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Abstract 
In today's fast-paced world, exponential technological advancements are causing a seismic 
shift in the business landscape. Small and medium-sized enterprises (SMEs) are standing at 
the crossroads of a digital transformation, where modern consumers heavily rely on digital 
channels for communication and demand personalized, fast, and reliable services. SMEs must 
adapt holistically to this digital era by reimagining their business models and introducing 
innovative products and services that leverage digital technology for communication, 
promotion, marketing, and efficient customer service. While government initiatives have 
encouraged SMEs to modernize through computerization, their progress has been slow, 
indicating the challenges they face in embracing digital transformation. In Malaysia, SMEs 
show optimism about the potential of digital technology but have low adoption rates. 
Adopting a new business model is the key to helping SMEs navigate unpredictable business 
environments with agility. Surprisingly, limited research has explored how SMEs can 
efficiently integrate technology into their business strategies and operations, a crucial 
challenge for their survival. This study aims to uncover the transformative power of digital 
business models for SMEs, offering a path toward long-term business success marked by 
flexibility and adaptability. It serves as a valuable guide for SMEs seeking to thrive in a digital 
world characterized by constant change and innovation. According to published data, 
Malaysia's largest economic contributor is the service industry, so this study focuses on SMEs 
in that sector. The research and proposed conceptual model will fill knowledge gaps in 
academia and guide policymakers in developing forward-thinking policies to support 
digitalization in SMEs. 
Keywords: Digitalization, Business Model Transformation, Digital Technology, SME, Business 
Transformation. 
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Introduction  
Small and medium-sized enterprises (SMEs) contribute to the economy in five distinct 

ways: employment creation; rapid adaptation with its agility function; supporting 
entrepreneurship; differentiating goods through boutique production; and functioning as a 
sub-industry within large corporations (Erdin & Ozkaya, 2020). SMEs, which account for 98.5% 
of enterprises in Malaysia, contribute over five million in employment and over RM500 million 
to the country's gross domestic product (GDP). According to the Department of Statistics 
Malaysia (DOSM), SMEs contributed 38.2% of GDP in 2020, or RM512.8 billion in nominal 
terms, and employed 7.25 million out of a total workforce of about 48.2% in 2020. 

As the contribution of SMEs grows, so does their significance for future economic 
development. In many nations, the economic shock caused by the pandemic has already 
affected economic operations, such as the closure of retail locations and the interruption of 
product supply networks (Fabeil et al., 2020). Businesses and supply networks are shifting and 
closing in practically every industry. This condition has caused not just physical social 
separation but also economic separation, putting the global economy at risk. In such a dire 
situation, technology is the only option to stabilize the economy (Xiang et al., 2021). 

SMEs in the modern world are more sophisticated than larger enterprises and more 
vulnerable to external economic shocks (Muhammad Auwal et al., 2020). SMEs face obstacles 
in a complicated and competitive business world while maintaining a sustainable firm, 
especially when operating in a modern context (Donthu & Gustafsson, 2020). SMEs have a 
key role in rejuvenating, changing, and rebalancing the economy after the economic crisis. 
SMEs should create a resilient and adaptable business model to meet future economic shocks 
and maintain business performance.  
 
Literature Review  
Small and Medium Enterprises Digitalization Readiness 

SMEs in Malaysia are typically receptive to adopting digital technology for the benefit 
of their business, but they have yet to make use of digitalization enablers to enhance business 
operations. This is because SMEs' limited resources prevent them from adopting digitalization 
(SME Corp & Huawei, 2018). SMEs employ back-end business procedures infrequently. 
Similarly, limited usage of social media and e-commerce revealed that SMEs have reached a 
high level of computerization but are struggling to cross the digitalization chasm, which might 
considerably increase business and productivity advantages (SME Corp & Huawei, 2018). 
Specifically for the service industry, social media and e-commerce were only utilized to reach 
out to customers, not to enable an end-to-end digital transaction process. According to the 
2019 SME Survey conducted by SME Corp. in Malaysia, 35.3% of respondents engage in online 
business, a slight decline from 37.9% in the third quarter of 2018. 

