrictions, all of which
have starkly impacted their performance.

In 2019, data from the Ministry of Cooperatives and Small and
Medium Enterprises (Kemenkopukm) underscored SMEs’ signifi-
cance in Indonesia’s economy, contributing around 60.51% (Rp9.58
trillion) to the GDP and employing 119.56 million individuals, con-
stituting 96.92% of the workforce. By June 2022, about 19.5 million
SMEs (30.4% of the total) had integrated e-commerce platforms.
Despite economic fluctuations, these figures have remained stable, re-
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flecting SME resilience. However, Micro, Small, and Medium-Sized Enterprises were severely impacted
by the COVID-19 pandemic. The production of Micro and Small Industries (MSIs) declined by 17.63%
in 2020 due to mobility restrictions, worsened by Large-Scale Social Restrictions (PSBB). A Mandiri
Institute survey of 2,944 MSMEs found 19.3% closed due to COVID-19 policies, and 47.0% operated
with constraints during PSBB. Business hour restrictions led 72.04% to report reduced earnings in July
and August 2021.

Amid this context, effective knowledge management practices can play a transformative role in em-
powering MSMEs to navigate the complexities of the crisis. By harnessing and sharing critical insights,
market trends, and innovative strategies, knowledge management equips SMEs with the tools necessary
to make informed decisions, swiftly adapt to changing circumstances, and uncover novel avenues for
growth. Moreover, the pandemic has underscored the importance of building resilience, anticipating
risks, and fostering adaptability, all of which are enhanced through robust knowledge management pro-
cesses. This examination into the interplay between Knowledge Management and SMEs' performance
amid the COVID-19 pandemic not only sheds light on the dynamics at play but also offers actionable
insights that can bolster the ability of SMEs to weather crises, emerge stronger, and contribute to eco-
nomic stability.

Furthermore, as SMEs confront the challenges posed by the pandemic, the integration of effective
knowledge management practices enables them to navigate uncertainties and lays the foundation for the
adoption and effective utilization of digital tools and strategies. Digital capability, encompassing techni-
cal proficiency and expertise in digital technologies, is fortified by the insights derived from Knowledge
Management. SMEs with comprehensive knowledge are better poised to select, implement, and opti-
mize digital tools that align with their unique business needs and market dynamics. Simultaneously,
digital orientation, the strategic alignment of digital efforts with organizational objectives, is bolstered
by the insights gleaned from knowledge management practices. This interplay ensures that digital ini-
tiatives are rooted in a deep understanding of the market, customer preferences, and emerging trends,
driving the pursuit of meaningful innovation.

Consequently, the potential of digital innovation, which represents the transformational outcomes re-
sulting from the synergistic blend of digital capability and orientation, is magnified by the insights
harnessed through knowledge management. It is through this cohesive framework that MSMEs can not
only weather the storm of crisis but also harness the opportunities presented by the digital landscape
to enhance their performance and ensure long-term resilience. Thus, assessing the significance of these
digital variables in the context of Knowledge Management offers a comprehensive understanding of
how effective knowledge utilization underpins the strategic integration of digital elements, ultimately
shaping the trajectory of MSMEs during and beyond crisis scenarios.

1. LITERATURE REVIEW Digital Innovation, which are essential for thriv-
AND HYPOTHESES ing in the digital age.

In the ever-evolving digital era, Knowledge Digital Capability refers to the talent, skills, and
Management (KM) has become a crucial factor in  knowledge of an organization in managing dig-
a company’s success in maintaining its competi- ital technology for digital transformation, pro-
tive advantage. KM is a strategic approach that cess optimization, and new product development
helps organizations organize, acquire, capture, (Moorman & Slotegraaf, 1999; Yli-Renko et al,,
and share knowledge effectively (Lee et al., 2001). 2020). In an increasingly digitalized business en-
By managing knowledge assets and human capi- vironment, Digital Capability serves as the foun-
tal optimally, KM plays a pivotal role in shaping dation for an organization’s success in adapting
two core concepts, namely Digital Capability and to technological changes and market demands,
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as well as driving digital innovation that yields
high-quality products and services. By mastering
digital technologies and utilizing resources effec-
tively, organizations can achieve a competitive ad-
vantage and deliver superior customer experienc-
es. In other words, Digital Capability is a critical
pillar in responding to the dynamics of the digital
market.

On the other hand, digitalization plays an im-
portant role in ensuring business continuity dur-
ing the pandemic (Zainurossalamia et al., 2022;
Lestari et al., 2021; Riadi et al., 2022; Achmad et
al.,, 2023). Digital Innovation is the outcome of
the synergy between Knowledge Management
and Digital Capability. KM plays a central role in
driving digital innovation by harnessing knowl-
edge resources and implementing organization-
al dynamic capabilities (Xu et al., 2010; Zhang
et al., 2010; Tan & Nasurdin, 2010; Mafabi et al.,
2012). Through proactive adoption of digital tech-
nologies and continuous learning, organizations
can generate novel ideas and transform existing
knowledge into innovative outcomes. In the rapid-
ly changing digital context, the ability to innovate
becomes the key to survival and growth. Digital
Innovation empowers organizations with an edge
in creating value for customers and achieving sus-
tainable growth.

