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Abstract 

This study explores the role of digital leadership and digital capabilities in 
improving employee dynamic capabilities and employee digital performance in the 
micro, small, and medium enterprise (MSME) sector in Indonesia. With an 
integrative approach, this study tests the relationship between these variables using 
a theoretical model based on quantitative methods. The results of the study show 
that digital leadership has a significant influence in creating an adaptive and 
collaborative work culture, while employee digital capabilities increase innovation 
and productivity. Employee dynamic capabilities were found to be a key mediator 
that strengthens the relationship between digital capabilities and employee digital 
performance. This study provides theoretical contributions by integrating these 
variables in the context of MSMEs and offers practical implications for MSME 
leaders in optimizing digital technology for business sustainability in the era of 
digital transformation. This study also underlines the need for strategic policies and 
training that support digitalization to improve the competitiveness of MSMEs. 
 
Keywords: Digital leadership, digital capabilities, dynamic capabilities, digital 
performance, MSMEs. 

 
 

 
INTRODUCTION 

The era of digital transformation has presented various opportunities and challenges for 

organizations, including micro, small, and medium enterprises (MSMEs). (ILO, 2021) As one of 

the sectors that plays an important role in the Indonesian economy, MSMEs contribute more than 

60% to gross domestic product (GDP) and absorb most of the national workforce. However, 

amidst rapid technological developments, MSMEs face pressure to continue to adapt and integrate 

digital technology into their business processes. (Kesa & Pranita, 2021) The ability to manage 

digital technology well is not only a competitive advantage but also a basic need to maintain 

sustainability amidst increasingly fierce global competition. 

One important aspect in the success of digital transformation is digital leadership. Digital 

leadership is defined as the ability of leaders to utilize digital technology in directing organizations, 

inspiring teams, and creating a work culture that is adaptive to technological change (Ly, 2024) . 

Leaders with high digital capabilities can recognize the potential of technology to improve 

operational efficiency, design innovative strategies, and encourage employees to adapt to changes 

in the business environment. Previous research by Gui fang showed that digital leadership has an 

important role in driving innovation and creating a collaborative work environment (Coraci & 

https://ejournal.iainpalopo.ac.id/index.php/alkharaj


Al-Kharaj: Journal of Islamic Economic and Business 
P-ISSN: 2686-262X; E-ISSN: 2685-9300 

 

https://ejournal.iainpalopo.ac.id/index.php/alkharaj                                       493 

   

Abulrub, 2021) . Leaders who are able to provide technology-based strategic direction often 

succeed in improving organizational performance, including in the MSME sector. 

In addition to digital leadership, employee digital capabilities also play an important role in 

the success of digital transformation. Digital capability refers to an individual's ability to use digital 

technologies effectively in carrying out professional tasks. (Tanniru, 2018) . This includes an 

understanding of current technologies, the ability to identify digital opportunities, and skills in 

developing technology-based solutions (Wang, Niu, et al., 2024) . Emphasizing that employee 

digital capabilities directly contribute to increased productivity, innovation, and organizational 

competitiveness. In the context of MSMEs, where resources are often limited, employees with 

good digital capabilities can be a strategic asset to support efficient and innovative operations. 

Digital capabilities are also closely related to employee dynamic capabilities. The concept 

of dynamic capabilities refers to the ability of an organization or individual to adapt to 

environmental changes, respond to new opportunities, and develop innovation (Carnahan et al., 

2010) . In management research, dynamic capabilities are often considered as one of the main 

factors determining the success of an organization in a dynamic environment. Research by Wang, 

Mansor, et al., (2024) . Shows that digital capabilities can strengthen employee dynamic capabilities, 

including sensitivity to change, ability to adapt, and ability to create innovative solutions. In the 

context of MSMEs, employee dynamic capabilities are important to face challenges such as 

changes in customer preferences, competitive pressures, and technological developments. 

In addition, digital transformation also has a direct impact on employee digital 

performance. Digital performance refers to employees' ability to complete their tasks by leveraging 

digital technologies, including big data analytics, process automation, and digital innovation. (Chen 

& Kim, 2023) .  Previous research has found that employee digital performance is not only 

influenced by individual abilities but also by a supportive work environment, including the role of 

digital leadership. Leaders who are able to create a technology-based work culture often succeed 

in improving their employees' digital performance (Huu, 2023) . 

