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Abstract

There is a considerable signal from empirical studies that many factors influence firm
performance. This conceptual paper aims to examine the effects of two key TICs variables
manufacturing capability and networking capacity as well as digital capability, on the
performance of manufacturing SMEs operating in India. The conceptual framework was
developed after a systematic review of past literature. The present paper found the important
influence of the study’s variables on firm performance. Furthermore, the study provided
some understanding of how manufacturing capability, networking capability and digital
capability affect SMEs' performance in India. These independent variables are important in
influencing Manufacturing SMEs' firm performance. The paper emphasizes the critical value
of manufacturing capability, networking capability and digital capability for SME
owners/managers consideration when acting on behalf of their company; failing which the
SMEs could experience poor performance. Resource-Based View (RBV) theory and Dynamic

708



INTERNATIONAL JOURNAL OF ACADEMIC RESEARCH IN BUSINESS AND SOCIAL SCIENCES

Vol. 13, No. 9, 2023, E-ISSN: 2222-6990 © 2023

Capability Theory (DCT) theories were used to underline the conceptual framework. In
addition, some implications of this conceptual model for theory and practice are addressed.
Keywords: Digital Capability, Firm Performance, SMEs, Technological Innovation Capability

Introduction

SMEs play an essential role in encouraging technological advancement in society and
economic innovation (Mitra, 2021; Surya et al., 2021). SMEs contribute to the country's
growth by acting as a crucial source of innovation and new ideas, as well as by employment
generation, providing future opportunities, and national income, lowering unemployment,
and improving the sustainable future in the world's growing economies (Jabbour et al., 2020).
Moreover, poor management and staggering productivity worldwide competition are often
linked to SMEs. Despite this, because of its small size and lack of expertise, it also restricts its
accessibility to scalability, global markets, innovation financing knowledge, abilities, and
technologies (Lingyan et al., 2021; Zawislak et al., 2018). Asian nations are becoming more
and more well-known in the global economy, and SMEs are crucial to improving the economic
performance of Asian nations. SMEs constitute many businesses in Southeast Asia, including
Brunei, Myanmar, Cambodia, Timor-Leste, Indonesia, Laos, Malaysia, the Philippines,
Singapore, Thailand, and Vietnam (Zawislak et al., 2018a). SMEs are also popular in South
Asia, comprising Bangladesh, Bhutan, India, Pakistan, Nepal, and Sri Lanka (Chowdhury,
2020.; Jabbour et al., 2020; Ndubisi et al., 2021). SMEs account for an average of 42% of the
GDP or manufacturing value-added in ASM countries (Kuwahara et al., 2019; Yasiukovich et
al., 2021).

India accounts for 22% of the GDP, 33.82% of the population, and 32.52% of the
potential labour force in emerging Asia. India accounts for 22% of the GDP, 33.82% of the
population, and 32.52% of the potential labour force in emerging Asia. India is Asia's second-
largest economy in terms of purchasing power parity (PPP) and the fourth largest in the world
(Yoshino et al., 2019). India's manufacturing industry has experienced a downward trend in
recent years compared with developed countries such as Japan, the USA, Sweden, and the UK
(Chakraborty et al., 2020; Singh et al., 2023; Sinha & Dhall, 2020). The overall manufacturing
SME sector in India is currently facing a tremendous decline in performance (MSME, 2021).
Based on Figure 1, the annual GDP growth rate was 15.2% in 2016, declining to 14% by 2021.
Hence, the Indian government needs to set aggressive strategies and growth targets to
increase the contribution of manufacturing SMEs to GDP (Dutta et al., 2020; Pulicherla et al.,
2022; Venkatesh et al., 2018).
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Figure 1: India’s Share of Manufacturing to GDP (Source: World Bank, 2022).