In 2018, according to the white paper "Accelerating Malaysian Digital SMEs: Escaping 
the Computerization Trap," only 71 percent of these companies use social communication 
and marketing media. This is because the majority of small and medium-sized businesses 
believe a digital transaction process is unnecessary and prefer traditional selling channels to 
expand their businesses. Digital business transformation is a continuous organizational 
process that entails progressive and disruptive changes enabled by digital technologies to 
automate business processes (Barann et al., 2019; Lombardi, 2019) and make the current 
logistical and administrative business that builds daily operations more efficient and increase 
the organization's competitiveness (Lu, 2017). Regardless of its technological profile, its 
execution requires the ability to adapt the business model to new technologies and drive 
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technological progress in the socio-technical environment (Frank et al., 2019; Kamble et al., 
2018; Lu, 2017; Müller et al., 2018). With Internet digital platforms, many industries are 
migrating to a digital era in which equipment, gadgets, and goods may be networked to adapt 
and be flexible in response to market shifts (Wei et al., 2017). Digital adoption will help reduce 
the productivity gap between small and large businesses by enhancing capacity and capability 
for better innovation and competitiveness (Jun & Thye, 2017). As a result of digitalization, 
small and medium-sized enterprises can increase their market share by utilizing the 
opportunities presented by numerous online platforms (Prasanna et al., 2019). 

The top three obstacles to the digitization of small and medium-sized enterprises are 
a lack of capital, a shortage of skilled staff, and a lack of technological resources (Alcalde-
Heras et al., 2019; Giotopoulos et al., 2017; SME Corp & Huawei, 2018). This was also the case 
in Malaysia, where roughly half of the SMEs surveyed mentioned funding as their largest 
obstacle, and 60% stated they were unaware of their choices. In addition, numerous SMEs 
view digital transformation to be too expensive (Yapp, 2020). According to Malaysia's 2018 
digital economy report, the country's strong development in connectivity has not yet resulted 
in an increase in web presence for businesses in the majority of economic sectors. 
Nonetheless, the services sector has outperformed the rest of the economy since 2015, with 
over 30 percent of enterprises using the internet and large growth in online presence 
compared to internet access. Consequently, wholesale and retail enterprises have a moderate 
level of digital adoption, indicating that SMEs have implemented a modest level of technology 
to be functionally ready for digital business transformation (Jun & Thye, 2017). Retailers have 
dealt with these developments for years, but most have made only minimal changes rather 
than recognizing them as an opportunity to rethink their business model entirely (Laizet et 
al., 2021). To confront the unprecedented challenges that lie ahead, traditional retailers have 
no choice but to modify their business models. 
 
Challenges of Digital Adoption among SMEs in Malaysia 

Many SMEs view digital transformation as nothing more than the establishment of a 
front-end digital platform (such as a website or a Facebook page) through which they can 
communicate with their customers; this does not contribute anything of value to the 
organization. SMEs need to re-engineer and modernize their businesses to achieve true 
digitalization. This can be accomplished by evaluating and making certain that their business 
strategies, business models, processes, and infrastructures are aligned with and fully 
integrated into their digital transformation. 

The majority of SMEs in Malaysia have access to some form of computing technology 
and the internet. These SMEs may make use of a smartphone or a personal computer of some 
kind, such as a desktop or a laptop. The use of computing devices and connectivity to the 
internet should be extended to SMEs' business processes to get an accurate picture of 
whether or not SMEs are utilizing ICT to transform their organizations. The majority of the 
time, SMEs find themselves in a situation in which they are only able to use these tools for 
personal reasons, such as social media and the consumption of digital information. For SMEs 
to derive the full benefits of information and communications technology (ICT), they must 
begin utilizing such tools to drive more businesses through e-commerce as well as drive more 
productivity through the use of software that improves their business processes. 

Another piece of evidence indicating that SMEs are computerized but not digitalized 
is the fact that the majority of them execute isolated activities on separate computers and do 
not convert their business processes using digital technologies. There is still a significant 



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES 
Vol. 1 3 , No. 11, 2023, E-ISSN: 2222-6990 © 2023 
 

979 
 

amount of human interaction and manual procedures that occur in between. These processes 
are not truly productive, and they do not enable SMEs to collect data that can be utilized for 
analysis. To unlock the next level of efficiency and unleash development through new 
business models, products, and services, SMEs need to break out of the "computerization 
trap" they've fallen into and alter their operations through digitalization. As a result, SMEs 
require assistance to break free from the confines of computerization and bridge the divide 
into digitalization. 
 

 
Figure 1. Digitalization Challenges faced by SMEs (SME Corp & Huawei, 2018) 
 

The biggest issue SMEs in Malaysia have that stops them from going digital is financing 
or money. About half of the SMEs identified this as their main challenge, and these SMEs 
claimed they were unaware of the available financing choices. Many SMEs also believe that 
digitalization is costly. The SMEs must be made aware of the financial possibilities available 
to them to support their digitalization and the fact that cloud computing has made business 
improvement software, data storage, and analytics more accessible and inexpensive. 

A key element in enabling digital transformation is skilled digital talent. In terms of 
having the proper skill set, the digitalization of SMEs presents numerous hurdles to many 
nations. A significant difficulty for 48% of SMEs was a lack of the appropriate staff skill set. To 
digitally transform SMEs, management, operations, sales, and marketing processes must be 
rethought and redesigned based on what digitalization can provide. This goes beyond simply 
putting in place a computer system to perform a solitary function. 

