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ABSTRACT 
 
This study aims to examine the impact of digital platforms on business model innovation 
within the MSME sector in Indonesia, addressing the contextual limitations found in previous 
study. Utilizing a comprehensive study design, this study investigates the roles of digital 
platform adoption, evolutionary capability reconfiguration, and substitutional capability 
reconfiguration in driving business model innovation. The study methods included 
hypothesis testing through partial least square structural equation modeling (PLS-SEM) on 
data collected from MSMEs in Sleman, Yogyakarta. The results reveal that while digital 
platform adoption alone does not directly enhance business model innovation, it significantly 
influences capability reconfiguration. Specifically, substitutional reconfiguration plays a 
critical role in transforming business models by integrating new, more efficient capabilities. 
Conversely, evolutionary reconfiguration, despite being influenced by digital platforms, does 
not have an immediate significant impact on business model innovation. These findings 
contribute to the theoretical understanding of dynamic capabilities, highlighting the 
importance of substitutional reconfiguration for rapid and significant innovation. Practically, 
the study provides valuable insights for MSME owners and managers on leveraging digital 
platforms to enhance their value chains and drive business model innovation, ensuring 
sustainability and competitive advantage in the digital age. 
 
 
Keywords: Digital platform adoption; business model innovation; MSMEs; capability 

reconfiguration; dynamic capabilities. 

1. INTRODUCTION 
 
Innovation is widely recognized as one of the critical factors in supporting business success, 
including in the Micro, Small, and Medium Enterprises (MSMEs) sector. Unfortunately, the 
World Economic Forum (WEF) survey results in 2022 revealed that innovation is one of the 
biggest challenges for MSMEs globally [1]. The same situation occurs in Indonesia, where 
the Financial Services Authority (OJK) stated that one of the significant challenges faced by 
MSMEs in Indonesia is the low level of innovation [2]. 
 
On the other hand, digitalization is a phenomenon occurring in various industries, including 
the MSME sector, which is believed to positively impact driving innovation, including 
business model innovation. Digitalization efforts have presented unprecedented business 
opportunities in all industries [3]. Various digital platforms have emerged along with the 
development of digital technology[4]. Digital platforms are defined as a digital core that can 
be expanded and complemented by third-party add-ons [5]. Digital platforms are open, 
accessible, and widely distributed [6], enabling businesses to drive business model 
innovation [4]. In this context, the study of how MSMEs use digital platforms to drive 
business model innovation becomes an interesting issue to explore. 



 

 

 
From a socio-technical perspective, previous studies revealed the relationship between 
digital platforms and organizational processes [4,5]. Furthermore, previous studies found 
that digital platforms could transform organizational processes within companies, such as 
driving the digitalization of business models [7], accelerating companies' digital 
transformation [8], and redesigning business processes [9]. Additionally, some studies focus 
on investigating the role of digital platforms in changing business model innovation in large 
companies in the global market [10,9]. In this context, previous studies on digital platform 
adoption focusing on Small and Medium Enterprises (SMEs) are still limited [4]. 
 
The lack of attention from previous researchers in exploring the role of digital platforms on 
innovation in the SME sector motivated previous study which explored how digital platform 
adoption can enhance business model innovation in SMEs in China [4]. Using the dynamic 
capabilities theory perspective, they identified internal mechanisms called capability 
reconfiguration, that mediate the relationship between digital platforms and business model 
innovation in SMEs [4]. According to[11], capability reconfiguration consists of evolutionary 
capability reconfiguration and substitutional capability reconfiguration that employ various 
dynamic capability processes of SMEs when adopting digital platforms, thus creating 
different mediation mechanisms for these two types of capability reconfigurations. 
 
Although [4] successfully discovered that digital platforms have the potential to boost the 
innovation of business modelsin MSMEs mediated by capability reconfiguration (evolutionary 
and substitutional), the study has limitations regarding the object and scope of research. 
Prior study only involved SMEs in the manufacturing sector in China as research samples 
[4]. This is a limitation since the findings of a study have specific industry or country context 
limitations [12]. 
 