However, despite the many studies on digital leadership, digital capabilities, and dynamic 

capabilities, most of these studies focus on large companies or high-tech sectors. Research on the 

role of these variables in the context of MSMEs is still relatively limited, especially in developing 

countries such as Indonesia (Aminullah et al., 2024) . In addition, previous studies tend to examine 

these variables separately without integrating them into one conceptual model (Garaigordobil, 

2015) . Therefore, there is a gap in the literature that needs to be filled to understand how digital 

leadership and digital capabilities can compromise (Patria et al., 2023) . contribute to dynamic 

capabilities and employee digital performance in the context of MSMEs (Sasmoko et al., 2019) . 
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The novelty of this study lies in the integrative approach used to examine the relationship 

between digital leadership, digital capabilities, employee dynamic capabilities, and employee digital 

performance in one theoretical model (Ly, 2024) . This study also uses an empirical approach with 

a focus on MSMEs as the main unit of analysis. Thus, the results of this study are expected to 

provide new insights into how MSMEs can optimize digital technology to improve the capabilities 

and performance of their employees (Soegoto et al., 2020) . In addition, this study also provides 

practical contributions by providing strategic direction for MSME leaders in facing the challenges 

of digital transformation.  

This study aims to explore how digital capabilities contribute to improving employee digital 

performance. The novelty of this study lies in the integrative approach used to test the relationship 

between digital leadership, digital capabilities, employee dynamic capabilities, and employee digital 

performance in one theoretical model. This study also uses an empirical approach with a focus on 

MSMEs as the main unit of analysis (Sasmoko et al., 2019) . Thus, the results of this study are 

expected to provide new insights into how MSMEs can optimize digital technology to improve 

the capabilities and performance of their employees. In addition, this study also provides practical 

contributions by providing strategic direction for MSME leaders in facing the challenges of digital 

transformation. improving the dynamic capabilities of employees in MSMEs (Nurhidayati, 2020) . 

METHODS 

A. Population and Sample 

Based on the analysis results, the majority of respondents were women (71%) under 25 years 

old (70%) with a Bachelor's degree (S1) (61.8%), who managed MSME businesses especially in the 

"Other" (37.9%), "Trade" (24.1%), and "Culinary" (23.7%) categories, with a business turnover of 

between IDR 1,000,000 to IDR 5,000,000 (42.2%) and tended to use general social media (66.1%) 

for business activities during the day (37.7%) for 1-2 hours per day (29.6%). 

Table 1. Domocratic Characteristics of Respondents 

Variables 
Percentage 
(%) 

Variables Percentage% 

Gender Types of MSME businesses managed 

Man 66 ( 0.28 %) Service 25 ( 10.8 %) 

Woman 165(0.71 % ) Culinary 55 (23.7 % ) 

  Trading 56 (24.1 % ) 

  Manufacturing 8 (3.4 % ) 

  Another 88 (37.9 % ) 

Age  Business Turnover 

<25 years 162 ( 0.70 %) < Rp.500,000 88 (37.9 % ) 

25-35 years old 51 ( 0.22 %) Rp.1,000,000 - Rp.5,000,000 98 (42.2 % ) 

35-45 years old 14 ( 0.6 %) Rp.6,000,000 - Rp.10,000,000 38 (16.4 % ) 

45> years old 0 (0%) Rp.11,000,000 8 (3.4 % ) 
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Level of education 
The times you usually use Social Media are 
for 

JUNIOR HIGH 
SCHOOL 

1(0.4 % ) business activities in one day 

High 
School/Vocational 
School 

55 (23.6 % ) Morning (06:00 - 10:00) 57 (23.1 % ) 

Diploma (D3) 19 (8.2 % ) Afternoon (10:00 - 15:00) 93 (37.7 % ) 

Bachelor degree) 144 (61.8 % ) Afternoon (15:00 - 18:00) 47 ( 0.19 %) 

