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The Impact of Digital Transformation and Business
Incubation on Small and Medium Enterprises (SMEs)
Business Performance

ABSTRACT

In the digital era, digital transformation and business incubation are key factors in improving the
performance af Small and Medium Enterprises (SMEs) in indonesia. This research uses an explanatory
quantitative approach to analyze the influence of these swo aspects on 200 SMEs in Indonesia that have
Bpted digital technology and participated in incubation programs. Data were collected through
guestionnaives and analyzed using multiple linear regression. The results of the study show that digial
transformation has a significant impact on SME business performance, through the use of e-commerce,
digital management .vm'rm'. and social media, increasing operational efficiency and market reach.
Incubation programs also play an important role in improving performance by providing training,
mentoring, and access to business networks. The synergy between digital transformatton and business
incubation has been shown to significantly improve performance.
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ETRODUCI'ION

Digital transformation has emerged as a significant gl phenomenon that is fundamentally
reshaping the business landscape. In an era marked by the rapid evolution of mformation and
communication technologies, digital transformation has moveBJrom being an optional endeavor to a
critical strategic imperative for all business entities, including Small and Medium Enterprises (SMEs).
Digital transformation can pfEJ a significant role in achieving the SDGs. Digital transformatiofff§
recognized for its significant role in advancing the sustainable development goals (SDGs) through the
use of techiffpgies such as artificial intelligence, cloud computing, and the Internet of Things
{Plekhanov et al., 2023). In addition, digital transformation can effectively contribute to the
achievement of bD(J@ generating new opportunities and improving economic, environmental and
social aspects (Esses et al., 2021). The §tainable Development Goals (SDG) are a global agenda
agreed upon by 193 UN member states in 2015, The SDGs consist of 17 goals and 169 targets aimed at
achieving sustainable development by 2030 (Wijaya et al., 2024).

Digital transformation can help s to improve their performance. which can ultimately
contribute o achieving SDGs. namely SDG 1 (Eradicating Poverty) and SDG 8 (Decent Work and
m:nﬂmic Growth). Then, even though Industry 4.0 lechrmlgy has the potential to improve business
performance, several studies warn of the challenges that [{3all and medium enterprises (SMEs) may
face during the adoption of this technology (Nazaruddin et al., 2024; Soni et al., 2022). SMEs often
face constraints related to resource availability, market access, and techunological capabilities, adoption
of digital transformation can serve as an important mechanism for survival and achieving sustainable
growth in an increasingly competitive business environment.

At this time, SMEs to increase their competitiveness in today's business, SMEs must effectively
)iz information technology and develop and utilize their capabilities and competencies (Nazaruddin
el al., 2024; Prasanna et al., 2019; Rodrigues et al., 2021; Yusuf et al., 2022). Furthermore, it is very
important to improve corporate strategy by using information technology and optimizing work
processes (Mrugalska & Ahmed, 2021) which involves utilizing computer systems and improving
business performance in addressing market demands (Chiu & Cho, 2019; Mmugalska & Ahmed, 2021,
Surya et al., 2021). The importance of information technology in business is widely recognized
(Kowerdziej et al., 2013). Digitalization is a multifaceted phenomenon that encompasses various
dimensions, including digital entrepreneurship, digital strategy, digital processes, and digital education
(Kraus et al., 2019).




43

Beyond the scope of digital transformation, business incubation contributes significantly to the

growth and performance of small and mediom enterprises (SMEs). Business incubation facilitates
access to critical resources that these firms may not have otherwise, including financial support,
managerial expertise, professional networks. and opportunities for training and development. As a
result, business incubation builds a stronger foundation for SMEs to start. operate. and expand their
businesses more effectively. Technology and organization positively influence e-commerce adoption
and SME performance (Ausat et al, 2022} Incubated firms outperform non-incubated firms due to
tailored business support services. Incubated firms benefit from more empl@Jes, not incubated from
the owner’s experience (Zhou & Zondo, 2023). {§iness incubators support the growth and
development of SMEs in developing countries (Napitu etal., 2023).
The integration of digital transformation and business incubation presents significant opportunities
to improve the performance of small and medium enterprises (SMEs). Digital transformation facilitates
increased operational efficiency, expands market accessibility, and strengthens competitiveness through
innowvation in products and services (Puiri & Widadi, 2024). In contrast, business jmuhulj@l"&n‘h
critical support that optimizes the advantages of digital transformation. enabling SMEs not only to adapt
tanew technologffd but also to take full advantage of contemporary technological capabilities.

The benefits of digital transformation and business incubaticfEr small and medium enterprises are
clear. However, challenges remain. Fffre is a digital divide, a lack of skilled workers, and strong
resistance to change. This study sfks to understand how digital transformation and business incubation
affect the performance of SMEs. The purpose of this study is to find critical factors that lead o success
and offer practical strategies for SMEs (0 improve their performance in this new digital era.

[B) This study seeks to understand how digital transformation una)usincss incubation programs affect
the performance of small and medium enterprises. By examining the relationship between these factors
and business success, the aim is to uncover ways for SMEs to use digital advancements and incubation
support to strengthen their competitiveness and ensure their survival in a changing economic landscape.

LITERATURE REVIEW
Digiffl transformation

The concept of digital transformation is formed by the merger of personal and corporate IT
environments and summarizes the transformational effects of new digital technologies such as social,
mohile, analytical, cloud and Intemet of Things (SMACIT) technologies (White, 2008). In a broader
sense, digital transformation is presented as the integration of digital technologies and business
processes in the digital economy (Liu et al.. 2011}, A comparatively unlimited view sees it as the use
of innovation to improve thfxecution or reach of a business radially (Westerman & Bonnet, 2014). A
more accurate recognition under the influence of digital transformation implies three aspects of the
organization: from the outside, with the improvement of the client experience and changes in its entire
life cycle; inside, the impact on business goals, basic leadership and hierarchical structures; and in
general, when all partfGhnd business opportunities are affected. it usually leads to completely new
business models (Hess etal., 2016).

Digital ransformation is the act of integrating digital technology into every part of a business.
Digital transformation changes the way organizations work, think. and serve customers. In this change,
everything changes. Old ways are replaced by new methods that as@lluable and provide services (Vial
& Baudoin, 2019). Digital transformation is about using new tools. E-commerece, social media, big data,
and cloud computing are all part of digital transformation. All of these help businesses work better,
create new ideas, and stay ahead of the competition (C. Matt et al., 2015).

According to Rogers' (2003) innovation adoption theory, SMEs' decisions to adopt digital
technology are influenced by various factors, including perceived relative advantage, compatibility with
existing business processes, complexity, trial, and observation of results. Digital transformation can
also be understood through the Resource-Based View (RBV) perspective, where digital technology is
viewed as a strategic resource that can generate competitive advantage if managed properly (Bamey,
1991; Widagdo et al., 2019}. Meanwhile, the current phenomenon of internet utilization for SMEs has
become a basic need to improve their business. Small and medium enterprises (SMEs) that use social
media marketing can reach more customers and manage their client relationships more effectively (Yan
& Musika, 2018). Other researchers also explain that e-commerce facilitates the relationship between
companies and their clients. allowing companies to build stronger relationships with them (Alawi et al.,




2018). Furthermore, Instagram social media can help business actors to promote the products they
produce so that they can quickly be known to many people (Hamdi et al., 2021).

But the road to implementing digital technology is not without obstacles. Small and medium-sized
companies struggle with tight budgets, lack offfjeital knowledge. and reluctance to embrace change
{Chibelushi & Costello, 2009). The success of digital wansformation in small and medium-sized
companies depends on their strength to face challenges. They must integrate digital technology into
their business strategy with purpose and clarity.

Business incubation

Business incubation is a program designed to support the growth and development of SMEs by
providing various resources. such as funding, mentoring. training, and access to a broad business
network. The definition of business incubation presented in the document “Definition of Business
Incubation” emphasizes that business incubators nat only provide structural support to SMEs but also
act as catalysts in accelerating business growth through various interventions focused on the specific
needs of small businesses (Stephens & Miller, 2022).

In the digital era, the function of business incubation is becoming increasingly important because
digital transformation requires skills and knowledge that may not be possessed by all entrepreneurs.
Business incubation can help bridge this gap by providing access to the latest technologies and assisting
SMEs in the process of diginzing their businesses. Business incubators also provide the training needed
to master digital tools and implement them m business operations, which can ultimately improve the
efficiency and performance of SMEs as a whole (Opland et al., 2022).

Business incubation helps start-ups and small businesses in their early stages. Business incubation
provides the support they need to grow and succeed over time (Hackett & Dilts, 2004). Business
incubation is all about helping new ventures. Business incubation offers mentorship in management,
teaches entrepreneurial skills, connects people to networks, and helps them find the funding they need
(Phan et al.. 2005). In the small business world, incubation serves as a lifeline, Incubation lightens the
burden of scarce resources and reduces the chances of failure. With mentorship and support. incubation
creates a path forward,

SME business performance

SMEs business performance covers various aspects, such as achieving financial targels, customer
satisfaction, operational efficiency, and continuous innovation, This definition is presented in the
document *Definition of SME Business Performance,” which emphasizes that business performance is
not only measured from the financial aspect but also from how SMEs are able to maintain customer
satisfaction and continue to innovate to stay relevant in the market (Mulyadi, 2013).

In the digital era, SMEs business performance is increasingly determined by their ability to adopt
and utilize digital technology. SMEs that @:casl'ully integrate digital technology into their operations
tend to be more efficient and able w offer products or services that are more in line with market needs.
In addition, continuous mnovation through the use of technology is also an important factor in
maintaining competitive advantage and improving business performance i the long term (Johnson et
al., 2024).