Moreover, the business environment faced by MSMEs in Indonesia differs from that faced by 
SMEs in China regarding digital platform adoption. For example, China has a strong internet 
infrastructure and high smartphone penetration, providing a solid foundation for digital 
adoption by SMEs [13]. This contrasts with the conditions in Indonesia, where internet 
access is uneven, and digital literacy is lacking in some community groups, hindering digital 
platform adoption by MSMEs [14]. This underscores that the prior study's findings [4] have a 
different context from the conditions in Indonesia, thus strengthening the need for similar 
studies to be conducted in Indonesia with a different context. 
 
To address this gap, this study seeks to examine the impact of digital platforms on the 
innovation of business models within the MSME sector, utilizing a variety of industry contexts 
and focusing on a different developing country, specifically Indonesia. Empirically, the results 
of this study can contribute to expanding the limitations of previous studies related to the 
lack of attention to this topic in the MSME sector [10,9], differences in output focus [7,8], and 
research scope [4]. Practically, the results of this study can be used by MSME actors as a 
reference to encourage the enhancement of business model innovation, which ultimately 
impacts the sustainability of MSMEs in Indonesia. 
 
2. LITERATUR REVIEW 
 
2.1Digital Platforms and Business Model Innovation 
 
Digital platforms are characterized as technological frameworks that enable the creation of 
computational capabilities and support the combination of IT, computing, and connectivity 
infrastructures within an organization [15]. Conversely, a business model encompasses the 
fundamental elements of a strategic plan, delineating the firms’ activities and the methods by 



 

 

which it generates revenue [16]. Moreover, business model innovation is understood as the 
enactment of substantial modifications to the essential aspects of a company's business 
model [17]. 
 
Over the past few years, numerous SMEs have embraced digital platforms to incorporate 
digital technologies toward products and processes that were traditionally non-digital, 
particularly in developing markets [18]. Previous research has demonstrated that digital 
platforms have aided companies enhance their value-creation activities by advancing their 
digital transformation efforts [8, 19, 20]. Additionally, several earlier studies have highlighted 
that innovation in value creation is the most vital aspect of business model innovation, 
signifying how companies generate value next to the value chain using the resources and 
capabilities available within or between organizational processes [21, 22, 23]. 
 
Although previous studies have explained how digital platforms influence company 
innovation activities [24, 25], these studies have not been able to elucidate whether the 
adoption of digital platforms can benefit the innovation of business models at company level 
[4]. In this scenario, previous research suggests that to address business challenges, SMEs 
must innovate and redirect their business models toward digital platforms to enhance value 
creation [12, 18]. 
 
Empirical evidence from various prior studies has highlighted the significant role of digital 
platforms in fostering business model innovation throughout the value chain. Within the 
realm of new technology, digital platforms empower SMEs to implement advanced 
technologies and establish new connections with existing systems to drive business model 
innovation[26, 27, 20]. Furthermore, in the context of new capabilities, digital platforms 
enable SMEs to facilitate innovation of business models through learning processes by 
upskilling staff on how to acquire new knowledge and by building interaction capabilities 
between staff and new technology [27], thereby allowing SMEs to reconfigure existing 
business models effectively [19]. 
 
Moreover, within the framework of new partnerships, digital platforms offer SMEs 
opportunities to foster business model innovation by enhancing communication with external 
partners within their collaborative, facilitated by these digital platforms [4, 25]. Additionally, in 
terms of new processes, the adoption of digital platforms prompts SMEs to modify their 
business processes to cater to the requirements of stakeholders, both within and outside the 
organization, thereby driving business model innovation through updated operational 
procedures [4, 20]. 
 
H1: The adoption of digital platforms positively affects business model innovation in MSMEs. 
 
2.2Digital Platforms and Capability Reconfiguration 
 
Capability reconfiguration refers to a process that allows companies to surmount cognitive 
and operational obstacles, bridge capability deficiencies, and support ongoing evolution in 
dynamic settings [28]. Previous research identifies two types of capability reconfiguration: 
evolutionary and substitutional capability reconfiguration [4, 29, 30, 31]. 
 
Evolutionary capability reconfiguration is described as the application of intuition, knowledge, 
and innovative ideas within the variation-retention-replication-selection cycle, leading to the 
adaptation of existing routines [31].In the context of this study, digital platforms are 
considered capable of influencing evolutionary capability reconfiguration [4]. Digital platforms 
can cause organizational changes that drive SMEs to reconfigure capabilities, providing 
potential sources for gaining a competitive advantage [20, 8]. 