Master (S2) 2 ( 0.9 %) Evening (18:00 - 00:00) 47 (182%) 

Use of social media for business 
activities in one day   
 

  
< 1 hour 68 (29.2 % ) Social media 158(66 .1 %) 

1 > 2 hours 69 (29.6 % ) Shopee 57(23.8 % ) 

2 > 3 hours 64 (27.5 % ) Shop Pedia 20( 8.4 %) 

3>4 hours 32 (13.7 % ) Lazada 4(1.7 % ) 

    
B. Items and measurement scales 

In quantitative research, measurement and scale are important components that often affect 

research results. To ensure accuracy, measurement items must accurately describe the concept of 

the construct being studied (Hamid et al., 2022) . Previous empirical research usually reuses the 

same measurement items. Using existing measurement items is usually considered more efficient 

than creating new items given the difficulty of creating new scales (Latan et al., 2021) . (KD)Digital 

Leadership, (KPG )Digital Capability , (KDS)Digital Capability, (KDG)Digital performance . 

measured using a seven-point Likert scale ranging from 1 (strongly disagree) to 7 (strongly agree). 

Table 2. Measurement items 

Construction Loading 

Digital capabilities (KPG)) . Adapted from Bongiorno & Giorgio, 2018  
Acquiring Key Digital Technologies 0.784 

Identifying New Digital Opportunities 0.831 

Responding to Digital Transformation 0.863 

Mastering the Latest Digital Technology 0.838 

Developing Innovative Products/Services/Processes with Digital Technologies 0.795 
Digital Leadership (KD) Adapted from Guifang Wang, Zuraina Dato Mansor, and Yee 
Choy Leong, 2024  
Recognition of Competence and Individual Networks 0.849 
Trust in Employees 0.844 
Provision of Required Information 0.861 
Leaders as Mentors and Learning Coaches 0.860 
Openness to Criticism, Input, and New Ideas 0.875 
Leaders' Self-Confidence in Ability 0.836 
Dynamic Capability (KDS) Adapted from Guifang Wang, Zuraina Dato Mansor, and Yee Choy Leong 
2024 
Sensitivity to Change 0.792 
Adaptation to Change 0.790 
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Sensitivity to Problems 0.819 
Problem Solving and Innovative Approaches 0.825 
Innovative Approaches to Problem Solving 0.845 

Self-development 0.862 

Digital Performance(KDG) Adapted from Guifang Wang 2024  
Solving Work Problems with Big Data Analysis 0.850 
Time Saving in Task Completion through Big Data Analysis 0.859 
Improving Work Quality through Big Data Analysis 0.794 
Innovation to Improve Business Performance or Product/Service Quality through Big 
Data Analysis 0.722 
Creative Solutions to Assignment Problems through Data Analysis 0.860 
Creative Solutions to Assignment Problems through Data Analysis 0.810 

C. Data Collection Procedure 

 This study collects data through several steps. First, after receiving the questionnaire, the 

researcher retranslated the contents of the questionnaire (Table 2). We conducted a pilot test on 

the final version of the questionnaire by distributing it to fifty people for initial data analysis. This 

method takes into account measurement errors in survey methods, such as method bias, response 

bias, and social desirability bias, to improve the quality of the survey and reduce potential biases 

that could compromise the validity of our research results (Latan et al., 2021) and to ensure that 

participants understand the questionnaire (Fulton & Kibby, 2017) . Second , we conducted the 

main research by sending questionnaires via social media and direct distribution and then sending 

notifications via text to respondents. This method is widely considered one of the most effective 

ways to reach a large number of respondents at a low cost in a short period of time (Hamid et al., 

2022) . We sent text messages via social media to respondents every day during the study to remind 

them and increase the number of responses. We also assured respondents that we would not reveal 

their names and identities to maintain the confidentiality of their data. We collected data from July 

2024 to November 2024. 