SME business performance in the digital era is highly dependent on their ability to utilize digital
technology as a tool to improve operational etficiency. meet customer needs, and continue to innovate.
Thus. measuring SME business performance must include not only the financial aspect but also their
ability to adapt to technological changes and dynamic markets.

METHODS
This research uses a quantitative approach with an expl y design. Expl y research aims

to explain the relationship between two or more synftoms or variables and explain the causes of an
event (Sari et al., 2022), This research will explain the causal relationship between the independent
variables (digital transformation and business incubation) and the dependent variable (SME business
performance).

The population in this study were all SMEs in Indonesia that have implemented digital technology
in their operational activities and have participated in a business incubation program. The sampling
technique used was purposive sampling, which is a sampling method with certain considerations




(Sugiyono, 2018). The criteria ufto select the sample were: SMEs that have implemented digital
technology for at least two years; SMEs that have participated in a business incubation program for at
least oneffar; and SMEs who are willing to participate in this research.

The techniques used are Validity Test. Reliability Test. Normality Test, Multicollinearity Test,
Heteroscedasticity Test, Multiple Linear Regression Analysis, F Test and t Test. The description is as
fol EB:

v Validity test is used to measure the validity of a questionnaire. Validity test is done by comrelating
h statement with the total score for each variable. SPSS software is also used in this test.

v Reliubility test, reliability is a measurement thar shows the extent to which the measurement is
without bias and therefore guarantees measurement consislency over time and at various points on
ua mstrument (Sekaran, 2016),

v The normality test aims (o test whether in a regression model the dependent variable, independent
variable or bath have a nffmal distribution or not. A good regression model has a normal or near-
normal data distribution. There are 2 ways to detect whether the residual is normally distributed or
not, Bhmely by graphical analysis and statistical tests (Ghozali. 2017).

v The multicollinearity test aims to test whether the regression model finds a correlation between one
or all independent variablesgEJhe guideline for a regression model that is free from multicollinearity
is to have a tolerance value of more than 0.1. The VIF limit is 10, if the VIF value is below 10, then
theremm multicollingarity (Ghozali, 2017).

v This heteroscedasticity test is carried out to determine whether in the regression model there is
[Bquality of variance from the residuals of ane observation to another (Ghozali, 2017).

Multiple linear regression analysis is a regression that has one dependent variable and two or more

independent variables (Sug@bno. 2018).

The regression model used is as foffpws:

Y=oHfI X IHE2X2+cY = halpha +beta_1 X_1 +'beta_2 X 2 + ‘epsilon¥ =+ 1 X1 +f2X2+e

Description:

*¥YY is the dependent variable (SME business performance),

+Blalphaa is a constant,

+fl'beta_Ip1 and $2\beta 22 are the regression coefficients for each independent variable,

+ X1X 1X1 is the digital transformation variable,

« X2X 2X2 is the business incubation variable,

[Eepsilonc is the error term.

o Hy|aheh'is testing is done using the F test Lo see the significance of the overall regression model
and the t test to see the significance of the influence of each independent variable on the dependent
variable. The null hypothesis (HO) is rejected if the p-value <005, which indicates that the
independent variable has a significant influence on the dependent variable (Priyatno, 2011).

RESULTS
Statistical Description of Respondents

This study involved 200 SMEs that met the inclusion eriteria, namely SMEs that have implemented
digital technology for at least two years and have patticipated in a business incubation program for at
least one year. Of the 200 questionnaires distributed, all were returned and filled out, so the response
rate was 100% . Below is a description of SMEs from the research sample.
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Picture.l Percentage of Types of SMEs Businesses Sampled
Source: (Data Analysis, 2024)

Based on the diagram, the trade sector is the most SME business activity in Indonesia, which is
35% of other types of SME businesses. While the lowest type of business is the agricultural and creative
sectors, which is 10% of other types of businesses. Then if measured by the number of employees is as
follows: Most SMEs are small businesses with between 10 and 50 employees (70%). The rest are micro
businesses with less than 10 employvees (20% ) and medium businesses with more than 50 employees
(105,

The SMEs used as samples are spread across various provinces in Indonesia, with the highest
concentration in West Java (25%), DKI Jakarta (20%), East Java (13%), and other provinces (40%).

2. Validity and Reliability Test
Before further analysis was carried out, validity and reliability tests were carried out on the research

instents.

v Validity Test: The results of the validity test show that all questionnaire items have a Pearson

uct Moment correlation value above 0.3, which means that all items are valid.

¥ Reliability Test: The results of [ reliability test show a Cronbach's Alpha value of 0.89 for the
digital transformation variable, 0.87 for the business incfation variable, and 0.91 for the SME
business performance variable. All of these values are greater than 0.70. so the instrument is
considered reliable.
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3, Classical Assumption Test

v Normality Test: The results of the Kolmogorov-Smirnov test indicate that the residual data is
normally distributed with a p value = 0.05.

v Multicollinearity Test: The VIF values for all independent variables are below 10 (VIF < 2),
indicating no multicollinearity.

v Heteroscedasticity Test: The scatterplot between the residuals and predicted values shows a random
pattern, indicating no m:rnsccduhtiuily problem,

v Autocorrelation Test: The Durbin-Watson value is 1.98, indicating no significant autocorrelation.

4.§ultiple Linear Regression Analysis
The regression model used to test the influence of digital ransformation and business incubation
on SME business performance is as follows:
Y=1 24+045X1+038X2Y = [ 24 + 045X _1 + 0 38X_2Y=1 24+ 45X1 +0,38X2
Description:
v YYY is SMEs business performance,
v XIX_IXI1 is digital transformation,
v X2X 2X2 is business incubation.

5. F Test Results




The Fcount value is 45.67 with a p value <00.001. This shows that the overall regression mode! is
significant and both independent variables jointly affect the performance of SME businesses.

6.t Test Results
v Digital Transformation (X1X _1X1): Regression coeffnt pl=0.45\beta_1=0.4531-0.45 with a
t-value of 5.12 and a p-value <0001, This shows that digital transformation has a significant and
positive influence on SME business performance., [10]
Business Incubation (X2X 2X2): Regression coefficient f2=0. SS\JmeU 38p2=0.38 with a t-
value of 4.76 and a p-value <0001, This shows that business incubation also has a significant and
positive influence on SME business performance.

DISCUSSION
Based on the results of the study. it shows that digital uffEjformation has a positive and significant

impact on SME business performance. SMEs that adopt digital technology, such as the use of e-
commerce, digital-based management systems, and social media. experience significant improvements
in operational efficiency, market expansion, and product innovation. This shows that SMEs that adopt
digital technology can achieve bﬁr business performance compared to SMEs that have not
implemented digital transformation. This finding is consistent with previous swidies showing that digital
transformation can increase the competitiveness of SMEs by expanding market access and increasing
interaction with customers (D, T. Matt & Rauch. 2020; Vial & Baudoin, 2019). In the Indonesian
context, where SMEs often face limited access to markets and resources, digital transformation offers
an effective solution to nve:nmc these challenges.

Business incubation has also been shown to have a positive and significant impact on SME
business performance. Business incubation programs that include training, mentoring, and access to
business netfbrks help SMEs develop innovation capacity, marketing strategies, and financial
management which in turn have a positive impact on their business performance. Participation in a
business incubation program provides the necessary support for SMEs to adapt to market and
[EBhnological changes, and improve their ability to face increasingly fierce competition. These results
are in line with research by Bergek and Norrman (2008), which states that business incubation can
reduce business failure rates by providing the right support at the early stages of business development
(Berzek & Norrman, 2008}, Another interesting finding from this study is the strong synergy between
digital transformation and business incubation in improving SME performance. SMEs that combine
digital transformation with participation in a husiness incubation progranfgflhow better perfarmance
compared to SMEs that only focus on one aspect. This synergy can be explained by the dynamic
capability theary (Teece et al., 1997) which states that companies that can integrate internal capabilities
(in this case digital ransformation) with external resources (business incubation) will have a stronger
competitive advantage. In practice, business incubation can help SMEs optimize the use of digital
technology by providing the right direction and support so that digital transformation can be carmed out
mordlfectively and efficiently.

The findings of this study have several important managerial implications:

a) The Importance of Digital Transformation: SMEs must continue to drive digital transformation as
part of their business strategy to improve efficiency. innovation, and competitiveness. The
government and related institutions also need to provide support. such as training and access to
technology , to encourage digital adoption among SMEs.

b} The Important Role of Busingss Incubation: Business incubation programs need to be expanded
and improved to provide more comprehensive support to SMEs Bfpecially in facing the challenges
af the digital era, Effective business incubation can help SMEs nol only survive but also grow in a
competitive market.

¢) Collaboration for Synergy: To achieve optimal results, SMEs need to combine digital
transformation with active participation in business incubation programs. Collaboration between
various parties. including the government, business incubation providers, and the private sector, is
essential to create an ecosystem that supports the development of technology -based SMEs.

CONCLUSION




Based on the results of research that has been conducted regarding the impuct of Elgzital
transformation and business incubation on SME business performance, several important points can be
concluded as follows:
¥ There is a positive and significant influence between digital ransformation on SME business

performance. b
v Participation in business incubation programs also shows a positive and significant influence on

SME business performance.

v Another important finding is the strong synergy between digital transformartion and business
incubation, SMEs that combine these two [fBrs simultaneously show superior business
performance and can increase the competitiveness and sustainability of SMEs in a dynamic business
environment.

v Research also shows that to maximize the positive impact of digital transformation and business
incubation, ongoing support is needed from various parties, including the government, incubation
providers, and the private sector. Strong collaboration between various stakeholders can create a
conducive ecosystem for the development of technology-based SMEs.
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The Impact of Digital Transformation and Business
Incubation on Small and Medium Enterprises (SMESs)
Business Performance

ABSTRACT

In the digital era, digital transformation and business incubation are key factors in improving the
performance of Small and Medium Enterprises (SMES) in Indonesia. This research uses an explanatory
guantitative approach to analyze the influence of these two aspects on 200 SMEs in Indonesia that have
adopted digital technology and participated in incubation programs. Data were collected through
guestionnaires and analyzed using multiple linear regression. The results of the study show that digital
transformation has a significant impact on SME business performance, through the use of e-commerce,
digital management systems, and social media, increasing operational efficiency and market reach.
Incubation programs also play an important role in improving performance by providing training,
mentoring, and access to business networks. The synergy between digital transformation and business
incubation has been shown to significantly improve performance.