Knowledge Management (KM) is crucial for an
organization’s Digital Capability and Digital
Orientation. It enhances digital tech skills and
innovation potential (Moorman & Slotegraaf,
1999; Yli-Renko et al., 2020, Saputra et al., 2022).
Effective KM improves tech management, adapta-
tion, and decision-making (Yli-Renko et al., 2020,
Shahzad, 2020). It shapes the strategic approach to
digital tech and fosters a positive digital orienta-
tion (Khin & Ho, 2020; Leonardi, 2011; Rupeika-
Apoga et al.,, 2022; Kindermann et al., 2020). KM
aligns internal and external elements, facilitat-
ing proactive exploration of digital opportunities
and market intelligence (Leonardi, 2011). A for-
ward-thinking digital orientation is crucial for a
competitive edge (Rupeika-Apoga et al., 2022).
Moreover, KM promotes Digital Innovation by
leveraging knowledge resources and dynamic ca-
pabilities (Xu et al., 2010; Zhang et al., 2010; Tan
& Nasurdin, 2010; Mafabi et al., 2012; Chen &
Huang, 2009). It encourages risk-taking and a cul-
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ture of innovation (Khin & Ho, 2020). Empirical
studies consistently support the positive correla-
tion between KM and Digital Innovation (Khin
& Ho, 2020; Rupeika-Apoga et al., 2022). Effective
KM enables organizations to achieve a competi-
tive edge through continuous digital innovation.

Digital Capability and Company Performance
are crucial in today’s digital business environ-
ment. Digitization helps businesses survive the
COVID-19 pandemic. Digital capability involves
managing and using digital technology for prod-
uct development, process optimization, and digi-
tal transformation (Moorman & Slotegraaf, 1999;
Yli-Renko et al., 2020). Digitally capable organi-
zations can better use digital tools and resources,
improving operational efficiency and innovation.
Companies perform better by equipping employ-
ees with digital skills and knowledge to quickly
adapt to market changes and customer demands
(Kindermann et al., 2020; Yli-Renko, 2020).

A strong Digital Capability helps companies stay
ahead of competitors by improving their products
and services with technology (Bouncken et al,
2021; Wang, 2022). Agility and responsiveness al-
low companies to seize digital opportunities, op-
timize internal processes, and improve customer
experiences, increasing profitability and market
share (Cenamor et al., 2019; Kindermann, 2020).
Digital Capability encourages employees to try
new things and use new technologies by promot-
ing continuous learning and improvement (Lewis
et al., 2004; Khin & Ho, 2020). Therefore, organ-
izations with higher Digital Capability are more
likely to succeed in the digital era because they
can navigate digital disruptions and capitalize on
the dynamic digital landscape.

The impact of digital orientation on compa-
ny's performance is crucial to digital success.
Digitalization has benefited many economic sec-
tors (Yudaruddin et al., 2023; Yudaruddin, 2023a,
2023b). Digital Orientation is an organization’s
strategy for adopting digital technology and em-
bracing digital innovation (Khin & Ho, 2020;
Leonardi, 2011). A positive Digital Orientation
encourages experimentation, openness to change,
and proactive digital advancement (Quinton et al.,
2018; Shahzad, 2020). Strong Digital Orientation
organizations explore digital opportunities, inno-
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vate, and gather market intelligence to achieve fi-
nancial success and market leadership.

Digital Orientation helps organizations adapt to
digital disruptions by encouraging risk-taking
and a forward-thinking mindset (Kindermann et
al., 2020). This adaptability allows companies to
capitalize on digital trends, meet market demands
quickly, and stay ahead (Shahzad, 2020; Quinton
etal., 2018). Positive Digital Orientation drives the
development of innovative products and servic-
es that meet customer needs and preferences, in-
creasing customer satisfaction and loyalty (Huang
et al., 2023; Liu et al.,, 2020). Thus, organizations
with a strong Digital Orientation are better po-
sitioned to perform better and succeed in the ev-
er-changing digital landscape.

The digital era’s success depends on digital inno-
vation and company performance. Digital innova-
tions create and implement new digital products,
processes, and business models that add value to
customers and boost organizational growth and
competitiveness (Westerman et al., 2011; Liu et al.,
2020). Digital innovation helps companies perform
better financially and gain a competitive edge.

Digital innovation enhances customer experi-
ence and boosts company performance (Ledo &
da Silva, 2021; Huang et al., 2023). Digital product
and service innovations help companies meet cus-
tomers’ changing needs and preferences, increas-
ing customer satisfaction and loyalty (Osmundsen
et al., 2018; Saksonova & Kuzmina-Merlino, 2017).
Additionally, digital innovations can streamline
internal processes, improving operational effi-
ciency and cost savings (Choi et al., 2013). Digital
innovation improves performance by optimizing
resource allocation and supply chain management
(Halldorsson et al., 2007).