One of the SMEs' top three challenges, cited as a major challenge by 46% of them, is 
having the appropriate business strategy. As was already mentioned, several SMEs are 
unclear about how social media marketing and e-commerce could help their business. Many 
of these SMEs are also unaware of the potential benefits of digitalization for their businesses. 
SMEs must adopt a digital mindset to use digital technologies to transform their business 
model and business operations especially require assistance in transforming their business 
model by using digital tools like IoT, data analytics, and cloud-based software as a service.  
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Among 90% of SMEs have access to the internet, yet more than half of them complain 
that the connectivity is too slow and expensive. SMEs are less likely to utilize digital 
technologies like cloud computing to improve their businesses because of the slow adoption 
rate and expensive cost. Access to affordable technology and high-quality broadband will be 
essential for SMEs to make the transition from computerization to digitalization. 

Lastly, over one-third of SMEs have stated that they require assistance with meeting 
regulatory obligations such as regulatory compliance relating to business, process guidance 
for their operations, and meeting licensing and permit regulations. Many of these 
requirements can be facilitated by digital technologies. 
 
Sustainable Business Performance 

In today's post-modern era of business, where there is a great deal of competition, 
having a performance that is both consistent and long-lasting is necessary for achieving 
success. SMEs in Malaysia face a multitude of societal and technical challenges in their pursuit 
of sustainable business performance (Haseeb et al., 2019). An organization's profitability may 
be maintained over an extended period of social and environmental objectives that are 
effectively included in the process of strategic business planning (Turcsanyi & Sisaye, 2013). 
Sustainable business performance can be defined as the process of obtaining and maintaining 
economic, environmental, and social performance within a specific context (Das & 
Rangarajan, 2020; Hadi & Baskaran, 2021; Sajan M.P et al., 2017). It also refers to an 
organization's ability to maintain satisfaction among its employees and customers over an 
extended period, especially in addition to its financial performance (Kantabutra, 2014). In 
addition to this, it implies living up to the expectations of stakeholders, which include 
minimizing any negative social or environmental impact that their business operations may 
have, as well as developing the capabilities necessary to have a positive influence on both 
society and the environment (Vo, 2011). 

According to Delrue et al. (2012), the evaluation of organizational cost reduction, 
promotion of market shares, return on assets, and increase in revenue and profits with the 
economic goals of performance is the definition of sustainable economic performance. In the 
meantime, economic success is evaluated through the prism of an effect that lowers costs 
while concurrently increasing production levels (Grolleau et al., 2013). Improved 
sustainability performance can lead to greater economic performance, and with a high level 
of social sustainability, organizations can outperform their competitors over time (Ghosh, 
2013; Jha & Rangarajan, 2020) These findings were published in the journal Sustainability and 
Business Strategy. Additionally, increased environmental performance might be the result of 
enhanced performance in the area of sustainability (Eccles et al., 2014). According to Sajan 
M.P., et al. (2017), increasing economic and environmental sustainability has social 
implications, both directly and indirectly. These effects might be positive or negative. 
 
Digital Business Transformation 

Digital transformation refers to the changes that digital technology may bring to an 
organization's business model, such as new products, organizational structures, or process 
automation. These transformations may manifest as the rearrangement of entire corporate 
structures (Clohessy et al., 2017; Hess et al., 2016). The digitization of an organization's 
offerings and services that replace or improve their physical counterparts. Moreover, data-
driven insights lead to tactical and strategic business operations, as well as the development 
of digital business models that enable new methods of value capture (Horlach et al., 2017). 
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Digital transformation has become a popular topic among organizations as they attempt to 
make it a top priority, especially when it comes to resolving sustainability challenges and 
creating immense prospects for product and service delivery (Mihardjo et al., 2019). 
According to Mihardjo et al. (2019), businesses must continually strive to reinvent their 
business models and integrate them with digital technology to remain competitive and 
profitable in a dynamic market environment. Customer experience, organizational flexibility, 
and operational efficiency are the primary drivers of digital transformation (Mahraz et al., 
2019; Morakanyane et al., 2017; Rajiani et al., 2018). 