RESULTS AND DISCUSSION 

Table 3. Reliability, convergent and discriminant validity  

Construction   1 2 3 4 5 

Digital Leadership (DLE) (1) 0.892 0.729 0.854 0.757 0.782 

Digital capabilities (KPG) (2) 0.677 0.833 0.870 0.731 0.757 

Dynamic capabilities (KDS) (4) 0.812 0.825 0.668 0.817 0.775 

Digital Performance (KDG) (5) 0.845 0.850 0.855 0.676 0.822 

               

Note: Values on the diagonal in bold are the square root of the Average Variance Extracted 
(AVE) of each factor. Values below the diagonal are correlations between factors, and values 
above the diagonal are HTMT 1 Heterotrait-Monotrait ratios; criterion confidence interval does 
not include 1; HTMT90 – Henseler et al. (2015) 
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The assessment criteria for the structural model (inner model) using SEM-PLS are (i) R-

square for the dependent construct and (ii) bootstrapping procedure (t value >1.96 and 

significance level = 5%) to determine the significance value. The following are the results of the 

structural model assessment (inner model) through the bootstrapping procedure to test the 

hypothesis proposed in this study as presented in Table 4.  

The structural model or inner model is evaluated by looking at the percentage of variance 

explained by looking at the R 2 Square value and the Q 2 value for the dependent latent construct. 

According to (Latan et al., 2021) , the R 2 Square rule of thumb with a value of 0.75 is categorized 

as strong; 0.50 is moderate, and 0.25 is categorized as weak. The rule of thumb value for Q 2 > 0 

indicates that the model has predictive relevance, and the rule of thumb value for Q 2 < 0 indicates 

that the model has less predictive relevance. From the analysis (Table 4), the R 2 Square value for 

the Dynamic Capability construct  is 0.605, which means that the variability of Dynamic Capability 

, which can be explained by the variables of digital capability quality and digital leadership, quality. 

On the other hand, the R Square value of the Digital Performance construct is 0.639, which means 

that the variability of Digital Performance that can be explained by the Dynamic Capability variable 

is 0.639 and is included in the moderate model category. For the Q2 value, Dynamic Capability is 

0.642> 0, and Digital Performance is 0.600> 0, which means that the model has predictive 

relevance.  

Evaluation of significance value by looking at the path coefficient value from the test results 

with Partial Least Square (PLS) and with bootstrapping calculations (Table 4). From the path 

coefficient results, it can be seen that for (H1), Digital Leadership has a positive and significant 

effect on Dynamic Capabilities ( β = 0.490; p <0.00). For (H2) , digital leadership has a positive 

and significant effect on Digital Performance (β = -0.279; p> 0.05). For (H3), digital capability has 

a positive and significant effect on Dynamic Capabilities (β = 0, ;361 p <0.00). for (H4), digital 

capability has a positive and significant effect on Digital Performance (β = 0.197; p> 0.045). 

Furthermore, for (H5), Dynamic capabilities have a positive and significant effect on Digital 

Performance (β = 0.408; p <0 ,00 ). 

Table 4. Hypothesis testing 

Hypothesis Connection 
Coefficien
t 

T R2 Q2 
p-
Value 

Decision 

    Track 
Statistic
s 

Square       

Immediate effects       

H1 KD→KDS 0.49 5,473   0.000 Supported 

H2 KD→KDG 0.279 2,825   0.005 Supported 

H3 KPG→KDS 0.361 4,472   0.000 Supported 

H4 
KPG→KD
G 

0.197 2,007   0.045 Supported 

H5 
KDS→KD
G 

0.408 4,147   0.000 Supported 

Indirect effects       

 KD→KDG 0.200 2,966   0.003 Supported 

 DC→EDP 0.147 3,231   0.001 Supported 
 KDS   0,605 0,642   

 KDG   0,639 0,600   

Efek Total       
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(KD)Digital Leadership, (KPG )Digital Capabilities , (KDS)Dynamic Capabilities, 

(KDG)Digital performance 

DISCUSSION 

This study comprehensively identifies and evaluates the role of digital leadership and digital 

capabilities in enhancing employee dynamic capabilities and employee digital performance in the 

micro, small, and medium enterprises (MSMEs) sector (Coraci & Abulrub, 2021) . The results 

provide important insights into how these variables influence each other and contribute to the 

success of MSME digital transformation (Buteau, 2021) .  