Digital innovation helps organizations adapt to
market changes and stay ahead of the competition
(Ledo & da Silva, 2021). Investment in digital in-
novation helps companies seize new opportuni-
ties, adapt to digital disruptions, and stay relevant
in the fast-changing business landscape (Wang et
al., 2022; Khin & Ho, 2020). Innovating business
models and processes can lead to revenue growth,
market share expansion, and sustained competi-
tive advantage (Bouncken et al., 2021; Ledo & da
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Silva, 2021). However, digital innovation’s im-
pact on company performance varies by context
and industry (Chae et al., 2014; Liu et al., 2020).
Digital innovation offers growth opportunities
but also risks and challenges, such as continuous
investment and digital disruption management
(Teece, 2018). For organizations to succeed in the
digital age, they must embrace digital innovation
and use it to create customer value and improve
performance.

Digital Capability significantly mediates the rela-
tionship between Knowledge Management (KM)
and Company's Performance. Organizations need
KM to create, acquire, share, and apply knowledge,
which improves decision-making, innovation,
and effectiveness (Chen & Huang, 2012). KM’s im-
pact on company performance is amplified when
organizations have strong Digital Capability, the
ability to manage digital technologies for product
development, process optimization, and digital
transformation.

Digital Capability lets organizations use KM
knowledge to innovate, adapt to market changes,
and improve efficiency (Masoud & Basahel, 2023;
Bouwman et al.,, 2019). By teaching employees’
digital skills and encouraging continuous learn-
ing, companies can quickly adapt to the chang-
ing digital landscape and improve performance
(Kindermann et al., 2020). Digital Capability al-
lows organizations to explore new digital oppor-
tunities and experiment with new technologies,
giving them a competitive edge in the digital mar-
ketplace (Shahzad, 2020). Thus, Digital Capability
mediates the relationship between KM and
Company Performance, emphasizing the impor-
tance of managing digital technologies to maxi-
mize Knowledge Management’s benefits.

The mediating role of Digital Orientation — an or-
ganization’s strategic position and commitment
to digital technology and innovation - influences
the relationship between Knowledge Management
(KM) and Company Performance. KM practices
create knowledge resources that boost innova-
tion and decision-making (Chen & Huang, 2012).
KM’s impact on company performance depends
on the organization’s Digital Orientation, which
determines how efficiently knowledge resources
are used to achieve positive results.
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Strong Digital Orientation organizations are more
likely to implement innovative practices and tech-
nologies, maximizing KM knowledge use (Quinton
etal., 2018; Hassan & Raziq, 2019). This proactive ap-
proach helps companies seize digital opportunities,
adapt to disruptions, and stay ahead (Kindermann
et al., 2020). A positive Digital Orientation encour-
ages experimentation, digital transformation, and
customer-centricity, which improves Company
Performance (Khin & Ho, 2020). Thus, Digital
Orientation mediates the relationship between KM
and Company Performance, emphasizing the need
for a forward-thinking and innovative approach to
fully benefit from Knowledge Management.

Digital Innovation mediates the Knowledge
Management (KM)-Company's Performance rela-
tionship. KM practices help create, share, and ap-
ply knowledge, improving decision-making, prob-
lem-solving, and innovation (Chen & Huang, 2012).
The creation and implementation of new digital
products, processes, or business models that add
value to customers and boost organizational growth
and competitiveness is called digital innovation.

Innovative digital products, processes, and strate-
gies can create new customer value when organi-
zations use KM to drive Digital Innovation (Liu
et al., 2020). These innovations improve customer
experiences, business efficiency, and customer sat-
isfaction and loyalty (Leo & da Silva, 2021; Huang et
al., 2023; Choi et al., 2013). Organizations can stay
ahead of the competition, adapt to market chang-
es, and achieve sustainable growth and competi-
tive advantage by investing in Digital Innovation
(Wang et al., 2022; Bouncken, 2021). Thus, Digital
Innovation mediates the relationship between KM
and Company Performance, highlighting that ef-
fective knowledge management can lead to trans-
formative digital innovations that improve organ-
izational outcomes. This shows how important
KM is in creating a dynamic environment that
drives Digital Innovation and improves company
performance.

The study examines how variables affect Indonesian
SMEs. The independent variable is knowledge
management (KMN), and the dependent variable
is company’s performance. The study uses digital
capability (DIC), digital innovation (DII), and dig-
ital orientation (DIO) as mediating variables. All
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these variables were measured using item of scales
developed by previous researchers based on litera-
ture, with modifications to account for Indonesian
SMEs’ unique circumstances. In this study, the fol-
lowing hypotheses are proposed:

HI: Knowledge Management has a positive effect
on Digital capability of SMEs during the
COVID-19 pandemic.

H2: Knowledge Management has a positive effect
on Digital orientation of SMEs during the
COVID-19 pandemic.

H3: Knowledge Management has a positive effect
on Digital innovation of SMEs during the
COVID-19 pandemic.

H4: Digital capability has a positive effect on firm
performance of SMEs during the COVID-19
pandemic.