Keywords: Digital transformation, Business incubation, SMEs business performance

INTRODUCTION

Digital transformation has become a global phenomenon that is significantly reshaping the business
landscape. No longer a discretionary effort, digital transformation has evolved into a vital strategic
imperative for all types of enterprises, including Small and Medium Enterprises (SMESs), particularly
in an age marked by rapid advancements in information and communication technologies. Its influence
extends beyond business performance and plays a key role in advancing the Sustainable Development
Goals (SDGs). Technologies such as artificial intelligence, cloud computing, and the Internet of Things
are instrumental in supporting the achievement of the SDGs, underscoring digital transformation’s
strategic relevance (Plekhanov et al., 2023). In addition to optimizing business efficiency, digital
transformation contributes to social equity, environmental protection, and economic development, thus
reinforcing its integral role in sustainable progress (Esses et al., 2021). The SDGs, established in 2015
by 193 member states of the United Nations, represent a universal blueprint to achieve sustainability by
2030. They encompass 17 goals and 169 specific targets, each aimed at fostering inclusive and equitable
global development (Wijaya et al., 2024). In this context, digital transformation emerges not only as a
business enabler but also as a fundamental driver in achieving long-term developmental and
sustainability outcomes.

Digital transformation can help SMEs to improve their performance, which can ultimately
contribute to achieving SDGs, namely SDG 1 (Eradicating Poverty) and SDG 8 (Decent Work and
Economic Growth). Then, even though Industry 4.0 technology has the potential to improve business
performance, several studies warn of the challenges that small and medium enterprises (SMES) may
face during the adoption of this technology (Nazaruddin et al., 2024; Soni et al., 2022). SMEs often
face constraints related to resource availability, market access, and technological capabilities, adoption
of digital transformation can serve as an important mechanism for survival and achieving sustainable
growth in an increasingly competitive business environment.

At this time, SMESs to increase their competitiveness in today's business, SMEs must effectively
utilize information technology and develop and utilize their capabilities and competencies (Nazaruddin
et al., 2024; Prasanna et al., 2019; Rodrigues et al., 2021; Yusuf et al., 2022). Furthermore, it is very
important to improve corporate strategy by using information technology and optimizing work
processes (Mrugalska & Ahmed, 2021) which involves utilizing computer systems and improving
business performance in addressing market demands (Chiu & Cho, 2019; Mrugalska & Ahmed, 2021,
Surya et al., 2021). The importance of information technology in business is widely recognized
(Kowerdziej et al., 2013). Digitalization is a multifaceted phenomenon that encompasses various



dimensions, including digital entrepreneurship, digital strategy, digital processes, and digital education
(Kraus et al., 2019).

Beyond the scope of digital transformation, business incubation contributes significantly to the
growth and performance of small and medium enterprises (SMEs). Business incubation facilitates
access to critical resources that these firms may not have otherwise, including financial support,
managerial expertise, professional networks, and opportunities for training and development. As a
result, business incubation builds a stronger foundation for SMEs to start, operate, and expand their
businesses more effectively. Technology and organization positively influence e-commerce adoption
and SME performance (Ausat et al., 2022). Incubated firms outperform non-incubated firms due to
tailored business support services. Incubated firms benefit from more employees, not incubated from
the owner’s experience (Zhou & Zondo, 2023). Business incubators support the growth and
development of SMEs in developing countries (Napitu et al., 2023).

The integration of digital transformation and business incubation presents significant opportunities
to improve the performance of small and medium enterprises (SMESs). Digital transformation facilitates
increased operational efficiency, expands market accessibility, and strengthens competitiveness through
innovation in products and services (Putri & Widadi, 2024). In contrast, business incubation offers
critical support that optimizes the advantages of digital transformation, enabling SMEs not only to adapt
to new technologies but also to take full advantage of contemporary technological capabilities.

The benefits of digital transformation and business incubation for small and medium enterprises are
clear. However, challenges remain. There is a digital divide, a lack of skilled workers, and strong
resistance to change. This study seeks to understand how digital transformation and business incubation
affect the performance of SMEs. The purpose of this study is to find critical factors that lead to success
and offer practical strategies for SMEs to improve their performance in this new digital era.

This study seeks to understand how digital transformation and business incubation programs affect
the performance of small and medium enterprises. By examining the relationship between these factors
and business success, the aim is to uncover ways for SMEs to use digital advancements and incubation
support to strengthen their competitiveness and ensure their survival in a changing economic landscape.

LITERATURE REVIEW
Digital transformation

Digital transformation emerges from the convergence of personal and organizational 1T
environments, highlighting the transformative effects of advanced digital technologies such as cloud
computing, social media, mabile platforms, analytics, and the Internet of Things—collectively known
as SMACIT technologies (White, 2008). On a broader scale, digital transformation is described as the
integration of digital technologies into core business operations, particularly within the digital economy
context (Liu et al., 2011). From a more expansive viewpoint, it encompasses leveraging innovation to
optimize organizational functions or to extend a company's global presence (Westerman & Bonnet,
2014). Hess et al. (2016) provide a more structured definition, emphasizing that digital transformation
influences organizations on three critical levels: first, it modifies the organization’s full lifecycle and
enhances customer experiences externally; second, it affects internal aspects such as strategic
objectives, decision-making processes, and organizational hierarchies; and finally, when transformation
permeates all organizational layers and business functions, it often leads to the emergence of entirely
new business models. These perspectives collectively underscore that digital transformation is not
merely a technological upgrade but a strategic reconfiguration of business at all levels.

Digital transformation is the act of integrating digital technology into every part of a business.
Digital transformation changes the way organizations work, think, and serve customers. In this change,
everything changes. Old ways are replaced by new methods that are valuable and provide services (Vial
& Baudoin, 2019). Digital transformation is about using new tools. E-commerce, social media, big data,
and cloud computing are all part of digital transformation. All of these help businesses work better,
create new ideas, and stay ahead of the competition (C. Matt et al., 2015).

According to Rogers' (2003) innovation adoption theory, SMEs' decisions to adopt digital
technology are influenced by various factors, including perceived relative advantage, compatibility with
existing business processes, complexity, trial, and observation of results. Digital transformation can
also be understood through the Resource-Based View (RBV) perspective, where digital technology is
viewed as a strategic resource that can generate competitive advantage if managed properly (Barney,



1991; Widagdo et al., 2019). Meanwhile, the current phenomenon of internet utilization for SMEs has
become a basic need to improve their business. Small and medium enterprises (SMEs) that use social
media marketing can reach more customers and manage their client relationships more effectively (Yan
& Musika, 2018). Other researchers also explain that e-commerce facilitates the relationship between
companies and their clients, allowing companies to build stronger relationships with them (Alawi et al.,
2018). Furthermore, Instagram social media can help business actors to promote the products they
produce so that they can quickly be known to many people (Hamdi et al., 2021).

But the road to implementing digital technology is not without obstacles. Small and medium-sized
companies struggle with tight budgets, lack of digital knowledge, and reluctance to embrace change
(Chibelushi & Costello, 2009). The success of digital transformation in small and medium-sized
companies depends on their strength to face challenges. They must integrate digital technology into
their business strategy with purpose and clarity.

Business incubation

Business incubation is a program designed to support the growth and development of SMEs by
providing various resources, such as funding, mentoring, training, and access to a broad business
network. The definition of business incubation presented in the document “Definition of Business
Incubation” emphasizes that business incubators not only provide structural support to SMEs but also
act as catalysts in accelerating business growth through various interventions focused on the specific
needs of small businesses (Stephens & Miller, 2022).

In the digital era, the function of business incubation is becoming increasingly important because
digital transformation requires skills and knowledge that may not be possessed by all entrepreneurs.
Business incubation can help bridge this gap by providing access to the latest technologies and assisting
SMEs in the process of digitizing their businesses. Business incubators also provide the training needed
to master digital tools and implement them in business operations, which can ultimately improve the
efficiency and performance of SMEs as a whole (Opland et al., 2022).

Business incubation helps start-ups and small businesses in their early stages. Business incubation
provides the support they need to grow and succeed over time (Hackett & Dilts, 2004). Business
incubation is all about helping new ventures. Business incubation offers mentorship in management,
teaches entrepreneurial skills, connects people to networks, and helps them find the funding they need
(Phan et al., 2005). In the small business world, incubation serves as a lifeline. Incubation lightens the
burden of scarce resources and reduces the chances of failure. With mentorship and support, incubation
creates a path forward.

Digital Transformation

SME Business Performance

Business Incubation

Figure 1. Research framework

SME business performance

SMEs business performance covers various aspects, such as achieving financial targets, customer
satisfaction, operational efficiency, and continuous innovation. This definition is presented in the
document “Definition of SME Business Performance,” which emphasizes that business performance is
not only measured from the financial aspect but also from how SMEs are able to maintain customer
satisfaction and continue to innovate to stay relevant in the market (Mulyadi, 2013).