 

 

 
Moreover, SMEs can leverage technology-oriented capabilities and relationship-driven 
capabilities developed through interactions with digital platforms and operational workflows, 
thereby contributing to the reconfiguration of inherent SMEs capabilities in the process of 
resource selection [19]. Therefore, digital platforms can help SMEs perform evolutionary 
capability reconfiguration during the evolution mechanism [4]. 
 
H2a: The adoption of digital platforms positively affects the evolutionary capability 
reconfiguration of MSMEs. 
 
Conversely, substitutional capability reconfiguration involves the replacement of obsolete 
capabilities with new ones by either fully retaining, discarding, or acquiring new capabilities 
in response to technological changes [31]. In this scenario, digital platforms facilitate SMEs 
to preserve their alliance capabilities while eliminating inefficient communication capabilities 
[4]. Consequently, SMEs and their stakeholders can economically acquire more valuable 
information for exchange [6, 32]. Thus, SMEs can leverage substitutional capability 
reconfiguration to modify existing capabilities and develop the updated ones [4]. Previous 
research has specifically identified digital platforms as a critical factor in driving substitutional 
capability reconfiguration [4]. 
 
H2b: The adoption of digital platforms positively affects the substitutional capability 
reconfiguration of MSMEs. 
 
2.3 Capability Reconfiguration & Business Model Innovation 
 
According to [31], evolutionary capability reconfiguration involves adapting existing 
capabilities in response to new opportunities and challenges, which aligns with the findings 
of [4], which emphasize the role of evolutionary capability reconfiguration in supporting 
business model innovation. Hence, this study argues that evolutionary capability 
reconfiguration enables firms to modify existing routines and processes through cycles of 
variation, retention, replication, and selection, thus fostering innovation in business models. 
 
H3a: Evolutionary capability reconfiguration positively affects MSMEs' business model 
innovation. 
 
The prior studyhighlights that substitutional capability reconfigurationinvolves discarding 
inefficient capabilities and acquiring new skills and methods, thereby promoting the 
innovation of business models through substitutional capability reconfiguration [33].This view 
is supported by [4], who emphasize the importance of substitutional capability 
reconfiguration in promoting business model innovation. Therefore, this study also argues 
that substitutional capability reconfiguration, which involves replacing obsolete capabilities 
with new ones, can lead to significant improvements and innovations in business models. 
 
H3b: Substitutional capability reconfiguration positively affects MSMEs' business model 
innovation. 
 
 
2.4Digital Platforms, Capability Reconfiguration, & Business ModelInnovation 
 
From the perspective of dynamic capabilities, capability reconfiguration, as a dynamic 
capability, represents an internal mechanism that enhances and supports existing value-
creation activities within companies through various cognitive processes [11, 31]. 
Evolutionary and substitutional capability reconfiguration create diverse mechanisms 



 

 

mediating the link between digital platforms and SMEs' innovation regarding theirbusiness 
models[4]. 
 
Evolutionary capability reconfiguration aids SMEs in developing digital business models 
following the adoption of digital platforms, enabling stakeholders to trade goods and 
services, share information, collaborate, or socialize with minimal intermediaries [34]. SMEs 
that proficiently utilize digital platforms can expedite the development of new capabilities and 
use their reconfiguration to foster business model innovation [4]. 
 
H4a: Evolutionary capability reconfiguration mediates the effect of digital platform adoption 
on business model innovation in MSMEs. 
 
Substitutional capability reconfiguration enables firms to replace outdated capabilities with 
new digital ones through a conceptual integration process [30]. SMEs can entirely substitute 
old capabilities with new ones, which frequently serve as the foundation for business model 
innovation [35]. Consequently, SMEs that have experienced this reconfiguration mechanism 
can showcase the development of new business model innovations [4]. Ultimately, SMEs 
can employ evolutionary capability reconfiguration to refresh current capabilities, enabling 
them to adapt to evolving business requirements [20]. 
 
H4b: Substitutional capability reconfiguration mediates the effect of digital platform adoption 
on business model innovation in MSMEs. 
 