MSMEs play a crucial part in the growth of the Indian economy. Two key industries hold
the Indian economy’s growth: services and manufacturing. They contributed 30.5% of India’s
GDP in 2019 and 30% in 2020. While MSMEs account for 45% of India’s overall manufacturing
output and 40% of its total exports (Kumari, 2018; Mehrotra et al., 2021), and produce over
6000 high-quality products, indicating enormous growth potential and support in several
sectors (Pawar & Sangvikar, 2019). Furthermore, manufacturing SMEs also acquired 33% of
the country’s total manufacturing GVO (Gross Value of Output) between 2014-2015 and
2018-2019 (MSME, 2021). Since, manufacturing SMEs are considered the second-largest
contributor toward the nation's GDP, it is regarded as an important sector in the country's
economy. The declining issue has a significant impact on the overall economy and their
decline in India.

Review of Literature
Firm Performance

Firm performance is defined as a company's capacity, ability and considering the
significance of such successes to its customers (Taouab & Issor, 2019). The evaluation of a
firm's monetary and non-monetary dimensions is done separately by its financial and non-
financial performance components, respectively (Avci et al., 2011). The state of the firm's
finances is reflected in its financial performance, which can assess using measures like profit
margin, return on assets, returns on sales, return on investment, and others (Yee et al., 2010).
In this research firm performance will be defined as the level of financial performance
measured in revenue, profit, cost-cutting, return on assets, and return on sales. A firm's actual
output or results are measured against its intended outcomes to determine its performance.
According to a literature review, many researchers disagreed on the factors that determine
firm performance, and their various indicators of firm performance. However, previous
research has defined firm performance differently. Some described it as sales, return on
investment, market shares, and stock market performance, while others defined it as return
on sale, profitability, return on assets, and return on equity (Brown & Caylor, 2009; Singh &
Kaur, 2021; Umar et al., 2018). Additionally, customer satisfaction, design performance,
process quality, and productivity are additional terms for "firm performance" (Sahoo & Yadav,
2017a).
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Moreover, firm performance was previously defined as the sum of revenue, profit, cost
control, return on equity, and return on sales. Furthermore, all financial outcomes are
assessed based on performance, including return on investment, sales and stock market
performance, profitability, and revenue (Gomez et al., 2019; Yang et al., 2019). Thus, this
research attempted to investigate the relationship between firm performance and identify
the different types of business and technological capabilities of manufacturing SMEs in India
(Rahman & Kavida, 2018). Hence, this research would adopt the firm performance definition
by (Anwar & Shah, 2021).

Furthermore, firm performance is demonstrated by the prospective profits from the use
of intangible resources in their business activities (Kengatharan, 2019). Similarly, there is
evidence that firm performance is primarily determined by many factors, including the
efficient use of manufacturing capabilities and networking capabilities (Rahim & Zainuddin,
2019). As a result, more profitability will be necessary for the firm to succeed in its sector.
According to previous research, TICs (manufacturing capability and networking capability) and
digital capability, as well as external and internal variables including competition,
infrastructure, and technology, are the primary determinants of firm's performance (Rahim
& Zainuddin, 2019; Yasa, 2019).

Research Design and Methods

Prior studies have identified design and layout as one of the firm's aspects, but the
manufacturing industry's physical environment also comprises its system design and layout
(Rehman et al., 2019). The design/layout of a workplace aids consumers in orienting
themselves, learning and navigating signals, and obtaining personal impressions and influence
(Bitner, 1992). As a result, some factors impact customers' attitudes toward product suppliers
in manufacturing environments (Bitner, 1992). A comprehensive literature review was also
used to produce this conceptual paper. Furthermore, the literature review was synthesized
based on scholarly literature relevant to two dimensions of TICs (manufacturing capability
and networking capability), as well as digital capability and its influence on firm performance,
as shown in the figure (Figure 2).

Manufacturing |
Capability g <
Networking H: k"*-‘-.,_,_. Firm
Capability Performance
Hs
Digital
Capability

Figure 2: Conceptual Framework

Three hypotheses will be developed in the current conceptual paper to examine how
the variables relate to firm performance. Additionally, a quantitative technique (based on
surveys) may have been employed by future researchers to gather the study's data. Similarly,
the research framework was supported by the resource-based view (RBV) and dynamic
capability theory (DCT) theory. A robust, consistent technique for performing a systematic
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review was used during the conceptual paper approach. In the future, the quantitative
method may be used to empirically test the suggested conceptual framework.