H5: Digital orientation has a positive effect
on firm performance of SMEs during the
COVID-19 pandemic.

Hé6: Digital innovation has a positive effect
on firm performance of SMEs during the
COVID-19 pandemic.

H7:  The effect of knowledge management on firm
performance is mediated by digital capabili-
ty and digital innovation of SMEs during the
COVID-19 pandemic.

HS8: The effect of knowledge management on
firm performance is mediated by digital
orientation of SMEs during the COVID-19
pandemic.

H9: The effect of knowledge management on
firm performance is mediated by digital in-
novation of SMEs during the COVID-19
pandemic.

2. METHOD

The study used question items from Abbas et al.
(2020), Byukusenge and Munene (2017), Hassan
and Raziq (2019), Mafabi et al. (2012), and Tan and
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Nasurdin (2010) to measure knowledge manage-
ment (KMN). Digital innovation (DII) and com-
pany's performance (PER) were measured using
a five-item scale from Wang et al. (2022), Khin
and Ho (2020), Byukusenge and Munene (2017),
Paladino, A. (2007), and Hogan and Coote (2014).
Wang et al. (2022), Heredia et al. (2022), Zhou and
Wu (2010), and Khin and Ho (2020) developed
a seven-item scale to measure digital capability
(DIC). The mediating variable, digital orientation

Table 1. Measurement items

Knowledge and Performance Management, Volume 7, 2023

(DIO), was examined using a five-item scale by
Bendig et al. (2023), Khin and Ho (2020), Gatignon
and Xuereb (1997), and Zhou et al. (2005). Each
variable was measured using a 5-point Likert scale
from strongly disagree to strongly agree (Table 1).

To gather data for the study, a survey was de-
veloped and shared with managers of SMEs in
Indonesia from July to December 2021. The par-
ticipants were selected using purposive random

Variables Item References
{1 feel that relevant knowledge and information are easily accessible and available to me (KMN1)
i 1 find sharing knowledge and experiences with business partners or relevant stakeholders { Abbas et al. (2020),
 efficient (KMN2) Byukusenge and
KNOWIEAE it Munene (2017),
i The |mplementa‘uon of new knowledge and innovations has been successful in my business ;
Management operations (KMN3) Hassan and Raziq
KVIN) 3D e (2019), Mafabi et
I'use systems or platforms that support collaboration with business partners to share knowledge : 5| (2012), Tan and
Nasurdin (2010)
i I feel | have sufficient skills and knowledge in operating digital technology to support my business
i(oIC1)
i l actively adopt digital technologies such as websites, social media, e-commerce, and business
i software in my business operations (DIC2)
i I have adequate access to digital infrastructure, such as stable internet connection and hardware, : Wang et ?I' (2022),
Digital ‘tosupport the use of digital technology (0ic3) Herediaetal.

capability (DIC) :

;understanding of digital technology (DIC4)

| regularly participate in digital training or development programs to enhance my skills and

(2022), Zhou and
Wu (2010), Khin
and Ho (2020)

es (DIC6)

i websites (DIG7)

y customers mterac and engage actively through digital channels such as social media or

i I am aware that adopting digital technology can enhance the efficiency and competitiveness of

i my business (DIO1)

2023), Khin and Ho

nd Xuereb (1997),

‘ (DI02) Bendig et al.
orizlngtlziilon ?It‘n'nc‘)e‘ctively integrate"a'i‘éital technology"i'nnovaﬁons into rn‘\'/”n‘r'educts, servicee;ﬁc‘)“r business (2020), Gatignon
(DIO)  PTOCESSES (DI03) e
i have adequate plans and resources to address challenges in the process of business Zhou et al. (2005)
;‘(.j“i‘g‘i“t'aulizaﬁon (olo4)
| am prepared to adapt to the changes brought about by the adoption of digital technology in our
i business (DIO5)
...... | cFe'éHtlver and |nnov'e‘t"i'\‘/e|y utilize I|m|te't‘jua'|‘gital resources'{c‘)’;npport my bu5|n‘e;s‘ activities
(DI12)
Iadopt relevant and efficient digital techn‘c')‘l'egies to suppor'tmr'“n‘\'/‘ business proceeées without Wang et al. (2022),
Digital i burdening the budget (D112) Khin and Ho (2020

Innovation (DII)

Byukusenge and

i | use open-source solutlons or free software to gain beneﬁts from digital technologies without

i significant expenses (DII4)

Munene (2017),
Paladino (2007)

i I have observed an improvement in profitability and profit margins after adopting digital

Wang et al. (2022),

Company
Performance teChnO|Ogy (PER3) ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,
(PER) i My customers provide positive feedback and are satisfied with the services after digital

i technology adoption (PER4)

Hogan and Coote
(2014)

i Digital technology adoption has enabled me to create new products or services or enhance the

i existing ones (PER5)

http://dx.doi.org/10.21511/kpm.07(1).2023.06
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sampling, and a total of 247 valid responses were
collected. Preliminary processing was conducted
to ensure the accuracy and sufficiency of respond-
ent entries. The survey was divided into two sec-
tions and delivered using Google Forms. The first
section gathered profile data such as gender, num-
ber of workers, education level, age, and period of
company operation. The values of all the variables
under inquiry were included in the second section.