Businesses are going through major changes that will result in digitalized business 
operations (Ukko et al., 2019). As linked goods, services, and operations remodel 
organizations, businesses confront major hurdles as a result of digital transformation (L. Li et 
al., 2018), necessitating innovative change acceptance techniques (Kallinikos et al., 2013; Yoo 
et al., 2012). Competitive advantages in digitalization are mostly centered on strategy, 
culture, and people development rather than technology challenges (L. Li et al., 2018). Digital 
transformations include central transformations that incorporate organizational capabilities, 
operational routines, procedures, and strategies (Cha et al., 2015; Cui & Pan, 2015). The core 
components of a digital business strategy are capabilities, which are described as "the 
competency of a bundle of connected routines inside businesses for executing particular 
operations" (Ngo and O'Cass, 2013, p. 1135) in the context of a business model. According to 
Schmarzo (2017), the purpose of the digital transformation era is to "improve efficiency, 
increase customer value, manage risk, and identify new opportunities" by "applying digital 
capabilities to processes, products, and assets." 
 
Business Model Transformation 

In connection with a reform of business models, accelerated digitization can stimulate 
economic growth while enhancing organizational competitiveness (Yanovska et al., 2019). 
Digital technology must be integrated into corporate operations and business models must 
be reevaluated and reinvented for businesses to remain competitive (Reis et al., 2018). Digital 
technologies are influencing not only the management of companies but also the traditional 
business models of several industries. Therefore, businesses must decide whether to digitally 
change their present operations to take advantage of new technologies, or whether to endure 
interruptions to their organizational processes and traditional business models (Nwankpa & 
Roumani, 2016). 

Business model transformation (BMT) or innovation refers to alterations in an 
organization's justification for producing, delivering, and collecting value (Osterwalder & 
Pigneur, 2014). The word "business model" refers to how organizations generate revenue 
through their operations (Victor et al., 2014; Zott et al., 2011). Value creation and value 
capture are the two most important facets of a business model that must be modified 
(Belyaeva et al., 2020). Value capture refers to an organization's ability to "capture" such 
value as retained profit, whereas value creation refers to the whole additional benefit 
provided in the transformation of raw input to final output (Chesbrough et al., 2018). Both 
value generation and value capture are essential to an organization's success and must be 
connected and modified (Foss & Saebi, 2018; Ritter & Lettl, 2018). 
 

It is the process of transforming into a digital business where digital technologies are 
used to modify a business model and give new revenue and value-producing opportunities 
(SME Corp & Huawei, 2018). Integrating digital technology into business models has shown 
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to be a benefit to productivity and long-term sustainability (SME Corp, 2021). As a result, 
SMEs must transition from computerization to digitalization, as this will enable them to gather 
data throughout their value chain, which will assist product or service innovation as well as 
the creation of new business models (SME Corp & Huawei, 2018). 

 
Proposed Conceptual Framework 

This research proposes a conceptual framework (refer to Figure 2) for determining the 
sustainable business performance associated with digital business transformation and 
business model transformation, based on the literature reviewed previously. 

 
Figure 2. Conceptual framework  
 
Conclusion 

The digital transformation of a business may go even further and profoundly change 
its operations, products, and processes, which may, in some cases, lead to the development 
of entirely new business models (Chanias et al., 2019; Vial, 2019). Digital technology is widely 
regarded as an important enabler of business model transformation across a broad range of 
industry sectors (F. Li, 2020a). One definition of the digital business model is "a statement of 
an organization's desire to create and capture value by integrating new technology 
environments into business strategy." (Liu et al., 2012).  In addition, digitalization may be 
regarded as either a brand-new business model or the reshaping of an existing business model 
through the application of digital capabilities (Mahraz et al., 2019; Rothmann & Koch, 2014). 
Additionally, the implementation of digital capabilities to enable business model 
transformation is another component of a digital transformation project, and it affects the 
entire business, including operational processes, resources, as well as internal and external 
users (Mahraz et al., 2019). During this interim period, a large number of traditional 
businesses are beginning the process of digital transformation, which will lead them to adopt 
more digitalized business models and integrate new technology into every aspect of their 
operations (Fletcher & Griffiths, 2020). 

One of the strategies that have been implemented to react to disruptive 
environmental changes has been the transformation of the business model, which has been 
made possible by digital technology. Specifically, the literature has established the existence 
of technologies that support organizations in recognizing new business strategies and 
opportunities (Priyono et al., 2020; Richter, 2020). To ensure their continued viability in the 
long term, businesses that are consistently subjected to pressure from external sources need 
to reimagine their operational models with the help of digital technology (F. Li, 2020b). 
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According to Foss and Saebi (2017), the innovation of a business model has the potential to 
generate new commercial opportunities, capture new value, and improve an organization's 
performance. In summary, the study's contribution is to provide insights into the importance 
of digital transformation in business models, and the need for businesses to adapt to 
digitalization for sustainable business performance. It also emphasizes the significance of 
adapting to disruptive changes and continuously developing and modifying business models 
in order to prosper in changing marketplaces. These contributions can help researchers and 
practitioners decide and better understanding of their strategies and grasp the implications 
of digital transformation in contemporary business contexts.  
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