In the digital era, SMEs business performance is increasingly determined by their ability to adopt
and utilize digital technology. SMEs that successfully integrate digital technology into their operations
tend to be more efficient and able to offer products or services that are more in line with market needs.



In addition, continuous innovation through the use of technology is also an important factor in
maintaining competitive advantage and improving business performance in the long term (Johnson et
al., 2024).

SME business performance in the digital era is highly dependent on their ability to utilize digital
technology as a tool to improve operational efficiency, meet customer needs, and continue to innovate.
Thus, measuring SME business performance must include not only the financial aspect but also their
ability to adapt to technological changes and dynamic markets.

METHODS

This study uses a quantitative approach with an explanatory design. Explanatory research aims to
explain the relationship between two or more symptoms or variables and explain the causes of an event
(Sari et al., 2022). This study will explain the causal relationship between the independent variables
(digital transformation and business incubation) and the dependent variable (SME business
performance). The population in this study were all SMEs in Indonesia that have implemented digital
technology in their operational activities and have participated in a business incubation program. The
sampling technique used was purposive sampling, which is a sampling method with certain
considerations (Sugiyono, 2018). The criteria used to select the sample were: SMEs that have
implemented digital technology for at least two years; SMEs that have participated in a business
incubation program for at least one year; and SMEs that are willing to participate in this study. The
techniques used were Validity Test, Reliability Test, Normality Test, Multicollinearity Test,
Heteroscedasticity Test, Multiple Linear Regression Analysis, F Test and t Test. In this study, several
techniques were used to analyze the quality and validity of the data. The validity test aims to assess the
extent to which each item in the questionnaire is able to measure the intended variable, by correlating
each statement to the total score of the variable. Data processing was carried out using SPSS software.
Furthermore, the reliability test was used to measure the consistency of the research instrument.
Reliability indicates the extent to which a measuring instrument is free from bias and can provide stable
results over time (Sekaran, 2016). The normality test was conducted to determine whether the data in
the regression model was normally distributed. The ideal regression model is one that has a normal or
near-normal data distribution, which can be tested through graphical analysis and statistical tests
(Ghozali, 2017). The multicollinearity test aims to identify the presence of correlation between
independent variables. The model is declared free of multicollinearity if the tolerance value is > 0.1 and
the VIF value is <10 (Ghozali, 2017). Meanwhile, the heteroscedasticity test is used to ask whether
there is inequality in residual variance between observations in the model (Ghozali, 2017). The main
analysis was conducted using multiple linear regression, namely regression with one dependent variable
and two or more independent variables (Sugiyono, 2018). The regression model is written as:

Y=o+ BiXi+ B2Xe + g,

where Y is the performance of SME business, a is a constant, : and B are the regression coefficients
of each independent variable (digital transformation and business incubation), and ¢ is the error term.
Finally, hypothesis testing is carried out through the F test to test the significance of the overall model
and the t test to test the significance of the influence of each variable. The null hypothesis (Ho) is
rejected if the p value <0.05.

RESULTS
Statistical Description of Respondents

This study involved 200 SMEs that met the inclusion criteria, namely SMEs that have implemented
digital technology for at least two years and have participated in a business incubation program for at
least one year. Of the 200 questionnaires distributed, all were returned and filled out, so the response
rate was 100%. Below is a description of SMEs from the research sample.



Persentase (%) Jenis
Usaha UKM

M Sektor perdagangan

M Sektor jasa

Picture.1 Percentage of Types of SMEs Businesses Sampled
Source: (Data Analysis, 2024)

Based on the diagram, the trade sector is the most SME business activity in Indonesia, which is
35% of other types of SME businesses. While the lowest type of business is the agricultural and creative
sectors, which is 10% of other types of businesses. Then if measured by the number of employees is as
follows: Most SMEs are small businesses with between 10 and 50 employees (70%). The rest are micro
businesses with less than 10 employees (20%) and medium businesses with more than 50 employees
(10%).

The SMEs used as samples are spread across various provinces in Indonesia, with the highest
concentration in West Java (25%), DKI Jakarta (20%), East Java (15%), and other provinces (40%).

2. Validity and Reliability Test
Before further analysis was carried out, validity and reliability tests were carried out on the research
instruments.

Table. Validity and Reliability Test

Variabel Validitas Validitas Cronbach’'s Alpha | Reliabilitas
[lran formast > 0.34 Valid 0,89 Reliabel
Digital

Inkubasi Bisnis > 0,39 Valid 0,87 Reliabel
Kinerja Bisnis : :

UKM > 0,34 Valid 0,91 Reliabel

Based on the results of the validity and reliability tests, all research instruments were proven to meet
the established criteria. The validity test was carried out using the Pearson Product Moment correlation,
where each statement item for the three variables showed a correlation value above 0.3. The digital
transformation variable has a validity value above 0.34, the business incubation variable above 0.39,
and the SME business performance variable above 0.34. Thus, all items are declared valid because they
are able to measure the intended theoretical construct. In addition, a reliability test was conducted to
measure the internal consistency of the instrument, which was assessed through the Cronbach's Alpha
value. The results showed that the digital transformation variable obtained a value of 0.89, business
incubation was 0.87, and SME business performance was 0.91. All of these values far exceed the
minimum threshold of 0.70, so the instrument is categorized as very reliable. This confirms that the
questionnaire instrument is not only valid, but also consistent in measuring each variable accurately.
Thus, this research instrument is worthy of use in further analysis to assess the influence of digital
transformation and business incubation on SME business performance.



Tabel. Classical Assumption Test

Jenis Uji Indikator Hasil Nilai P/Kriteria Kesimpulan
Uji Multikolinearitas \[;:g':ital UTANSTETNES] | sy ;'Sﬁ'fk — il
Uji Heteroskedastisitas | VIF Inkubasi Bisnis 1,684 <10 1r;1i3|6':|i<k olinearitas g

Based on the results of the classical assumption test presented in the table,
the regression model has met the criteria required for further analysis. The normality test using
Kolmogorov-Smirnov shows a p-value of 0.200, which is greater than 0.05, indicating that the
residual data is normally distributed. The multicollinearity test shows the Variance Inflation Factor
(VIF) value for the Digital Transformation variable of 1.723 and Business Incubation of 1.684, both
of which are far below the tolerance limit of 10, so there is no multicollinearity. The
heteroscedasticity test is carried out through scatterplot analysis between the residual value and the
predicted value, which shows a random distribution pattern, indicating no heteroscedasticity
problems. In addition, the autocorrelation test uses the Durbin-Watson value of 1.98 which is within
the normal range (1.5-2.5), indicating no autocorrelation. Thus, all classical assumptions have been
met, and the regression model can be considered valid and suitable for use in hypothesis testing.

Tabel. Multiple Linear Regression Analysis

it can be concluded that

Variabel Koefisien Regresi (B) t-Hitung Sig. (p-value)
Konstanta (o) 1,24 — —
Transformasi Digital (X1) 0,45 5,87 0,000
Inkubasi Bisnis (X2) 0,38 4,96 0,000

The regression model used to test the influence of digital transformation and business incubation

on SME business performance is as follows:

Y=1,24+0,45X1+0,38X2Y = 1,24 + 0,45X_1 + 0,38X_2Y=1,24+0,45X1+0,38X2

Description:

v YYY is SMEs business performance,
v X1X_1X1 is digital transformation,
Vv X2X_2X2 is business incubation.

Tabel. F Test Results

Sumber JK (Sum of

RIJK  (Mean

Variasi Squares) i Square) insRIINIRY Bln (ki)
Regresi 152.34 2 76.17 45.67 <0.001
Residual 628.76 377 1.67 0.00 0.00

Total 781.10 379 0.00 0.00 0.00

The F-count value is 45.67 with a p value <0.001. This shows that the overall regression model is
significant and both independent variables jointly affect the performance of SME businesses.

Tabel. t Test Results

Variabel Independen Koefisien Regresi (B)

t-Hitung

Sig. (p-value)

Kesimpulan

Transformasi Digital (X1) | 0.45

5.12

<0.001

Signifikan




| Inkubasi Bisnis (X2) | 0.38 | 4.76 | <0.001 | Signifikan

The results of the regression analysis show that digital transformation (X1) has a positive and
significant effect on SME business performance, with a regression coefficient of . = 0.45, t value =
5.12, and p-value <0.001. This means that the higher the implementation of digital transformation, the
better the performance of SME businesses. This shows the importance of adopting digital technology
in increasing the efficiency and competitiveness of small and medium enterprises. Meanwhile, the
business incubation variable (X2) also has a positive and significant effect on SME business
performance, with a regression coefficient of B2 = 0.38, t value = 4.76, and p-value <0.001. This proves
that incubation programs such as training, mentoring, and access to business networks contribute
significantly to improving business performance. Both variables are statistically proven to strengthen
the competitiveness and sustainability of SME businesses in facing the challenges of the digital
economy.

DISCUSSION

Based on the results of the study, it shows that digital transformation has a positive and significant
impact on SME business performance. SMEs that adopt digital technology, such as the use of e-
commerce, digital-based management systems, and social media, experience significant improvements
in operational efficiency, market expansion, and product innovation. This shows that SMEs that adopt
digital technology can achieve better business performance compared to SMEs that have not
implemented digital transformation. This finding is consistent with previous studies showing that digital
transformation can increase the competitiveness of SMEs by expanding market access and increasing
interaction with customers (D. T. Matt & Rauch, 2020; Vial & Baudoin, 2019). In the Indonesian
context, where SMEs often face limited access to markets and resources, digital transformation offers
an effective solution to overcome these challenges.