This study used purposive random sampling to
distribute a survey to Indonesian SME managers
between July and December 2021. 247 responses
were collected and preprocessed to ensure data ac-
curacy and sufficiency. The survey had two parts:
a profile section with gender, age, education level,
business length, and employee count. The second
part of the survey included all study variables’ val-
ues. Table 2 summarizes the sample demograph-
ics, showing respondent distribution by charac-
teristics. The gender distribution was 52.2% male
and 48.8% female. The majority of participants
(51.4%) were 25-50 years old, followed by 35.2%
(18-25) and 13.4% (50+). The respondents’ educa-
tion levels were 60.3% university or college, 35.2%
senior high school, and 4.5% junior high school.
The table also shows the distribution of respond-
ents by business length and employee count. These
demographic insights help explain the study par-
ticipants’ traits and inform the research findings.

Table 2. Sample demographics

Source: Author calculation (2023).

Characteristics Group Frequency: Percentage
Male 129 52.2
...Female
18-<25 S -
Age 25-<50 iAo BA
Rk O W - SO W s AN
University/ 149 ; 60.3
Collage
Education  >oo! high 87 35.2
Length of
business 5-10VYe
operation
Length of
employment
experience
Note: n = 247.

82

The collected data were subjected to variance-based
analysis using SEM (Structure Equation Modeling),
specifically employing Partial Least Squares (PLS).
PLS was chosen as the analytical method due to
its flexibility and ability to handle complex models
without imposing strict assumptions and theoret-
ical foundations (Hair et al., 2016). The data were
analyzed using both the outer and inner models.
The outer model was first tested to evaluate the
reliability and validity of the variables. Multiple
criteria, such as convergent and discriminant va-
lidity, as well as composite reliability, were used
to assess the model. Additionally, each construct
was examined to ensure that all factor loadings
were greater than 0.70, and the average variance
extracted (AVE) was greater than 0.50, indicating
convergent validity.

The inner model, on the other hand, was tested
to investigate the relationships between the study
concept, the significant value, and R-square. This
structural method allowed for a deeper under-
standing of the interconnections between the vari-
ables and their effects on each other. By employing
variance-based analysis, the study provides robust
insights into the mediating role of digital capabil-
ity, digital innovation, and digital orientation in
the relationship between knowledge management
and firm performance among SMEs in Indonesia.

3. RESULTS

The examination of the data’s validity and relia-
bility continued with a detailed analysis of the
variables as presented in Table 3. The Digital ca-
pability (DIC) construct demonstrated strong re-
lationships with its items, with loadings ranging
from 0.916 to 0.956. The internal consistency of
this construct was high, indicated by a Cronbach’s
Alpha coeflicient of 0.977. Furthermore, the com-
posite reliability exceeded the recommended
threshold at 0.981, and the average variance ex-
tracted (AVE) reached 0.881, confirming its con-
vergent validity. Similarly, the Digital orientation
(DIO) construct displayed robust outcomes. The
item loadings ranged from 0.861 to 0.938, indi-
cating substantial relationships between the latent
construct and its indicators. Internal consistency
was high, as shown by a Cronbach’s Alpha value of
0.954. The composite reliability value of 0.964 sur-
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Table 3. Validity and reliability result
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Variables Item Item loadings Cronbach’s Alpha Cor?pc')szlte AVE
: : reliability
DIC2 0.941
e
YDA o 0977 0.981 0.881
DICS 0.946
Coee T oms
DIC7
HI5I01
R '
Digital orientation B 0554 0960 osaa
L5 A WL S
DIos S S N S
Dii1 .
S
Digital (lglr};)vaﬁon e 05cs - .
o ‘
Cos U oss
PER1 .
| e o
PER4 .
PERS
Management Kl\/IN3 0.905 0.928 0.724
(KMN) KMN4 0.706
e

passed the acceptable limit, and the AVE of 0.844
affirmed the construct’s convergent validity.

Item loadings for the Digital Innovation (DII) con-
struct ranged from 0.861 to 0.969, indicating sig-
nificant associations between the latent construct
and its items. Cronbach’s Alpha was 0.968, indi-
cating high internal consistency. The composite
reliability was 0.975 and the AVE was 0.887, indi-
cating convergent validity. Company Performance
(PER) also performed well. The latent construct
and its indicators were strongly correlated with
item loadings of 0.749 to 0.952. High internal
consistency was shown by Cronbach’s Alpha of
0.925. The construct’s reliability and convergent
validity were confirmed by its composite relia-
bility of 0.943 and AVE of 0.769, which exceeded
the recommended thresholds. Finally, Knowledge
Management (KMN) yielded good results. Items
had item loadings from 0.706 to 0.939, indicating
strong relationships between the latent construct
and its items. The Cronbach’s Alpha coefficient
of 0.905 indicated good internal consistency. The
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composite reliability exceeded the recommended
threshold of 0.928, and the AVE was 0.724, con-
firming convergent validity. Validity and reliabili-
ty analysis of the constructs support the measure-
ment model’s robustness. The measurement mod-
el’s Cronbach’s Alpha, item loadings, composite
reliability, and AVE values demonstrate its credi-
bility and consistency, enabling hypothesis testing
and statistical analysis.