3. RESEARCH METHODS 
 
3.1. Sample 
 
To achieve its objectives, this study surveyed MSMEs that have adopted digital platforms in 
their business management over the past year. These platforms include e-commerce, cloud 
computing, mobile applications (such as sales applications, digital marketing applications, 
and collaborative applications), and other forms of digital platforms. Using a convenience 
sampling technique, the sample was taken from Sleman Regency, Yogyakarta, Indonesia. 
The minimum sample size in this study refers to the minimum sample requirement for data 
processing using the Partial Least Square Structural Equation Modeling (PLS-SEM) 
approach. According to [36], the minimum sample size for PLS-SEM analysis can consider 
the "10 times rule" and the statistical power measured using path coefficients. The research 
model in this study has 5 paths, so the minimum sample size based on the "10 times rule" is 
50 samples. Meanwhile, based on statistical power, this study targets path coefficients 
between 0.21 and 0.3 with a 5% significance level, resulting in a minimum sample size of 69 
samples [36]. Considering both factors, the minimum sample size for this study is 69 
samples. 
 
Table 1 presents the profile of the study's respondents, totaling 80 MSMEs. This number 
surpasses the minimum required sample size of 69, ensuring the adequacy of the sample for 
robust data analysis. The respondent profile consists of a diverse cohort of MSME owners 
and managers, with a total of 80 participants. Among these respondents, 53.75% hold 
managerial positions, while the remaining 46.25% are business owners. The age distribution 
of the MSMEs reveals that 41.25% have been in operation for 1-3 years, 36.25% for more 
than 3 but less than 5 years, and 22.50% for over 5 years. 
 
Moreover, industryrepresentation is notably varied, with the most prominent culinary sector 
accounting for 52.50% of the respondents. Other sectors include fashion (10.00%), 
handicraft (8.75%), services (8.75%), technology (5.00%), furniture (3.75%), and various 



 

 

other industries (11.25%). This wide range of industries highlights the diverse nature of the 
MSME sector in the study. In addition, regarding revenue, the data indicates a significant 
variation in the financial scale of the businesses. A total of 42.5% of the MSMEs report an 
annual revenue of up to IDR 300 million, 50.00% generate between IDR 300 million and IDR 
2.5 billion per year, and 7.50% have annual revenues ranging from IDR 2.5 billion to IDR 50 
billion. This distribution underscores the economic diversity within the sample, providing a 
comprehensive overview of the financial capabilities of the participating MSMEs. In 
summary, the data showcases the diverse nature of the MSME sector in the study, with 
significant representation across various industries and a wide range of revenue scales. 
 

Table 1. Respondents Profile 
 

Demographics Freq % 
Positions   
Owner 37 46.25 
Manager 43 53.75 
   
MSMEs’ Age   
1-3 years 33 41.25 
> 3 – 5 years 29 36.25 
> 5 years 18 22.50 
   
Industries   
Culinary 42 52.50 
Fashion 8 10.00 
Handicraft 7 8.75 
Services 7 8.75 
Technology 4 5.00 
Furniture 3 3.75 
Others 9 11.25 
   
Revenue per year   
≤ IDR 300 million 34 42.5 
> IDR 300 million – IDR 2.5 billion 40 50.00 
> IDR 2.5 billion – IDR 50 billion 6 7.50 

 
3.2. Measurement 
 
The measurement of this study uses scales that adopt from instruments employed in 
previous studies, utilizing a 5-point Likert scale where 1 indicates a perception of “strongly 
disagree” and 5 indicates “strongly agree.” Digital platform adoption (DPA) was measured 
using five items [37, 4], evolutionary capability reconfiguration (ECR) was measured using 
three items [4, 33], substitutional capability reconfiguration (SCR) was measured using five 
items [4, 33], and business model innovation (BMI) was measured using four items [4, 23]. 
 