Business incubation has also been shown to have a positive and significant impact on SME
business performance. Business incubation programs that include training, mentoring, and access to
business networks help SMEs develop innovation capacity, marketing strategies, and financial
management which in turn have a positive impact on their business performance. Participation in a
business incubation program provides the necessary support for SMEs to adapt to market and
technological changes, and improve their ability to face increasingly fierce competition. These results
are in line with research by Bergek and Norrman (2008), which states that business incubation can
reduce business failure rates by providing the right support at the early stages of business development
(Bergek & Norrman, 2008). Another interesting finding from this study is the strong synergy between
digital transformation and business incubation in improving SME performance. SMEs that combine
digital transformation with participation in a business incubation program show better performance
compared to SMEs that only focus on one aspect. This synergy can be explained by the dynamic
capability theory (Teece et al., 1997) which states that companies that can integrate internal capabilities
(in this case digital transformation) with external resources (business incubation) will have a stronger
competitive advantage. In practice, business incubation can help SMEs optimize the use of digital
technology by providing the right direction and support so that digital transformation can be carried out
more effectively and efficiently.

The findings of this study have several important managerial implications:

a) The Importance of Digital Transformation: SMEs must continue to drive digital transformation as
part of their business strategy to improve efficiency, innovation, and competitiveness. The
government and related institutions also need to provide support, such as training and access to
technology, to encourage digital adoption among SMEs.

b) The Important Role of Business Incubation: Business incubation programs need to be expanded
and improved to provide more comprehensive support to SMEs, especially in facing the challenges
of the digital era. Effective business incubation can help SMEs not only survive but also grow in a
competitive market.

c) Collaboration for Synergy: To achieve optimal results, SMEs need to combine digital
transformation with active participation in business incubation programs. Collaboration between



various parties, including the government, business incubation providers, and the private sector, is
essential to create an ecosystem that supports the development of technology-based SMEs.

CONCLUSION
Based on the results of research that has been conducted regarding the impact of digital

transformation and business incubation on SME business performance, several important points can be

concluded as follows:

v There is a positive and significant influence between digital transformation on SME business
performance.

v Participation in business incubation programs also shows a positive and significant influence on
SME business performance.

v Another important finding is the strong synergy between digital transformation and business
incubation, SMEs that combine these two factors simultaneously show superior business
performance and can increase the competitiveness and sustainability of SMEs in a dynamic business
environment.

v Research also shows that to maximize the positive impact of digital transformation and business
incubation, ongoing support is needed from various parties, including the government, incubation
providers, and the private sector. Strong collaboration between various stakeholders can create a
conducive ecosystem for the development of technology-based SMEs.

REFERENCES

Alawi, M., Rashid, N., Al-Shami, S. A., & Al-Lamy, H. A. (2018). The determinants of E-commerce
quality on small business performance in Iraq case study from ceramic industry. Journal of
Advanced Research in Dynamical and Control Systems, 10(2 Special Issug).

Ausat, A. M. A, Astuti, E. S., & Wilopo. (2022). Analysis Of Factors That Influence On E-Commerce
Adoption And Their Impacts For Sme Performance In Subang District. Jurnal Teknologi
Informasi Dan limu Komputer (JTHK), 9(2).

Barney, J. (1991). Firm Resources and Sustained Competitive Advantage. Journal of Management,
17(1). https://doi.org/10.1177/014920639101700108

Bergek, A., & Norrman, C. (2008). Incubator best practice: A framework. Technovation, 28(1-2).
https://doi.org/10.1016/j.technovation.2007.07.008

Chibelushi, C., & Costello, P. (2009). Challenges facing W. Midlands ICT-oriented SMEs. Journal of
Small Business and Enterprise Development, 16(2).
https://doi.org/10.1108/14626000910956029

Chiu, W., & Cho, H. (2019). E-commerce brand: The effect of perceived brand leadership on
consumers’ satisfaction and repurchase intention on e-commerce websites. Asia Pacific Journal
of Marketing and Logistics, 33(6). https://doi.org/10.1108/APJML-10-2018-0403

Esses, D., Csete, M. S., & Németh, B. (2021). Sustainability and digital transformation in the visegrad
group of central european countries.  Sustainability  (Switzerland), 13(11).
https://doi.org/10.3390/su13115833

Ghozali, I. (2017). Aplikasi analisis multivariate dengan program IBM SPSS 23.[Multivariate analysis
application with the IBM SPSS 23 program]. Semarang: Badan Penerbit Universitas
Diponegoro(2016).[in Bahasa Indonesia]. R/PPM/2017 dated May 22nd.

Hackett, S. M., & Dilts, D. M. (2004). A Systematic Review of Business Incubation Research. The
Journal of Technology Transfer, 29(1). https://doi.org/10.1023/b:jott.0000011181.11952.0f

Hamdi, K., Yadewani, D., & Wijaya, R. (2021). Media Sosial Instagram Dalam Mendukung Promosi
Usaha Sebagai Sebuah Pilihan Atau Paksaan. Jurnal Pustaka Mitra (Pusat Akses Kajian
Mengabdi Terhadap Masyarakat), 1(2).

Hess, T., Benlian, A., Matt, C., & Wiesbock, F. (2016). Options for formulating a digital transformation
strategy. MIS Quarterly Executive, 15(2). https://doi.org/10.4324/9780429286797-7

Johnson, H., Raoberts, O., & Wilson, G. (2024). Exploring the Economic Resilience of Small and
Medium Enterprises (SMEs) During Financial Crises.



Kowerdziej, R., Parka, J., Krupka, J., Olifierczuk, M., Nowinowski-Kruszelnicki, E., Jaroszewicz, L.,
& Chojnowska, O. (2013). Dielectric properties of highly anisotropic nematic liquid crystals
for ~ tunable  microwave  components.  Applied  Physics  Letters,  103(17).
https://doi.org/10.1063/1.4826504

Kraus, S., Palmer, C., Kailer, N., Kallinger, F. L., & Spitzer, J. (2019). Digital entrepreneurship: A
research agenda on new business models for the twenty-first century. In International Journal
of Entrepreneurial Behaviour and Research (Vol. 25, Issue 2). https://doi.org/10.1108/1JEBR-
06-2018-0425

Liu, D. Y., Chen, S. W., & Chou, T. C. (2011). Resource fit in digital transformation: Lessons learned
from the CBC Bank global e-banking project. Management Decision, 49(10).
https://doi.org/10.1108/00251741111183852

Matt, C., Hess, T., & Benlian, A. (2015). Digital transformation strategies. Business & Information
Systems Engineering, 57, 339-343.

Matt, D. T., & Rauch, E. (2020). SME 4.0: The role of small-and medium-sized enterprises in the digital
transformation. In Industry 4.0 for SMEs: Challenges, Opportunities and Requirements.
https://doi.org/10.1007/978-3-030-25425-4 1

Mrugalska, B., & Ahmed, J. (2021). Organizational agility in industry 4.0: A systematic literature
review. Sustainability (Switzerland), 13(15). https://doi.org/10.3390/su13158272

Mulyadi, M. (2013). PENELITIAN KUANTITATIF DAN KUALITATIF SERTA PEMIKIRAN
DASAR MENGGABUNGKANNYA. Jurnal Studi Komunikasi Dan Media, 15(1).
https://doi.org/10.31445/jskm.2011.150106

Napitu, U., Corry, Sinurat, A., Harianja, T., Ease Arent, Mardiani, Nasution, A. M., & Napitu, H.
(2023). SOSIALISASI PERAN PERGURUAN TINGGI DAN AKADEMISI SEBAGAI
INKUBATOR BISNIS DALAM PENGUATAN KOPERASI SEBAGAI LEMBAGA
EKONOMI KERAKYATAN MENUJU KOPERASI MODERN BAGI PELAKU UKM DI
SUMATERA UTARA. Jurnal Pengabdian Masyarakat Sapangambei Manoktok Hitei, 2(1).
https://doi.org/10.36985/jpmsm.v2i1.503

Nazaruddin, I., Utami, E. R., & Rahmawati, E. (2024). Digitalization Challenges for SMEs: A
Systematic Literature Review Perspective and Future Research. JBTI: Jurnal Bisnis: Teori Dan
Implementasi, 15(1), 15-43.

Opland, L. E., Pappas, I. O., Engesmo, J., & Jaccheri, L. (2022). Employee-driven digital innovation:
A systematic review and a research agenda. Journal of Business Research, 143.
https://doi.org/10.1016/j.jbusres.2022.01.038

Phan, P. H., Siegel, D. S., & Wright, M. (2005). Science parks and incubators: Observations, synthesis
and future research. Journal of Business Venturing, 20(2).
https://doi.org/10.1016/j.jbusvent.2003.12.001

Plekhanov, D., Franke, H., & Netland, T. H. (2023). Digital transformation: A review and research
agenda. European Management Journal, 41(6). https://doi.org/10.1016/j.emj.2022.09.007

Prasanna, R. P. I. R., Jayasundara, J. M. S. B., Gamage, S. K. N., Ekanayake, E. M. S., Rajapakshe, P.
S. K., & Abeyrathne, G. A. K. N. J. (2019). Sustainability of SMEs in the competition: A
systemic review on technological challenges and SME performance. In Journal of Open
Innovation:  Technology, = Market, and Complexity (Vol. 5, Issue 4).
https://doi.org/10.3390/joitmc5040100

Priyatno, D. (2011). Buku saku analisis statistik data SPSS. Media Pressindo.

Putri, P. L., & Widadi, B. (2024). Analisis Srtrategi Bisnis Dalam Upaya Meningkatkan Profitabilitas
UMKM Aspikmas Kabupaten Banyumas. Jurnal Ecodemica: Jurnal Ekonomi Manajemen Dan
Bisnis, 8(2), 74-81.