Table 4. R-square results

Dependent variable
Digital capability (DIC)

_Digital orientation (DIO)

R Square
0.065
0078
0.322

Digital Innovation (D)

Company Performance (PER) '

The outcomes of the R-square analysis, present-
ed in Table 4, offer insights into the proportion
of variability within the dependent variables that
is accounted for by the structural models. These
estimations provide valuable information on
the extent to which the model predicts the vari-
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Table 5. Summary of path coefficient

Hypothesis Path coefficient T statistic P-value Result
H1: KNM = DIC . Y S O supported oo
0.262 4.499 0.000 Supported
0274 AT 0.000 o Supported
0395 8398 0000 .. Supported
0.187 2.673 0.008 Supported
H6: DIl > PER 0.147 2124 0034 . supported

ance in each respective dependent variable. The
R-square values depict the percentage of varia-
bility explained by the constructs under inves-
tigation. In this context, the results illustrate
that Digital capability (DIC), Digital orientation
(DIO), Digital Innovation (DII), and Company
Performance (PER) have R-square values of
0.128 or 12.8%, 0.065 or 6.5%, 0.075 or 7.5%, and
0.322 or 32.2%, respectively. The remaining var-
iance of 87.2%, 93.5%, 92.5%, and 67.8% in the
corresponding constructs is attributed to fac-
tors beyond the scope of the study model. It is
notable that Company Performance (PER) ap-
pears to be primarily influenced by Digital ca-
pability (DIC), Digital orientation (DIO), and
Digital Innovation (DII). Concurrently, Digital
capability (DIC), Digital orientation (DIO), and
Digital Innovation (DII) seem to be influenced by
Knowledge Management (KMN), highlighting
the intricate relationships among these variables.
In assessing the overall effectiveness of the inner
model, the R-square values of the dependent var-
iables are analyzed alongside the Q-Square test
size and the magnitude of the structural path co-
efficients. The Q-Square measure, a critical eval-
uation criterion in Partial Least Squares (PLS),
reflects the structural component of the model’s
predictive performance. The Q-Square value, cal-
culated as 1 - (1 - 0.128)-(1 — 0.065)-(1 — 0.075)-(1
- 0.322) = 0.488, indicates that the model accu-
rately explains approximately 48.8% of the vari-
ability in DIC, DIO, DII, and KMN. The remain-
ing 51.2% of variance is influenced by external
factors beyond the model’s scope. Integrating the
Q-Square measure into the analysis enhances the
understanding of the predictive capacity of the

Table 6. Summary of mediation effects

model and its implications for the relationships
between the constructs.

Table 5 shows systematic analysis of structural
equation modeling hypotheses. This summary
highlights the construct-test result relationships
and their significance. The path coefficient of
0.358 supports Hypothesis 1 (HI) that Knowledge
Management (KMN) improves Digital Capability
(DIC). This coeflicient’s t-statistic of 6.754 and
P-value of 0.000 support the hypothesis. In H2,
Knowledge Management (KMN) and Digital
Orientation are examined. P-value less than
0.000, path coefficient 0.262, t-statistic 4.499,
and path coeflicient support H2’s claim of a pos-
itive and significant influence. A path coefficient
of 0.274, a t-statistic of 4.647, and a P-value less
than 0.000 show a positive and significant corre-
lation between Knowledge Management (KMN)
and Digital Innovation (DII). The result supports
Hypothesis 3 (H3). Hypothesis 4 (H4), which ex-
amines how digital capability (DIC) affects com-
pany performance (PER), has a path coefficient of
0.395. This result, with a t-statistic of 6.393 and
a P-value of 0.000, supports H4 that Digital ca-
pability (DIC) improves Company Performance
(PER). Hypothesis 5 (H5) examines the relation-
ship between digital orientation (DIO) and com-
pany performance. With a path coeflicient of 0.187,
a t-statistic of 2.673, and a P-value below 0.008,
Hypothesis 5 (H5) is supported. Hypothesis 6
(H6) examines DII and PER. The path coefficient
was 0.147, the t-statistic 2.124, and the P-value less
than 0.034. H6 is supported by this strong result
demonstrating DII and PER’s positive and signif-
icant effects.