Manufacturing capability and Firm Performance

Manufacturing capability maintains a high degree of organizational strategy in terms of
productivity, quality, lead times, and flexibility (Nurcahyo & Wibowo, 2015). Moreover, a
knowledgeable firm with experienced personnel will perform better because they use their
skills, knowledge, and creativity more effectively. In addition, the adequate flow of high-
quality design information (value-added) to stakeholders is managed by a group of
dependable organizational policies and procedures under this expertise (Zhang et al., 2011;
Zhao et al.,, 1999). The most significant element of a manufacturing firm's essential and
primary operational capability is manufacturing capability (Kumar et al.,, 1999).
Manufacturing capability has attained strategic capability during manufacturing (Roth &
Velde, 1991).

According to Skinner (1969), manufacturing capability is the key to building excellent firm
performance. Manufacturing can give businesses a significant competitive advantage. These
attributes can be applied to achieve manufacturing performance in terms of cost, quality, and
time. Manufacturing capability is the main operational capability in manufacturing companies
and is the operational capability in the dynamic capability framework (Zhao et al., 1999). The
main issue with the "manufacturing capability required" part is how to represent
manufacturing processes, resources, the limits put on them, and their linkages (Molina et al.,
2005). Five categories such as quality, cost, delivery, flexibility, and innovation are used in
operations management literature to categorize manufacturing capabilities (Ward et al.,
1995). An organization can increase its manufacturing capabilities by purchasing new
machinery and technology. Despite this, it places minimal focus on enhancing its
infrastructures, such as its planning, measurement systems, and staff policies (Hayes &
Preacher, 2014; Wheel Wright, 1984).

Manufacturing capability is positively related to firm performance, as an increasing
number of efficient employees improves overall performance (Gupta & Shri, 2018; Ribau et
al., 2017; Saunila, 2020). In addition, previous research has also found that manufacturing
capability improves firm performance (Fernando et al., 2019; Liu & Yang, 2020). According to
Cleveland et al (1989) manufacturing competence is a capability that allows manufacturers to
implement a product or market-specific business strategy. In recent years, a company's high-
level manufacturing capability has become a requirement in globalization trends.
Manufacturing capability leads to increased efficiency in areas such as operational
effectiveness, asset return on investment, and firm competitiveness (Rahim & Zainuddin,
2019; Sahoo, 2019). Furthermore, manufacturing capability leads to increased efficiency in
financial performance (Darus et al., 2018). According to the research article and debate, there
is a link between manufacturing capability and firm performance. This study assumes that a
firm's performance will improve as its production capacity grows. Based on this discussion,
the following hypothesis was developed:

Hi: Manufacturing capability has a positive relationship with firm performance.
Networking capability and Firm Performance

The term "networking capability" describes the firm's and its shareholders' cooperative
relationships and marketing power (Mokhtarzadeh et al., 2020). A comprehensive strategy
called network capability helps to create a business, manage, and grasp opportunities through
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delightful connections and partnerships (Vesalainen et al., 2014). These networks, links, and
relationships contributed to the improvement in performance by marketing oriented in
reducing localized obstacles (Khan et al., 2020; Nakos et al., 2019; Phuyal et al., 2020).
Moreover, it is the ability of an organization to obtain, produce, and utilize both internal and
external organizational interactions (Zacca et al., 2015). Furthermore, developing networking
capabilities is advantageous for firms and linked to better performance (Ganguly, 2021; H.
Gupta et al., 2017; Ravichandran, 2018; Tajvidi & Karami, 2021). The capacity to connect to a
network is essential for businesses, especially for enterprising SMEs, since it includes the
influence of the development of both new and active business procedures. Therefore, SMEs
are supported by networks at every stage of growth to achieve sustainable growth and
competitive advantage (Cristofer Baierle et al., 2020; Kumara et al., 2020).