The Influence of Digital Leadership on Employees' Dynamic Capabilities and Digital 

Performance 

This study reveals that digital leadership has a significant influence on employee dynamic 

capabilities (β=0.49 This study comprehensively identifies and evaluates the role of digital 

leadership and digital capabilities in improving employee dynamic capabilities and employee digital 

performance in the micro, small and medium enterprises (MSMEs) sector. The results provide 

important insights into how these variables influence each other and contribute to the success of 

MSME digital transformation (Buteau, 2021) . 0, p<0.05) and employee digital performance 

(β=0.279, p<0.05). Leaders with strong digital capabilities can provide strategic direction that not 

only motivates employees but also creates a work culture that is more adaptive to technological 

change. This is in line with the Transformational Leadership theory which emphasizes that 

visionary and innovative leaders can inspire employees to adapt quickly to the challenges of a 

dynamic environment (Grin et al., 2018) . In the context of MSMEs with limited resources, digital 

leadership becomes increasingly important to ensure that technology can be used optimally to 

support business growth . 

Furthermore, leaders with high digital competence are able to form a work culture that is 

oriented towards collaboration and innovation. In an organization, collaboration is key to 

generating new ideas that can overcome challenges arising from rapid technological change (Sikora, 

2017) . Leaders who facilitate efficient technology adoption and encourage employees to explore 

creative solutions will accelerate the digital transformation process in the organization (Cortellazzo 

et al., 2019) . Therefore, digital leadership is not only about implementing technology, but also 

 KD→KDS 0,490 5,473   0.000 Didukung 

 KD→KDG 0,479 5,105   0.000 Didukung 
 KPG→KDS 0,361 4,472   0.000 Didukung 

 KPG→KD
G 

0,490 5,473   0.000 Didukung 

  
KDS→KD
G 

0,408 4,147     0.000 Supported 
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facilitating the cultural changes needed to support digitalization. In addition, research results show 

that leaders who have a deep understanding of digital technology tend to be more successful in 

guiding organizations through digital transformation. In MSMEs, where leaders are often also 

involved in day-to-day operations, their ability to understand and implement technology can 

directly affect digital performance and employee adaptation. This makes digital leadership a key 

factor contributing to the long-term performance and sustainability of MSME businesses in the 

digital era. 

Digital Capabilities as a Driver of Innovation and Productivity 

Employees' digital capabilities play an important role in improving their dynamic 

capabilities and digital performance (Huu, 2023) . The results showed that digital capabilities have 

a positive effect on employees' dynamic capabilities (β=0.361, p< 0.05 ) and digital performance 

(β=0.197, p<0.05). This supports the Task-Technology Fit theory which states that the fit between 

individual capabilities and the technology used will increase work efficiency and effectiveness. With 

good digital capabilities, employees are not only more adaptable to new technologies but can also 

produce innovative solutions that support operational growth and efficiency (Park & Kim, 2020). 

Digital capabilities enable employees to respond quickly to technological changes, as well 

as identify and leverage digital opportunities to increase productivity. In the context of MSMEs, 

developing digital capabilities is important, because increasingly developing technology requires 

employees who are able to utilize it to generate added value. Employees with strong digital 

capabilities can introduce more efficient processes, increase innovation, and even create new 

products or services that can expand the market share of MSMEs (Soegoto et al., 2020) . Therefore, 

investing in developing employee digital capabilities is a strategic step for MSMEs to be able to 

compete globally. Improving digital capabilities not only improves individual performance but also 

has a direct impact on the entire organization (Devi & Dr. S. Ramachandran, 2011) . Employees 

who have the ability to master and apply new technologies can speed up work processes, reduce 

errors, and improve output quality. This creates higher efficiency, and allows MSMEs to be more 

responsive to changing market needs and consumer demands. Therefore, MSMEs must consider 

digital capabilities as a strategic asset that can increase their competitiveness in the digital era. 

Dynamic Capabilities as Strategic Mediators 

Employee dynamic capabilities were shown to play a significant mediator role in the 

relationship between digital capabilities and employee digital performance (β=0.408, p<0.05 ) . 