Hypothesis Path coefficient T statistic : P-value Result
H7: KMN = DIC - PER . 0.141 . 3.879 0.000 Supported
e S i S rectes
o T e Ry rectes
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Figure 1. Structural equation model

Table 6 displays the results of PLS with 5,000
bootstrapped subsamples to assess digital var-
iables’ mediating role. This table quickly sum-
marizes mediation analyses, including path co-
efficients, t-statistics, and P-values to support
conclusions. In Hypothesis 7 (H7), Digital capa-
bility (DIC) mediates Knowledge Management
(KMN) and Company Performance (PER),
with a path coefficient of 0.141. The t-statistic is
3.879, well above the critical value of 1.96, and
the P-value is 0.000. These findings support H7.
Digital capability (DIC) mediates the partner-
ship between Knowledge Management (KMN)
and Company Performance (PER). The exam-
ination of Hypothesis 8 (H8) shows that Digital
orientation (DIO) does not mediate the effect of
Knowledge Management (KMN) on Company
Performance (PER). A path coefficient of 0.049
and a t-statistic of 1.873 fall short of the 1.96
threshold. Additionally, P = 0.062. The rejection
of H8 suggests that Digital orientation (DIO) does
not mediate the relationship between Knowledge
Management (KMN) and Company Performance
(PER). Hypothesis 9 (H9) shows that Digital
Innovation (DII) does not mediate the effect of
Knowledge Management (KMN) on Company
Performance. The path coefficient is 0.040, with
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a t-statistic of 1.662 and a P-value of 0.097 - both
below the critical thresholds. It is concluded that
Digital Innovation (DII) does not mediate the
relationship between Knowledge Management
(KMN) and Company Performance (PER).

4. DISCUSSION

This study examines the impact of knowledge man-
agement on SMEs' performance. Furthermore,
the study highlights the roles of digital variables,
such as digital capability, digital orientation, and
digital innovation, in mediating the relationship
between knowledge management and SME per-
formance during the COVID-19 pandemic, there-
by supporting HI, H2 and H3. The results demon-
strate that knowledge management has a positive
influence on digital capability, digital orientation,
and digital innovation during the COVID-19 pan-
demic among SMEs. These findings indicate a pos-
itive relationship between knowledge management
practices and the enhancement of digital capabili-
ty, digital orientation, and digital innovation with-
in SMEs during the COVID-19 pandemic. In other
words, knowledge management practices positive-
ly contribute to the digital skills, digital strategic
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approach, and digital innovative outcomes in the
context of small and medium-sized enterprises
(SMEs) amidst the COVID-19 pandemic.

The results presented in the provided informa-
tion are aligned with the research conducted
by various scholars and researchers in the field
of Knowledge Management, Digital Capability,
Digital Orientation, and Digital Innovation. The
concept that effective Knowledge Management
(KM) plays a crucial role in shaping an organiza-
tion’s Digital Capability and Digital Orientation,
leading to Digital Innovation, has been highlight-
ed by several researchers. Specifically, the findings
are consistent with the work of Kindermann et al.
(2020), Khin and Ho (2020), Xu et al. (2010), Zhang
et al. (2010), Tan and Nasurdin (2010), Mafabi et
al. (2012), Shahzad (2020), Leonardi (2011), and
Rupeika-Apoga et al. (2022).

These researchers have collectively emphasized
that effective KM practices contribute to an or-
ganization’s ability to manage digital technolo-
gies, adapt to disruptions, and foster innovation
potential. Furthermore, they have underlined the
connection between KM and the development of
Digital Capability, Digital Orientation, and ulti-
mately Digital Innovation. The findings also echo
the idea that organizations with robust KM prac-
tices are better equipped to identify digital solu-
tions, create dynamic training programs, and
make informed decisions regarding digital tech-
nology, aligning with the concept of leveraging
knowledge resources for digital growth.

Regarding digital variables, the findings indicate
that digital capability, digital orientation, and dig-
ital innovation have a significant and positive im-
pact on SME performance during the COVID-19
pandemic, thereby supporting hypotheses 4, 5,
and 6. The presence of this positive impact signi-
fies that the enhancement of digital capability, dig-
ital orientation, and digital innovation can foster
an improvement in SME performance during the
COVID-19 pandemic. These results indicate that
the presence of strong digital capability, positive
digital orientation, and successful digital innova-
tion within SMEs during the COVID-19 pandem-
ic is associated with a substantial enhancement
in their overall performance. This suggests that
SME:s that effectively manage digital technologies,
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embrace digital transformation, and foster inno-
vative practices are better equipped to navigate the
challenges of the pandemic and achieve improved
performance outcomes.

The research findings align with multiple scholars,
including Zainurossalamia et al. (2022), Lestari
et al. (2021), Riadi et al. (2022), and Achmad et
al. (2023), confirming the pivotal role of digitiza-
tion for business survival during the pandemic.
Similarly, Moorman and Slotegraaf (1999), Yli-
Renko et al. (2020), and Kindermann et al. (2020)
support the significance of Digital Capability,
which enhances operational efficiency and innova-
tion. The research also echoes Khin and Ho (2020),
Leonardi (2011), Quinton et al. (2018), Shahzad
(2020), and Quinton et al. (2018) by demonstrating
that positive Digital Orientation drives innovation
and positions organizations for financial success.
Lastly, Westerman et al. (2011), Liu et al. (2020),
Ledo and da Silva (2021), Osmundsen et al. (2018),
and Saksonova and Kuzmina-Merlino (2017) con-
cur on the importance of Digital Innovation in
improving customer experiences and overall com-
pany performance in the digital landscape.