Previous research on networking capability has provided a wide range of networking
capability prospects, such as integrating strategic and operational procedures to achieve
network achievement (Arasti et al.,, 2021; Mokhtarzadeh et al., 2020), collective learning
(Fosss, 1999), network partnership (Walter et al., 2006) and creating new networks (Parida et
al., 2017). Thus, managing external and internal relationships is essential for a firm's success
because it can initiate the firm's network, which improves performance by bringing in
expertise from partners or rivals outside the firm.

Due to function well and survive, developing network capability is crucial (Parida et al.,
2017). Moreover, firm performance is improved by enhancing knowledge management, cost
control, innovation, reputation, and organizational awareness (Abbas et al., 2019; Hilmersson
& Hilmersson, 2021). Moreover, networking capability has been studied by various
researchers (Abbas et al., 2019; Cenamor et al., 2019; Parida et al., 2017; Zacca et al., 2015)
they found that networking capability could represent processes or approaches to perform a
specific activity that rivals cannot easily imitate.

Firms with networking capabilities may increase profitability while decreasing in
operating costs (Park et al., 2001). Past research has found a link between networking
capability and firm performance (Ganguly, 2021; Gupta et al., 2017; Ravichandran, 2018;
Tajvidi & Karami, 2021). Based on the literature review and discussion, there is a positive
relationship between networking capability and firm performance. This research posits that
when the firm networking capability increases, its performance will be more significant. Based
on this discussion, the following hypothesis was developed:

H.: Networking capability has a positive relationship with firm performance.

Digital Capability and Firm Performance

The term "digital capability" refers to a company's business practices, organizational
culture, office environment, and quick market response (Saputra et al., 2021). In order to
produce a product or service with rich knowledge in the information system that is converted
into valuable resources, a company would need to use robust processes and cutting-edge
technologies (Shaikh et al., 2021). These processes would give strong digital capability and
superior firm performance. Despite this, the capabilities, and some skills, such as digital
proficiency and technology integration skills, are harder to imitate (Gupta & George, 2016;
Teece, 2014). Thus, to enhance the availability of internal resources, a firm needs technical
flexibility (Kook et al., 2017).
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Thus, a firm is required to investigate alternative tactics, one of which is to create plans
to enhance performance using current technologies and foresight into emerging ones, with
the performance serving as a necessary step for sustainable innovation (Kook et al., 2017).
Likewise, an essential element for achieving business success is dynamic capability, which
includes digital capabilities. Whether a company can research and use digital technology
significantly impacts its ability to succeed in digitalization (Khin & Ho, 2018). The ability of a
firm to develop new products and related processes would be seen as being based on
technology (Miller & Breton-Miller, 2005). Digital capability is not just about technological
aptitude while being tied to it. Moreover, it also has to do with human resources' capacity to
stimulate collaboration and innovation using digital technologies (Saputra et al., 2021).
Since, it affects the company more externally than any other capability component, previous
research has claimed that digital capability is the most complex component overall (Alves et
al., 2020; Nasiri et al., 2020). Additionally, a recent study has revealed that digital capability
is measured by several composite indicators of quantitative methods, which play a significant
role and have a good income (Khin et al., 2018). Past research has found a positive relationship
between digital capability and firm performance (Gupta & Shri, 2018; Sahi et al., 2020; Smriti
& Das, 2018). This research posits that its firm performance will be more significant when the
digital capability increases. Based on this discussion, the following hypothesis was developed:

Hs: Digital capability has a positive relationship with firm performance.
Underpinning Theories

RBV theory helps to distinguish between resources produced by the organization and
those that can be acquired from markets (Anand et al., 2002). Meanwhile, Jabbour et al.
(2017) argued that RBV has continued to act as a theoretical pillar in figuring out how
organizations' performance has expanded. According to this theory, the firm's resources are
both tangible and intangible assets that are broadly related to the firm (Wernerfelt, 1984).
The main premise of RBV theory is that organizations can gain a competitive advantage by
focusing their internal and external resources on technological skills, knowledge, capacities,
and competencies (Barney, 1991; Barney, 1986; Wernerfelt, 1984). These valuable and
distinctive resources are the primary source of a sustainable competitive advantage and
sustained higher performance (Barney & Hesterly, 2015). Scholars have long emphasized the
growing significance of internal resources as sources of the competitive advantage (Wright et
al., 2001).