Rodrigues, R. I., Lopes, P., & Varela, M. (2021). Factors affecting impulse buying behavior of
consumers. Frontiers in Psychology, 12, 697080.

Sari, M., Rachman, H., Juli Astuti, N., Win Afgani, M., & Abdullah Siroj, R. (2022). Explanatory
Survey dalam Metode Penelitian Deskriptif Kuantitatif. Jurnal Pendidikan Sains Dan
Komputer, 3(01). https://doi.org/10.47709/jpsk.v3i01.1953

Sekaran, U. (2016). Research methods for business: A skill building approach. John Wiley & Sons.

Soni, G., Kumar, S., Mahto, R. V., Mangla, S. K., Mittal, M. L., & Lim, W. M. (2022). A decision-
making framework for Industry 4.0 technology implementation: The case of FinTech and



sustainable supply chain finance for SMEs. Technological Forecasting and Social Change,
180. https://doi.org/10.1016/j.techfore.2022.121686

Stephens, S., & Miller, K. (2022). Business incubation as a community of practice: an emergent cultural
web. Entrepreneurship and Regional Development, 34(9-10).
https://doi.org/10.1080/08985626.2022.2112761

Sugiyono, P. D. (2018). Quantitative, qualitative, and combination research methods (Mixed methods).
Bandung: Alphabeta CV.

Surya, B., Menne, F., Sabhan, H., Suriani, S., Abubakar, H., & Idris, M. (2021). Economic growth,
increasing productivity of smes, and open innovation. Journal of Open Innovation: Technology,
Market, and Complexity, 7(1). https://doi.org/10.3390/joitmc7010020

Teece, D. J., Pisano, G., & Shuen, A. (1997). Dynamic capabilities and strategic management. Strategic
Management Journal, 18(7). https://doi.org/10.1002/(SIC1)1097-
0266(199708)18:7<509::AlD-SMJ882>3.0.CO;2-Z

Vial, S., & Baudoin, P. (2019). Being and the screen: How the digital changes perception: Published in
one volume with A Short Treatise on Design. In Design thinking, design theory.

Westerman, G., & Bonnet, D. (2014). Turning Technology into Business. Harvard Business Review
Press, 256.

White, H. C. (2008). Identity and Control: How Social Formations Emerge. In Practice.

Widagdo, S., Ratnasari, E., & Mandala, S. (2019). INTERNAL FACTOR ANALYSIS IN
MANAGEMENT CONTROL SYSTEM DESIGN WITH ORGANIZATIONAL
OBJECTIVES AS INTERVENING VARIABLES IN BLOOD TRANSFUSION UNITPMI
JEMBER. Sinergi: Jurnal limiah llmu Manajemen, 9(2).

Yan, L., & Musika, C. (2018). The social media and SMEs business growth: How can SMEs incorporate
social media.

Yusuf, M., ‘Ardhuha, J., & Hikmawati, H. (2022). Pengembangan Perangkat Pembelajaran Model
Problem Based Learning untuk Meningkatkan Pemahaman Konsep Fisika dan Kemampuan
Berpikir  Kritis  Peserta  Didik. Jurnal Illmiah  Profesi  Pendidikan, 7(2).
https://doi.org/10.29303/jipp.v7i2.457

Zhou, H., & Zondo, R. W. D. (2023). THE ROLE OF BUSINESS INCUBATION PROGRAMMES
ON THE PERFORMANCE OF SMALL AND MEDIUM ENTERPRISES IN SOUTH
AFRICA. The Seybold Report, 18(5).



5.Bukti Konfirmasi Review
dan Hasil Review Kedua
(11 Mei 2025)



ID #3441

Manuscript Evaluation Summary

Section

Assessment
(1-5)

Evaluation

Comments / Suggestions

Title

Adequate

The title reflects the core topic,
but it could be made more
concise for impact. Suggest:
“The Role of Digital
Transformation and Business
Incubation on SME
Performance in Indonesia.”

Abstract

Needs
Improvement

The abstract covers the topic
but lacks structured format.
Consider dividing into
Background, Purpose,
Method, Findings,
Conclusion, and limit to 200
words. Clarify the core novelty
and contribution of the study.

Keywords

Needs
Improvement

Keywords are general. Include
more specific terms like:
“Digital Ecosystem,”
“Business Support Services,”
“Technology Adoption,”
“Entrepreneurial Growth.”

Introduction

Needs
Improvement

While the context is clear, the
research gap is not explicitly
stated. Clarify what previous
studies have missed and what
this study contributes. End with
a clear objective statement.

Literature
Review &
Hypotheses

Needs
Improvement

Subheadings are unclear.
Clearly label each sub-section
with the variables (e.g.,
“Digital Transformation and
Business Performance”).
Explicitly describe relationships
and develop hypotheses
logically.

Methodology

Needs
Improvement

Justify the population and
sampling technique more
rigorously. Explain why the
location (Indonesia) was
chosen, and detail the variable
measurements (scales,
constructs, etc.).




Results

Needs
Improvement

Figure 2 should be replaced
with a table. Tables 1-5
contain Indonesian text;
translate all into English.
Improve clarity and ensure
proper labeling. Include
explanation of key findings
before moving to discussion.

Discussion

Underdeveloped

Needs deeper theoretical
grounding. Discuss how the
findings align or contrast with
existing digital economy and
SME development theories.
Justify arguments with recent
and international references.

Conclusion

Adequate

Effectively summarizes results,
but would benefit from clearer
theoretical and practical
implications. Emphasize how
findings can inform policy and
SME support initiatives.

Citation and
References

Needs Major
Revision

Some citations are
unstructured or inconsistent
(e.g., “D. T. Matt & Rauch,
2020). Use a uniform citation
style (APA or Chicago, based
on journal preference). Update
with recent (last 5 years)
peer-reviewed SOUrCeS.

Language &
Style

Needs
Improvement

Language is mostly clear but
needs professional
proofreading. Several
grammatical errors,
Indonesian terms, and
awkward phrasings remain.
Recommend editing for
academic tone and fluency.

Overall
Evaluation

Needs
Improvement

Strengthen the literature
framework, refine hypothesis
structure, standardize
citations, and improve
language. Better justification of
method and enriched discussion
will elevate it.




3/2/26, 10:48 AM UPI Mail - [JIMKES] Editor Decision

0 Universitas
Pendidikan

' ‘ Alif RinggaPersada <alifringga@upi.edu>
77N Indonesia
-

[JIMKES] Editor Decision

1 message
Annisa <assistant1459@gmail.com> Sun, May 11, 2025 at 7:49 PM
To: Alif Ringga Persada <alifringga@upi.edu>

Alif Ringga Persada, Hari Mulyadi, A. Jajang Warya Mahri, Chairul Furgon:

We have reached a decision regarding your submission to Jurnal limiah Manajemen Kesatuan, "The Impact of Digital
Transformation and Business Incubation on Small and Medium Enterprises (SMEs) Business Performance".

Our decision is: Revisions Required

Jurnal limiah Manajemen Kesatuan

2 attachments

@ A-Review Results-3441-A.docx
18K

@ B-3441-Review-.docx
19K

https://mail.google.com/mail/u/0/?ik=c516627ba8&view=pt&search=all&permthid=thread-f:1834636965077991720&simpl=msg-f:1834636965077991720 1M


https://jurnal.ibik.ac.id/index.php/jimkes
https://mail.google.com/mail/u/0/?ui=2&ik=c516627ba8&view=att&th=1975f09973464128&attid=0.1&disp=attd&safe=1&zw
https://mail.google.com/mail/u/0/?ui=2&ik=c516627ba8&view=att&th=1975f09973464128&attid=0.1&disp=attd&safe=1&zw
https://mail.google.com/mail/u/0/?ui=2&ik=c516627ba8&view=att&th=1975f09973464128&attid=0.2&disp=attd&safe=1&zw
https://mail.google.com/mail/u/0/?ui=2&ik=c516627ba8&view=att&th=1975f09973464128&attid=0.2&disp=attd&safe=1&zw

6. Bukti Artikel Revisi
Hasil Turnitin dan

Form Hasil Perbaikan
(23 Juni 2025)



The Role of Digital Transformation and Business
Incubation on SME Performance in Indonesia

ABSTRACT

In this rapidly evolving digital era, digital transformation and business incubation have been identified as
key determinants in driving improved performance SMEs in Indonesia. A quantitative study, using an
explanatory approach, specifically investigated how these two aspects affect 200 SMEs in Indonesia that have
actively adopted digital technology and participated in incubation programs. The information for the study
was collected through an extensive survey and analyzed in depth utilizing various techniques of multiple linear
regression. The results indicate that digital transformation has a meaningful and beneficial effect on the
performance of SMEs. This impact is mainly manifested through the utilization of strategies such as the use of
e-commerce, the implementation of an efficient digital management system, and the optimization of social
media, which collectively contribute to increased operational efficiency and expanded market reach.
Furthermore, incubation programs have also been shown to play a crucial role in improving performance, by
providing relevant training, expert mentoring, and vital access to business networks. Overall, this study
confirms that the synergy between digital transformation and business incubation substantially improves SME
performance.

Keywords: Business Incubation, Digital Transformation, SMEs Business performance.