According to the Dynamic Capabilities Framework, the ability to adapt to change and create 

innovation is critical in determining organizational success. Dynamic capabilities include 

employees' ability to recognize environmental changes, develop innovative solutions, and respond 
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quickly to emerging challenges (Schulze & Pinkow, 2020) . In this study, dynamic capabilities were 

found to be a mediator that strengthens the relationship between digital capabilities and digital 

performance, indicating that employees with high dynamic capabilities tend to have better digital 

performance (de Wetering, 2018) . 

The importance of dynamic capabilities in the context of MSMEs is the ability to adapt 

quickly to continuous changes, such as changes in customer preferences or new technologies 

(Hermawati & Gunawan, 2021) . Employees with strong dynamic capabilities can create innovative 

solutions that enable MSMEs to remain competitive, even when faced with limited resources. This 

study confirms that dynamic capabilities serve as a key to maintaining the flexibility and ability of 

MSMEs to survive and thrive in an uncertain business environment. In addition, dynamic 

capabilities also encourage a culture of innovation that is very important for the sustainability of 

MSMEs. Employees who have dynamic capabilities are not only able to adapt to existing changes, 

but can also create new ideas that focus on practical and strategic solutions (Zahra et al., 2006) . 

Therefore, the development of employee dynamic capabilities is an integral part of the sustainable 

MSME digitalization strategy, with the aim of creating an innovative and responsive work 

environment to market changes. 

Integration of Variables in the Context of MSMEs 

The findings of this study underline the importance of integration between digital 

leadership, digital capabilities, dynamic capabilities, and digital performance in the context of 

MSMEs. Each variable plays an important complementary role, and the integration of the four is 

key to the success of MSME digital transformation. Strong digital leadership not only helps create 

a strategic vision and direction but also shapes an organizational culture that supports employee 

adoption of technology (Korachi & Bounabat, 2019) . Leaders who have high digital capabilities 

are able to inspire employees to adapt to change and use technology to improve efficiency and 

innovation in the workplace. In the context of MSMEs that are limited in resources, the ability of 

leaders to utilize digital technology effectively can drive business growth and sustainability 

(Aminullah et al., 2024). 

Employees' digital capabilities are a key driver in enhancing their dynamic capabilities. 

When employees have strong digital skills, they can respond quickly to technological and market 

changes, and create innovative solutions to existing problems. This research shows that digital 

capabilities directly contribute to the enhancement of dynamic capabilities, which include the 

ability to adapt to change and create creative solutions. In a rapidly changing business environment, 

such as that faced by MSMEs, the ability to adapt and innovate is crucial. Therefore, developing 

digital capabilities among employees is an important investment for MSMEs to ensure their 
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competitiveness in the global market (Görzig et al., 2019) . In addition, employee dynamic 

capabilities serve as a mediator that strengthens the relationship between digital capabilities and 

digital performance. Employees who have high dynamic capabilities can more easily overcome 

challenges that arise due to technological changes or rapidly changing customer preferences. They 

are also better able to develop innovations that are relevant to market needs, which ultimately 

improves their digital performance. This study confirms that the integration of digital capabilities 

with dynamic capabilities will drive improved digital performance, which is critical to achieving 

operational efficiency and competitive advantage in the MSME sector (Islami et al., 2021) . 

Practical and Strategic Implications 

This study provides practical implications that are very relevant for MSMEs, especially in 

facing the challenges of digital transformation. MSME leaders are advised to adopt a technology-

based transformational leadership style . Leaders with good digital skills can create a work 

environment that supports collaboration and adaptation to technological changes (Karippur & 

Balaramachandran, 2022) . This can help improve organizational performance, as leadership that 

focuses on innovation and learning allows employees to be better prepared for change and utilize 

technology effectively. Given the resource constraints faced by many MSMEs, leaders with high 

digital skills can maximize the potential of technology without having to rely on large investments 

in infrastructure (Teng et al., 2022) . 