Thus, the RBV theory proposes that firms fully prepared to match and spend resources
on a particular set of practices can skillfully enjoy excellent productivity. Based on the
literature review, manufacturing capability, networking capability, digital capability, and
organization learning are grounded in the (RBV) theory (Arokodare & Asikhia, 2020; Burt &
Soda, 2021; Clulow et al., 2003; Rozaq et al., 2020; Sminia et al., 2019). On this basis, this
research adopted the RBV theory as its underpinning theory for the relationship between the
research is independent variables and firm performance.

The RBV theory is a practical application and resource allocation to convert short-term
competitive advantages to long-term competitive advantages (Chan et al., 2004; Halawi et al.,
2005; Othman et al., 2015). The least amount of commitment was needed on the part to the
company to commit the product's success by understanding the firm's market-specific actions
(Wernerfelt, 1984). Matching a firm's resources to a specific program creates product success
and improves performance. Consequently, resources and combined resources must be
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guarded to avoid simple access to the open market for a corporation to have enduring
competitive advantages (Lavie, 2006).

Resource-Based View Theory and Manufacturing Capability

Manufacturing capability allows manufacturers to implement a product or market-
specific business strategy (Gupta & Singh, 2020). Several past research has used RBV theory
to connect manufacturing capability's effect on the firm's performance through competitive
advantages. Past studies have found that manufacturing capability creates competitive
advantages and increases firm performance (Corbett & Claridge, 2002; Leung & Lee, 2004;
Nurcahyo & Wibowo, 2015). Thus, the RBV theory asserts that enterprises can use various
resources to perform better and maintain long-term sustainability. Therefore, a firm's
sustainability depends on creating new resources, growing existing capital, and developing
remarkable ability (Lei et al., 2021; Surya et al., 2021). In addition, manufacturing capability
improves in resolving the standard learning style, avoids information inconsistency, and
provides users with more ideal alternatives to decide, all of which assist the firm gain
competitive advantages (Leung & Lee, 2004; Linder, 2019). Most of the researchers have used
RBV theory regarding manufacturing capability, such as Chavez et al. (2017).

Resource-Based View Theory and Networking Capability

The study of networking capability in a larger global context in the future will likely be
a valuable addition to capability research (Yang et al., 2022). Additionally, essential resources
that are rare, distinctive, and irreplaceable, like networking capabilities, may be the primary
tool for competitive advantages in a business and produce a high level of performance (Burt
& Soda, 2021; Fink & Neumann, 2009; Mitrega et al., 2017). RBV theory emphasizes that the
effective use of resources to link capabilities helps companies to create efficient processes or
procedures, increase the effectiveness of product development and ultimately improve
output and operational or financial performance (Burt & Soda, 2021; Fink & Neumann, 2009;
Mitrega et al., 2017). Firms build expertise incorporated in the communication networks and
consumer interactions in performing business (Anwar & Shah, 2021; Tsai, 2001). In order to
add considerable value to organizations and increase the chance of gaining competitive
advantages, a set of shared values could be established (Liu & Yang, 2020).

Dynamic Capability Theory and Digital Capability

The most effective innovation framework for describing digital capability may be the
DCT. DCT aims to combine and reorganize available funds (Teece et al., 1997). DCT is unique
from innovation frameworks because it takes a process-based approach technologically ((Lin
et al., 2014; Roberson et al.,, 2017). Consequently, through advanced analytics, and the
Internet of Things, businesses can develop and maintain their dynamic capabilities (Munir et
al., 2022). Therefore, companies can use their abilities to either take advantage of the
available resources or research new avenues for conducting business in the digital economy.
While exploitation concentrates on reshaping already-existing resources such as staff and
equipment, exploration focuses on innovation and new technologies (Gupta & Gupta, 2019;
Wang et al., 2022). Based on the speculation of the DCT theory, this research explains digital
capability enhances the firm performance, which helped the developed conceptual model of
digital capability, which presents new factors and outlines the prospects for future scenario
analysis of the digital economy.
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Design/methodology/approach

The conceptual paper was created by carefully examining journal articles, conference
materials, conference proceedings, and books associated with the subject topic and
keywords. Based on the size of the literature review and the variances between the studies,
the following theoretical framework was created (Figure 2). TICs and digital capabilities have
been found in previous research to positively impact firm performance, according to the
literature evaluation. Thus, when the TICs and digital capability activities increase; this will
also improve the manufacturing SME firm's performance.