Table 2 summarizes the validity and reliability test results of the instruments used to 
measure this study's latent variables. The evaluation of the measurement model was 
conducted twice. In the first evaluation, items with outer loadings less than 0.5 were 
removed as they did not meet convergent validity. These items included DPA4, DPA5, 
ECR2, SCR3, and BMI3. In the second evaluation, as shown in Table 2, while the majority of 
items had outer loadings greater than 0.7, several items had outer loadings below 0.7. 
According to Hair et al. (2022), an indicator is considered reliable if it has an outer loading of 
at least 0.7. In this study, several indicators with outer loadings below 0.7 were retained, 



 

 

including DP2 (0.641), ECR3 (0.691), SCR4 (0.691), and BMI4 (0.650). This decision was 
made considering content validity [36]. In this context, indicators with outer loadings between 
0.40 and 0.70 are acceptable if discriminant validity is met with an AVE value greater than 
0.5 (Hair et al., 2022). Based on Table 2, the discriminant validity for all variables in this 
study is fulfilled, which is why all items with outer loadings below 0.7 were retained. 
 

Table 2. Measurement Model Evaluation 
 

Items Outer Loadings AVE Fornell-Larcker Composite Reliability 
DPA1 0.704    
DPA2 0.641    
DPA3 0.816 0.525 0.724 0.766 
ECR1 0.824    
ECR3 0.691 0.578 0.760 0.731 
SCR1 0.750    
SCR2 0.810    
SCR4 0.691    
SCR5 0.766 0.571 0.755 0.841 
BMI1 0.866    
BMI2 0.715    
BMI4 0.650 0.567 0.753 0.795 

 
In addition, Table 2 also presents the Fornell-Larcker criterion values for each latent 
variable, indicating the highest correlation coefficient values in measuring each variable 
compared to the coefficients measuring other latent variables. This demonstrates that the 
measurements in this research model meet discriminant validity, meaning the ability of the 
measurement tool to distinguish between different latent variables [36]. The Fornell-Larcker 
criterion values are 0.724 for DPA, 0.760 for ECR, 0.755 for SCR, and 0.753 for BMI. 
Furthermore, Table 2 summarizes the composite reliability values used to assess the 
internal consistency of the measurement tools employed in this study. Composite reliability is 
considered more appropriate for assessing internal consistency compared to other internal 
consistency reliability measures [36]. According [36], a measurement tool is considered to 
have internal consistency if it has a composite reliability coefficient between 0.7 and 0.9. The 
composite reliability coefficients for each latent variable in Table 2 are above 0.7, indicating 
that the measurement tools used in this study have satisfactory levels of consistency [36]. 
 
4. RESULTS AND DISCUSSION 
 
4.1. Results 
 
Based on the findings in Table 3, this study investigates the relationship among DPA, ECR, 
SCR, and BMI, which are hypothesized within this research framework. The results of the 
hypothesis testing are also illustrated in Figure 1. According to [36], a hypothesis is 
supported when the path coefficient aligns with the hypothesized direction (positive or 
negative) and the significance P-value < .05 at the 95% confidence level.The path from 
DPAto ECRis statistically significant, with a path coefficient of 0.592, a t-statistic of 7.452, 
and a P-value<.001. Thus, this finding supports H2a, which states that digital platform 
adoption positively affects evolutionary capability reconfiguration. The adjusted R² of 0.342 
indicates that 34.2% of the variance in ECR is explained by DPA.Additionally, the path from 
DPA to SCR is statistically significant, evidenced by a path coefficient of 0.594, a t-statistic of 
7.097, and a P-value <.001. This result substantiates H2b, which posits that digital platform 



 

 

adoption positively influences substitutional capability reconfiguration. The adjusted R² value 
of 0.379 demonstrates that 37.9% of the variance in SCR can be attributed to DPA. 
 

Table 3. Structural Model Evaluation 
 

Hypotheses Path Coeff. t-stat P-Value Results Adj. R2 
DPA  ECR  0.592* 7.452 0.000 Supported 0.342 
DPA  SCR 0.594* 6.780 0.000 Supported 0.379 
DPA  BMI 0.038 0.274 0.784 Not supported  
ECR  BMI 0.220 1.896 0.059 Not supported  
SCR BMI 0.636* 4.818 0.000 Supported  
DPA ECR  BMI 0.130 1.866 0.063 Not supported  
DPA SCR BMI 0.396* 3.587 0.000 Supported 0.629 

*) indicates significance at the 1% significance level 
 

 
 