In addition, this study highlights the importance of investing in digital training for MSME 

employees. Employees with good digital capabilities have the ability to adapt quickly to new 

technologies, which in turn increases productivity and innovation. Therefore, MSMEs need to 

allocate resources for training that improves the digital skills of their employees. This training is 

not only related to mastery of digital devices or applications, but also the development of critical 

and innovative thinking skills in solving problems using technology. The implementation of this 

training will strengthen employees' digital and dynamic capabilities, as well as improve their 

performance in facing the challenges of a changing environment (Pawluczuk et al., 2020) . Policies 

that support digitalization are also very important for MSMEs. This study revealed that digital 

leadership and digital capabilities greatly affect the dynamic capabilities and digital performance of 

employees. Therefore, policymakers need to create policies that facilitate digitalization in MSMEs, 

such as tax incentives or subsidies for technology, as well as training and mentoring for small and 

medium entrepreneurs (Kusumawati, 2022) . This policy will help MSMEs to adapt more easily to 

technological developments and increase their competitiveness in the global market. In addition, 

the government sector needs to work with the private sector to provide platforms and resources 
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that enable MSMEs to optimize the use of digital technology, so that they can compete effectively 

in an increasingly digital market. 

Limitations and Future Research Agenda 

This study makes an important contribution to the understanding of the role of digital 

leadership, digital capabilities, and dynamic capabilities in the context of MSMEs, but there are 

several limitations that need to be considered. First, this study is limited to MSMEs in Indonesia, 

which have unique characteristics and challenges (Sasmoko et al., 2019) . Therefore, the results of 

this study may not be fully generalizable to the global context or to larger business sectors. 

Research in countries with more advanced levels of digitalization or in larger sectors may provide 

different results, so further studies that include MSMEs in other countries or more diverse sectors 

will provide more comprehensive insights (Aminullah et al., 2024) . 

Another limitation is the use of quantitative methods applied in this study, which focuses 

on the relationship between variables by measuring the variables numerically. This approach 

provides a more limited understanding of the deep dynamics between variables. Future research 

can adopt mixed methods that combine quantitative and qualitative to dig deeper into the 

mechanisms of influence between digital leadership, digital capabilities, and dynamic capabilities 

(Thordsen et al., 2020) . This approach will provide a broader view of how these factors influence 

employee digital performance in a more contextual manner. In addition, this study does not discuss 

external variables that can influence digital transformation in MSMEs, such as organizational 

culture, government support, or economic policies. These variables can play an important role in 

shaping the outcomes of digitalization in MSMEs, and exploring the influence of these external 

factors is highly relevant to increasing understanding of the success of digital transformation. 

Further research could also focus on exploring the impact of specific technologies such as artificial 

intelligence, big data analytics, or the Internet of Things (IoT), which have great potential in 

supporting the digital transformation of MSMEs. Integrating these technologies into a larger 

model will open up new directions in future MSME digitalization research (Buteau, 2021) . 

CONCLUSION  

This study concludes that digital leadership and digital capabilities have a significant 

influence on the dynamic capabilities and digital performance of employees in the MSME sector. 

Digital leadership has been proven to be able to create a work environment that is adaptive to 

technological transformation, encourage team collaboration , and increase innovation in the 

organization. This is very important for MSMEs that often face limited resources in facing the 

challenges of global competition. Employee digital capabilities, which include the ability to utilize 

technology effectively, also contribute greatly to improving their dynamic capabilities. With these 
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capabilities, employees are able to respond to change, identify new opportunities, and generate 

creative solutions to overcome operational challenges. In this context, digital capabilities become 

a strategic element for the sustainability of MSMEs in the digital era. Employees' dynamic 

capabilities act as the main mediator in the relationship between digital capabilities and their digital 

performance. This study confirms that adaptability, innovation, and response to change are key 

factors that determine the success of MSME digital transformation. This finding is in line with the 

Dynamic Capabilities Framework theory , which places dynamic capabilities as one of the main 

foundations for organizational success in a changing business environment. This conclusion 

provides practical implications for MSME leaders to further integrate digital technology into daily 

operations, by providing training and resources that support the improvement of employee digital 

capabilities. This study also provides theoretical contributions by expanding the understanding of 

the relationship between digital leadership, digital capabilities, and dynamic capabilities in the 

context of MSMEs, as well as opening up opportunities for further research that is more in-depth 

on specific aspects of technology, such as artificial intelligence and big data analytics. 
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