ABSTRAK

Di era digital yang terus berkembang pesat ini, transformasi digital dan inkubasi bisnis telah diidentifikasi
sebagai penentu utama dalam mendorong peningkatan kinerja Usaha Kecil dan Menengah (UKM) di
Indonesia. Sebuah studi kuantitatif, dengan menggunakan pendekatan eksplanatif, secara khusus
menyelidiki bagaimana kedua aspek ini memengaruhi 200 UKM di Indonesia yang telah secara aktif
mengadopsi teknologi digital dan berpartisipasi dalam program inkubasi. Data penelitian dikumpulkan
melalui kuesioner yang komprehensif dan dianalisis secara mendalam menggunakan metode regresi linier
berganda. Hasil penelitian menunjukkan bahwa transformasi digital memiliki dampak yang signifikan dan
positif terhadap kinerja bisnis UKM. Dampak ini terutama diwujudkan melalui pemanfaatan strategi seperti
penggunaan e-commerce, penerapan sistem manajemen digital yang efisien, dan optimalisasi media sosial,
yang secara kolektif berkontribusi pada peningkatan efisiensi operasional dan perluasan jangkauan pasar.
Lebih jauh, program inkubasi juga telah terbukti memainkan peran penting dalam meningkatkan kinerja,
dengan memberikan pelatihan yang relevan, pendampingan ahli, dan akses penting ke jaringan bisnis. Secara
keseluruhan, studi ini menegaskan bahwa sinergi antara transformasi digital dan inkubasi bisnis secara
substansial meningkatkan kinerja UKM.

Kata Kunci: Inkubasi Bisnis, Kinerja Bisnis UKM, Transformasi Digital.

INTRODUCTION

Digital transformation has become a global phenomenon that is significantly reshaping the
business landscape. No longer a discretionary effort, digital transformation has evolved into a vital
strategic imperative for all types of enterprises, including Small and Medium Enterprises (SMEs),
particularly in an age marked by rapid advancements in information and communication
technologies. Its influence extends beyond business performance and plays a key role in advancing
the Sustainable Development Goals (SDGs). Technologies like artificial intelligence, cloud
computing, and the Internet of Things play a crucial role in facilitating the realization of the SDGs,
highlighting the strategic importance of digital transformation (Plekhanov et al., 2023; Ridhovan
& Anggarani, 2024). In addition to optimizing business efficiency, digital transformation
contributes to social equity, environmental protection, and economic development, thus
reinforcing its integral role in sustainable progress (Esses et al., 2021). The SDGs, established in
2015 by 193 member states of the United Nations, represent a universal blueprint to achieve
sustainability by 2030. They encompass 17 goals and 169 specific targets, each aimed at fostering



inclusive and equitable global development (Wijaya et al., 2024). In this context, digital
transformation emerges not only as a business enabler but also as a fundamental driver in achieving
long-term developmental and sustainability outcomes.

Digital transformation can help SMEs to improve their performance, which can ultimately
contribute to achieving SDGs, namely SDG 1 (Eradicating Poverty) and SDG 8 (Decent Work
and Economic Growth). Then, even though Industry 4.0 technology has the potential to improve
business performance, numerous studies highlight the difficulties faced by small and medium-sized
enterprises (SMEs) may face during the adoption of this technology (Soni et al., 2022; Nazaruddin
et al., 2024). SMEs often face constraints related to resource availability, market access, and
technological capabilities, adoption of digital transformation can serve as an important mechanism
for survival and achieving sustainable growth in an increasingly competitive business environment.

At this time, SMEs to increase their competitiveness in today's business, SMEs must effectively
utilize Information technology and enhance and apply their skills and abilities ( Prasanna et al.,
2019; Rodrigues et al., 2021; Yusuf et al., 2022; Nazaruddin et al., 2024). Furthermore, it is very
important to improve corporate strategy by using information technology and optimizing work
processes (Mrugalska & Ahmed, 2021) which involves utilizing computer systems and improving
business performance in addressing market demands (Chiu & Cho, 2019; Mrugalska & Ahmed,
2021; Surya et al.,, 2021). The importance of information technology in business is widely
recognized (Kowerdziej et al., 2013). Digitalization is a multifaceted phenomenon that
encompasses various dimensions, including digital entrepreneurship, digital strategy, digital
processes, and digital education (Kraus et al., 2019).

Apart from digital transformation, business incubation plays an essential part in the
development and progress of small and medium-sized businesses (SMEs). Business incubation
facilitates entry to critical resources that these firms may not have otherwise, including financial
support, managerial expertise, professional networks, and opportunities for training and
development. As a result, business incubation builds a stronger foundation for SMEs to start,
operate, and expand their businesses more effectively. Technology and organization positively
influence e-commerce adoption and SME performance (Ausat et al., 2022). Incubated firms
outperform non-incubated firms due to tailored business support services. Incubated firms benefit
from more employees, not incubated from the owner’s experience (Zhou & Zondo, 2023). Business
incubators support the growth and development of SMEs in developing countries (Napitu et al.,
2023).

While the advantages of digital transformation and business incubation have been thoroughly
explored individually in existing literature, a significant research gap remains in assessing their
combined impact on MSME performance, particularly in developing nations like Indonesia.
Previous research has not investigated extensively the interplay between these two elements in
fostering long-term competitive advantage or determining the success factors of their integration.
By empirically examining the simultaneous effects of business incubation and digital
transformation on MSME performance, this study seeks to address this problem, while also
pinpointing effective strategies to enhance MSME competitiveness in the digital age. This study's
primary contribution is to present a fresh conceptual framework and pertinent empirical data that
bolster technology-driven MSME development policies and strategies in Indonesia.

LITERATURE REVIEW
Digital Transformation and Business Performance

Digital transformation emerges from the convergence of personal and organizational IT
technologies, characterized by the influence of advanced technologies like cloud computing, social
media, mobile platforms, analytics, and the Internet of Things known as SMACIT technologies
(White, 2008). This transformation entails the incorporation of digital technologies into
fundamental business activities within the framework of the digital econom (Liu et al., 2011), as
well as the use of innovation to optimize organizational functions and expand global reach
(Westerman & Bonnet, 2014). According to Hess et al. (2016), digital transformation affects
organizations at three levels: the business life cycle and customer experience, internal aspects such
as strategic goals and organizational structure, and the emergence of new business models. Vial &



Baudoin (2019) emphasize that digital transformation changes the way organizations work, think,
and provide services. It involves the adoption of instruments like online retail, social platforms,
large data sets, and cloud technology to improve performance, drive innovation, and maintain
competitiveness (C. Matt et al., 2015).

The implementation of digital technology by SMEs is influenced by several factors according
to Rogers' (2003) diffusion of innovation theory, such as relative advantage, fit with business
processes, complexity, trial, and observable results. From the Resource-Based View (RBV)
perspective, digital technology is a strategic resource that can create competitive advantage if
managed properly (Barney, 1991; Widagdo et al., 2019). Utilization of the internet is now a basic
need for SMEs to grow. The use of social media allows SMEs to reach customers more widely and
manage relationships effectively (Yan & Musika, 2018), while e-commerce strengthens
relationships with clients (Alawi et al., 2018). Platforms such as Instagram are also effective for
product promotion (Hamdi et al., 2021). However, the digital transformation process is not free
from challenges, such as budget constraints, lack of digital literacy, and resistance to change
(Chibelushi & Costello, 2009).

H1: Digital transformation has a positive impact on MSME business performance.

Business Incubation and Business Performance

Business incubation is a program designed to support the growth and development of SMEs
by providing various resources, such as funding, mentoring, training, and access to a broad
business network. The definition of business incubation presented in the document “Definition of
Business Incubation” emphasizes that business incubators not only provide structural support to
SMESs but also act as catalysts in accelerating business growth through various interventions
focused on the specific needs of small businesses (Stephens & Miller, 2022).

In the digital era, the function of business incubation is becoming increasingly important
because digital transformation requires skills and knowledge that may not be possessed by all
entrepreneurs. Business incubation can help bridge this gap by providing access to the latest
technologies and assisting SMEs in the process of digitizing their businesses. Business incubators
also provide the training needed to master digital tools and implement them in business operations,
which can ultimately improve the efficiency and performance of SMEs as a whole (Opland et al.,
2022).

Business incubation helps start-ups and small businesses in their early stages. Business
incubation provides the support they need to grow and succeed over time (Hackett & Dilts, 2004).
Business incubation is all about helping new ventures. Business incubation offers mentorship in
management, teaches entrepreneurial skills, connects people to networks, and helps them find the
funding they need (Phan et al., 2005). In the small business world, incubation serves as a lifeline.
Incubation lightens the burden of scarce resources and reduces the chances of failure. With
mentorship and support, incubation creates a path forward.

H2: Business incubation has a positive effect on MSME business performance.

Digital Performance, Busineess Incubation to Business Performance

SMEs business performance covers various aspects, such as achieving financial targets,
customer satisfaction, operational efficiency, and continuous innovation. This definition is
presented in the document “Definition of SME Business Performance,” which emphasizes that
business performance is not only measured from the financial aspect but also from how SMEs are
able to maintain customer satisfaction and continue to innovate to stay relevant in the market
(Mulyadi, 2013).

In the digital era, SMEs business performance is increasingly determined by their ability to
adopt and utilize digital technology. SMEs that successfully integrate digital technology into their
operations tend to be more efficient and able to offer products or services that are more in line with
market needs. In addition, continuous innovation using technology is also an important factor in



maintaining gaining a competitive edge and enhancing long-term company success (Johnson et
al., 2024).

SME business performance in the digital era is highly dependent on their ability to utilize
digital technology as a tool to improve operational efficiency, meet customer needs, and continue
to innovate. Thus, measuring SME business performance must include not only the financial
aspect but also their ability to adapt to technological changes and dynamic markets.

H3: The concurrent implementation of digital transformation and business incubation positively
influences the performance of MSMEs.

Digital Transformation H1
H3 t SME Business Performance
Business Incubation H2

Figure 1. Research framework

The figure shows a conceptual model of the relationship between two independent variables and
one dependent variable, namely Digital Transformation, Business Incubation, and MSME
Business Performance. From Figure 1 above, it shows that Digital Transformation and Business
Incubation act as factors that influence MSME business performance, namely Digital
Transformation exerts a favorable influence on MSME Business Performance, and Business
Incubation positively impacts MSME Business Performance.