Figure 1. The Structural Model 
 
However, the direct path from DPA to BMIis not significant, as indicated by a path coefficient 
of 0.038, a t-statistic of 0.274 (< 1.96), and aP-value > .05. This finding suggests that digital 
platform adoption alone does not directly impact business model innovation. Therefore, the 
H1 is not supported.Likewise, the path from ECR to BMI is also not significant, with a path 
coefficient of 0.220, a t-statistic of 1.896 (< 1.96), and a P-value of >.05. Although close to 
significance, it does not meet the .05 threshold.As a result, this finding also doesn’t support 
H3a. Conversely, the path SCRto BMIis strongly significant, with a path coefficient of 0.636, 
a t-statistic of 4.818, and a P-value <.001. This finding indicates a significant positive impact 
of substitutional capability reconfiguration on business model innovation. Hence, H3b is 
supported. 
 



 

 

Regarding the mediating effects, the path from DPA through ECR to BMI is not significant, 
with a path coefficient of 0.130, a t-statistic of 1.866 (< 1.96), and a P-value < .001. 
Consequently, H4a, which states that evolutionary capability reconfiguration mediates the 
effect of digital platform adoption toward business model innovation, is not supported. 
However, the mediating path from DPA through SCR to BMI is significant, with a path 
coefficient of 0.396, a t-statistic of 3.587, and a P-value <.001. For this reason, H4b is 
supported, which states that substitutional capability reconfiguration mediates the effect of 
digital platform adoption toward business model innovation. The adjusted R² for the paths 
toward business model innovation is 0.629, indicating that 62.9% of the variance in business 
model innovation is explained through this mediated relationship. 
 
4.2. Discussion 
 
This study offers significant insights into the interplay between digital platform adoption, 
capability reconfiguration, and business model innovation among MSMEs. The analysis 
reveals distinct roles played by digital platform adoption, evolutionary, and substitutional 
capability reconfigurations in driving business model innovation, providing a nuanced 
understanding of how MSMEs adapt and evolve in dynamic environments. Firstly, this study 
reveals that digital platform adoption cannot help MSMEs directly innovate their business 
model. It is converse with the prior study, which found that firms can innovate their business 
model quickly by adopting the digital platform [38, 4, 20]. 
 
Second,this study shows that digital platform adoption has an important role in 
drivingtheMSMEs’ capability reconfiguration, both evolutionary and substitutional capability 
reconfigurations.These findings align with previous studies, which have shown that digital 
platforms enable firms to leverage existing capabilities, making incremental adjustments and 
improvements to align with new business contexts[31, 32]. More specifically, these findings 
support the prior study, which found that the adoption of digital platforms helps firms 
reconfigure their capabilities to adapt to changes in the dynamic environment[4].Third, the 
strong impact of substitutional capability reconfiguration on business model innovation 
indicates that MSMEs can achieve transformations by adopting new skills, technologies, and 
processes. This finding aligns with the dynamic capability perspective, which posits that 
firms must continuously reconfigure their resource base to maintain a competitive advantage 
in volatile markets [39, 35]. 
 
Fourth and importantly, this study demonstrates that the adoption of digital platforms alone 
does not directly help MSMEs enhance business model innovation. The mediating role of 
substitutional capability reconfiguration between digital platform adoption and business 
model innovation emphasizes its importance. In this context, MSMEs must capitalize on 
digital platforms to improve their value chain through substitutional capability reconfiguration, 
which ultimately leads to the escalation of their business model innovation, and this aligns 
with the study conducted by [4]. This process of capability reconfiguration facilitates not only 
the adoption of digital technologies but also the broader strategic and operational changes 
required for innovation [32, 19]. Hence, the ability of firms to discard obsolete capabilities 
and integrate new, digitally enabled ones appears to be a critical driver of innovative 
business models[40, 4].  
 