Furthermore, this study indicates that digital
capability mediates the influence of knowledge
management on SME performance. However,
contrasting results were found regarding the
role of digital orientation and digital innovation,
which do not mediate the relationship between
knowledge management and SME performance.
The findings suggest that while digital capability
acts as a mediator between knowledge manage-
ment and SME performance, the study revealed
contradictory results for the mediating roles of
digital orientation and digital innovation in the
relationship between knowledge management
and SME performance. In other words, digital ca-
pability plays a role in explaining how knowledge
management affects SME performance, but the
study did not find evidence to support the idea
that digital orientation and digital innovation
similarly mediate this relationship. This could
imply that the influence of knowledge manage-
ment on SME performance is primarily chan-
neled through digital capability, while digital ori-
entation and digital innovation might not have a
significant mediating effect in this context. Thus,
it does not support hypothesis 5 and 6.
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These research findings are in line with previous
studies conducted in the dynamic context of the
digital era. Several researchers are relevant to
these findings, including Lee et al. (2001), who
emphasized the significance of knowledge man-
agement in organizing, acquiring, capturing,
and sharing knowledge within organizations.
Moorman and Slotegraaf (1999) introduced the
concept of Digital Capability as an organization’s
skills and expertise in managing digital tech-
nology. Other studies, such as Xu et al. (2010),
Zhang et al. (2010), Tan and Nasurdin (2010), and
Mafabi et al. (2012), investigated the relationship
between knowledge management and digital in-
novation, highlighting the role of knowledge re-
sources and dynamic capabilities in driving in-
novation in digital contexts. However, the study’s
contradictory findings concerning the mediating
roles of digital orientation and digital innovation
in the relationship between knowledge manage-
ment and SME Performance may not fully sup-
port the hypotheses proposed. This may be asso-
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ciated with variations in organizational or indus-
try contexts, indicating that the mediating effects
of digital orientation and digital innovation
could be context dependent. The findings em-
phasize the significant role of digital capability
as a mediator between knowledge management
and SME performance. Thus, while digital capa-
bility plays a significant role in explaining how
knowledge management influences SME perfor-
mance, the roles of digital orientation and digital
innovation might not have substantial mediating
effects in this specific context. Further research
and exploration are necessary to better under-
stand these contradictory outcomes. in this re-
gard, the study’s outcomes align with Wang et al.
(2022), who discussed the importance of digital
capability and digital innovation in responding
to market changes and achieving competitive ad-
vantage. However, the complex interplay of dig-
ital orientation and digital innovation as media-
tors might require more comprehensive investi-
gations to grasp their roles fully.

CONCLUSION AND RECOMMENDATIONS

The primary objective of this study was to examine the impact of knowledge management on SMEs’
performance and to explore the mediating roles of digital capability, digital orientation, and digital in-
novation in this relationship during the COVID-19 pandemic. The study utilized a survey methodology
and collected data from managers of SMEs in Indonesia through purposive random sampling. A total
of 247 valid responses were collected for this study through the survey conducted among managers of
SMEs in Indonesia. The collected data were analyzed using Structural Equation Modeling (SEM), which
allowed for a comprehensive assessment of the proposed relationships.

The findings of the study provided several significant insights. The positive influence of knowledge
management on digital capability, digital orientation, and digital innovation during the COVID-19
pandemic was established. The study also found that digital capability plays a mediating role between
knowledge management and SME performance. However, the mediating roles of digital orientation
and digital innovation in the relationship between knowledge management and SME performance were
not fully supported, indicating potential context-specific variations. This suggests that the influence of
knowledge management on SME performance is predominantly channeled through digital capability.

This study underscores the importance of knowledge management and digital variables in shaping SME
performance, particularly in the challenging context of the COVID-19 pandemic. The study’s outcomes
align with previous research, highlighting the interconnectedness of knowledge management, digital
capability, digital orientation, and digital innovation. However, the nuanced findings regarding the me-
diating roles of digital orientation and digital innovation call for further investigation and nuanced
understanding in the pursuit of advancing knowledge in this field.

The implications of these findings are noteworthy for both theory and practice. The study contributes
to the existing literature on knowledge management, digital capability, and SME performance by high-
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lighting the mediating effects of digital capability and the nuanced roles of digital orientation and digi-
tal innovation. Practically, SMEs should prioritize knowledge management practices that enhance dig-
ital capability, as this plays a pivotal role in improving overall performance. Moreover, a balanced ap-
proach that considers both digital orientation and digital innovation is essential for achieving sustained
success in the dynamic digital landscape.

For future research, it is recommended to conduct more comprehensive investigations into the medi-
ating roles of digital orientation and digital innovation, considering potential contextual influences.
Further exploration of different industries and regions could shed light on variations in the relation-
ships observed. Additionally, longitudinal studies could provide insights into the long-term impact of
knowledge management and digital variables on SME performance, especially in the post-pandemic
recovery phase.
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