Results and Discussion

The conceptual paper was created by carefully examining journal articles, conference
materials, conference proceedings, and books associated with the subject topic and
keywords. Based on the size of the literature review and the variances between the studies,
the following theoretical framework was created (Figure 2). According to the literature
review, TICs and digital capabilities have been found in past research to positively impact firm
performance. Thus, when the TICs and digital capability activities increase; this will also
improve the manufacturing SME firm's performance.

Integrative Framework

Previous studies suggest that TICs play a critical role in SMEs, which are usually
characterized by a lack of resources. According to Rahim and Zainuddin (2019) SMEs should
concentrate on TICs (and its constituent aspects) as a method to overcome their scale-related
limitations and produce recognizable strategic value. However, in this sort of organization,
several variables might contribute to the development of TICs as well as the creation,
systematization, and sharing of knowledge, especially in the manufacturing sector. The
manufacturing formation process of SMEs, the organizational context of such companies and
their networks, the competitive strategies of SMEs and/or networks, and SMEs' values sharing
of knowledge inside and outside the SMEs are among the main factors highlighted by the
literature as more significant.

The study of non-physical factors in Indian manufacturing industries, particularly in
SMEs, has significantly increased in recent years. As a result, there are more manufacturing
sectors than ever before, and fortunately, this is the situation for the fastest-growing industry
among those that experts have ignored. Additionally, the bulk of research on TICs and digital
readiness in Indian SMEs has a strong focus on the service sector while disregarding other
industries that make substantial contributions to the GDP of the nation (Singh et al., 2023).

This conceptual paper also highlights the significance of TICs and digital capability for
the performance of SMEs in India. This conceptual paper will add to the understanding of the
link between TICs, digital capability, and firm performance in the management area. Owners
and managers of manufacturing SMEs in India may find this paper useful in gaining a deeper
comprehension of the connection between TICs, digital capability, and firm performance as
well as in learning how to make the most use of their available resources. However, adopting
new manufacturing capabilities, networking capabilities, and digital capabilities in a firm can
have numerous benefits (Ferreira et al., 2019). The desired outcome of this conceptual paper
is to discover a positive relationship between the research variables and firm performance,
which might ultimately lead to a conclusion on the significance of TICs and the investment in
digital capabilities in a firm. Moreover, previous research has been validated in boosting the
firm's performance and fostering better relationships with clients and stakeholders.
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Implications of the study

This paper provides an impetus for SME owners/managers and the government of
India to give greater and renewed focus to the aspects of firm performance and its
influencers. Based on the past studies' findings, this study can argue that manufacturing
capability, networking capability, and digital capability are important antecedents of firm
performance. The conceptual framework has not been empirically examined, despite its
significance. Future studies may have considered additional influencing variables such as
organizational learning. Future research may consider the effects of other independent and
moderating variables and experimentally test them. Additionally, this paper reveals how the
link between manufacturing, networking, digital capabilities, and firm performance. Future
studies may compare the TICs and digital capabilities of SMEs in India regarding
environmental issues including environmental performance.

Conclusion

The two TICs (Technological Innovation Capacity) aspects of manufacturing and
networking, as well as the digital capability and its effect on firm performance, are the key
points of this conceptual paper. A high focus on TICs and digital capability in Indian SMEs
would also encourage other businesses to effectively use those firms' resources. In addition,
it described how these tactics for enhancing manufacturing capability, networking capability,
and digital capability might be applied to provide higher performance. To achieve higher
performance, businesses should fully utilize their resources. Consequently, by examining the
market's competitive system and rapidly evolving trends, manufacturing SMEs require a
variety of strategies to provide them with a stronger competitive advantage in manufacturing
better products or services to fulfil the demands of customers.
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