Furthermore, this study indicates that evolutionary capability reconfiguration may not have 
an immediate impact on business model innovation, as our results show its effect to be 
insignificant, both directly as an exogenous variable and as a mediator. Instead, digital 
platform adoption positively influences business model innovation primarily through 
substitutional capability reconfiguration. Consequently, these findings do not align with some 
previous studies [4, 41, 34].Additionally, a recent study points out that digital platforms often 



 

 

rely on open innovation and multi-homing strategies, which may bypass traditional 
evolutionary capability reconfigurations [43]. This could explain why such reconfigurations do 
not significantly impactMSMEs’ business model innovation.It implies that instead of gradually 
adapting and changing their existing processes and capabilities throughevolutionary 
reconfiguration, MSMEscan develop and implement new business model innovations more 
swiftly by leveraging several digital platforms [43]. 
 
Theoretically, these findings contribute to the understanding of dynamic capabilities by 
illustrating how different forms of capability reconfiguration impact innovation. The study 
supports the view that dynamic capabilities, particularly those involving substitution, play a 
pivotal role in enabling MSMEs to adapt and innovate in response to technological changes 
and market demands. This adds a valuable dimension to existing literature, which has 
primarily focused on larger firms and less on the specific mechanisms through which 
MSMEs achieve innovation [18; 11]. 

5. CONCLUSION 

This study provides important insights into how digital platform adoption, capability 
reconfiguration, and business model innovation interact within MSMEs. While digital platform 
adoption alone does not directly lead to business model innovation, it significantly influences 
capability reconfiguration. Specifically, substitutional capability reconfiguration plays a critical 
role in driving business model innovation. This finding emphasizes the need for MSMEs to 
leverage digital platforms not just for adoption but for transforming their value chains and 
adopting new capabilities to achieve innovation. 

The study also highlights that evolutionary capability reconfiguration, despite being positively 
influenced by digital platform adoption, does not significantly impact business model 
innovation as an exogenous and mediator variable. These findings add to the theoretical 
understanding of dynamic capabilities, underscoring the importance of substitutional 
capability reconfiguration for rapid and significant innovation. This study extends the current 
literature by focusing on the MSME sector and different industry contexts, highlighting the 
necessity of strategic capability management for sustained competitive advantage in the 
digital age. 
 
5.1. Managerial Implications 
 
The findings of this study offer valuable insights for MSME managers aiming to drive 
business model innovation through digital platform adoption. While digital platforms alone do 
not directly enhance business model innovation, they play a crucial role in enabling 
capability reconfiguration, particularly substitutional capability reconfiguration. Managers 
should focus on leveraging digital platforms to replace outdated capabilities with new, more 
efficient ones, thereby transforming their value chains and fostering innovation. This 
strategic approach not only facilitates the integration of new technologies but also promotes 
broader organizational changes necessary for sustained competitive advantage [32, 39]. 
Additionally, managers should consider the unique contextual factors of their operating 
environment, such as digital infrastructure and literacy, to effectively tailor their digital 
adoption strategies [14]. By emphasizing capability reconfiguration and aligning digital 
platform adoption with the specific needs and conditions of their business, MSMEs can 
achieve significant and rapid innovations, ultimately enhancing their competitiveness and 
sustainability in the digital age [4, 35]. 
 
5.2. Limitations 
 



 

 

This study has several limitations that should be considered. Firstly, the sample used in this 
study was drawn exclusively from Sleman, Yogyakarta. This geographic limitation restricts 
the generalizability of the findings within the broader context of Indonesia, a country 
characterized by its extensive archipelago and diverse regions. Furthermore, a recent study 
suggests that the evolution of dynamic capabilities is context-specific and may not always 
lead to significant innovation outcomes if the environment or the application context is not 
well-matched[42]. Thus, the relationship between innovations and dynamic capabilities is 
context-dependent [43].This may explain why evolutionary capability reconfiguration has an 
insignificant role in this study, as its impact is context-dependent. Therefore, future research 
should consider context-specific issues, such as those related to location, industry, and other 
specific contexts. 

Secondly, this study focused solely on investigating the role of capability reconfiguration in 
explaining the effects of digital platform adoption on business model innovation among 
MSMEs. Given the coefficient of determination achieved in this study, it is believed that there 
are other variables that could be explored in future studies to provide a more comprehensive 
understanding of the impact of digital platform adoption on business model innovation in 
MSMEs. Future studies should consider incorporating additional variables to elucidate better 
the mechanisms through which digital platforms enhance business model innovation, such 
as organizational culture, technology readiness, and other relevant variables. 
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