METHODS

This research employs an explanatory design and a quantitative methodology. Explanatory
research aims to elucidate the relationship between multiple symptoms or variables and explain
the causes of an event (Sari et al., 2022). This study will explain the causal relationship between
the independent variables (digital transformation and business incubation) and the dependent
variable (SME business performance). The population in this study is all MSMEs in Indonesia that
have adopted digital technology in their operational activities and participated in formal business
incubation programs. The selection of Indonesia as a research location is based on the strategic
role of MSME:s in the national economy, where MSMEs cover more than 99% of business units
and contribute more than 60% to gross domestic product (GDP). However, most MSMEs in
Indonesia still face challenges such as limited access to technology, capital, and professional
support in business development. Therefore, the Indonesian context provides strong empirical
relevance to evaluate the effectiveness of digital transformation and business incubation as
strategies to increase MSME competitiveness (Sugiyono, 2018). MSMESs that had been using
digital technology for at least two years, had taken part in a business incubation program for at
least a year, and were willing to participate were included in the study's sample selection criteria.
Validity, reliability, normality, multicollinearity, heteroscedasticity, multiple linear regression
analysis, F test, and t test were used to test the data. While reliability evaluates the consistency of
the measuring tool, validity evaluates how well the questionnaire items represent the intended
variables (Sekaran, 2016). The regression model assumptions were checked using tests for
heteroscedasticity, multicollinearity, and normality (Ghozali, 2017). The main analysis was
conducted using multiple linear regression, namely regression with one dependent variable and
two or more independent variables (Sugiyono, 2018). The regression model is written as:

Y =a+ B X+ B2X; + g

where Y is the performance of SME business, a is a constant, §; and [, are the regression
coefficients of each independent variable (digital transformation and business incubation), and ¢



is the error term. Finally, hypothesis testing is carried out through the F test to test the significance
of the overall model and the t test to test the significance of the influence of each variable. The null
hypothesis (Hy) is rejected if the p value <0.05.

RESULTS

This study involved 200 SMEs that met the inclusion criteria, namely SMEs that have
implemented digital technology for at least two years and have participated in a business
incubation program for at least one year. Of the 200 questionnaires distributed, all were returned
and filled out, so the response rate was 100%. Below is a description of SMEs from the research
sample.

Table 1. Percentage of Types of SMEs Businesses Sampled

Jenis Usaha UKM Presentase
Trade Sector 35%
Service Sector 30%
Production Sector 25%
Agriculture Sector 10%

The table 1 above shows a pie chart depicting the percentage of types of Small and Medium
Enterprises (SMEs) based on business sectors. There are four main sectors shown. The trade sector
is the sector with the largest percentage, which is 35%, indicating that most SMEs are engaged in
the buying and selling of goods. Followed by the service sector which covers 30% of the total SME
businesses, reflecting the important role of services in the SME economy. Furthermore, the
production sector contributes 25%, which includes manufacturing, handicrafts, and processing
businesses. Finally, the agricultural sector only represents 10%, becoming the sector with the
smallest contribution among the four. This data provides an overview of the structure of SME
businesses in a region, where the trade and service sectors dominate economic activity. This
information is useful for formulating policies and developing more targeted SME development
programs based on the proportion of existing business sectors. The rest are micro businesses with
less than 10 employees (20%) and medium businesses with more than 50 employees (10%). The
SMEs used as samples are spread across various provinces in Indonesia, with the highest
concentration in West Java (25%), DKI Jakarta (20%), East Java (15%), and other provinces
(40%).

Table 2. Validity and Reliability Test

Variabel Validitas Validitas Cronbach's Alpha Reliabilitas
Transformasi Digital > 0.34 Valid 0.89 Reliabel
Inkubasi Bisnis >0.39 Valid 0.87 Reliabel
Kinerja Bisnis UKM > 0.34 Valid 0.91 Reliabel

Considering the outcomes of the reliability and validity tests, all research instruments were
proven to meet the established criteria. The validity test was carried out using the Pearson Product
Moment correlation, where each statement item for the three variables showed a correlation value
above 0.3. The digital transformation variable has a validity value above 0.34, The process of
business incubation variable above 0.39, and the SME business performance variable above 0.34.
Thus, all items are declared valid because they are able to measure the intended theoretical
construct. In addition, a reliability test was conducted to measure the internal consistency of the
instrument, which was assessed through the Cronbach's Alpha value. The results showed that the
digital transformation variable obtained a value of 0.89, business incubation was 0.87, and SME
business performance was 0.91. All of these values far exceed the minimum threshold of 0.70, so
the instrument is categorized as very reliable. This confirms that the questionnaire instrument is
not only valid, but also consistent in measuring each variable accurately. Thus, this research
instrument is worthy of use in further analysis to assess the impact of business incubation and
digital transformation on the success of SMEs.



Tabel 3. Clasical Assumption Test

Jenis Uji Indikator Hasil Nilai P/Kriteria Kesimpulan

Uji Normalitas Kolmogorov-Smirnov (p- 0200 > 0.05 Data residual terdistribusi
value) normal

Uji Multikolinearitas VIF Transformasi Digital 1.723 <10 Tidak ada multikolinearitas

Uji Heteroskedastisitas VIF Inkubasi Bisnis 1.684 < 10 Tidak ada multikolinearitas

According to the outcomes of the classical assumption test shown in the table, it can be inferred
that the regression model has satisfied the necessary criteria for additional analysis. The normality
test using Kolmogorov-Smirnov shows a p-value of 0.200, which is greater than 0.05, indicating
that the residual data is normally distributed. The multicollinearity test shows the Variance
Inflation Factor (VIF) value for the Digital Transformation variable of 1.723 and Business
Incubation of 1.684, both of which are far below the tolerance limit of 10, so there is no
multicollinearity. The heteroscedasticity test is carried out through scatterplot analysis between
the residual value and the predicted value, which shows a random distribution pattern, indicating
no heteroscedasticity problems. In addition, the autocorrelation test uses the Durbin-Watson value
of 1.98 which is within the normal range (1.5-2.5), indicating no autocorrelation. Thus, all
classical assumptions have been met, and the regression model can be considered valid and suitable
for use in hypothesis testing.

Tabel 4. Multiple Linear Regression Analysis

Variabel Koefisien Regresi (8) t-Hitung Sig. (p-value)
Konstanta (a) 1.24 — —
Transformasi Digital (X;) 0.45 5.87 0.000
Inkubasi Bisnis (X3) 0.38 4.96 0.000

Based on the results of the multiple linear regression analysis in the table above, it can be
concluded that the two independent variables, namely Digital Transformation (X;) and Business
Incubation (X3), have a significant effect on SME Business Performance. First, the constant value
(o) of 1.24 indicates that if Digital Transformation and Business Incubation are zero, then the
baseline value of SME business performance is 1.24. Then, the regression coefficient value of
Digital Transformation (§ = 0.45) with a t-count of 5.87 and a significance (p-value) = 0.000, which
is less than 0.05, indicates that Digital Transformation has a positive and significant effect on SME
Business Performance. This means that the higher the implementation of digital transformation,
the better the performance of SME businesses. Likewise with Business Incubation, which has a
regression coefficient of 0.38, a t-count of 4.96, and a p-value = 0.000, indicating that Business
Incubation also has a positive and significant effect on SME business performance. Overall, this
model shows that both Digital Transformation and Business Incubation make significant

contributions to improving SME performance.
Tabel 5. F Test Results

Sumber Variasi JK (Sum of Squares) df RJK (Mean Square) F-Hitung Sig. (p-value)
Regresi 152.34 2 76.17 45.67 <0.001
Residual 628.76 377 1.67 0.00 0.00

Total 781.10 379 0.00 0.00 0.00

Based on the results of the F test in Table 4, it shows that the regression model used in this study
is statistically significant. The F-count value of 45.67 is much greater than the F-table (with df of
2; 377), and the significance value (p-value) <0.001, which means it is smaller than 0.05. This
shows that the regression model is simultaneously significant. This means that together the
variables Digital Transformation and Business Incubation have a significant effect on SME
Business Performance. The JK Regression value of 152.34 shows the variation in SME Business
Performance that can be explained by the two independent variables. While the JK Residual of
628.76 is the remaining variation that cannot be explained by the model. Thus, this F test provides
strong evidence that the regression model involving Digital Transformation and Business
Incubation is able to significantly explain the variation in SME Business Performance.

Tabel 6. T Test Results



Variabel Independen Koefisien Regresi (8) t-Hitung Sig. (p-value) Kesimpulan
Transformasi Digital (X1) 0.45 5.12 <0.001 Signifikan
Inkubasi Bisnis (X2) 0.38 4.76 <0.001 Signifikan

The results of the regression analysis show that digital transformation (X1) has a positive and
significant effect on SME business performance, with a regression coefficient of 3; = 0.45, t value
= 5.12, and p-value <0.001. This means that the higher the implementation of digital
transformation, the better the performance of SME businesses. This shows the importance of
adopting digital technology in increasing the efficiency and competitiveness of small and medium
enterprises. Meanwhile, the business incubation variable (X2) also has a positive and significant
effect on SME business performance, with a regression coefficient of 3, = 0.38, t value = 4.76, and
p-value <0.001. This proves that incubation programs such as training, mentoring, and access to
business networks contribute significantly to improving business performance. Both variables are
statistically proven to strengthen the competitiveness and sustainability of SME businesses in
facing the challenges of the digital economy.

DISCUSSION

Based on the results of the study, it shows that digital transformation has a positive and
significant impact on SME business performance. SMEs that adopt digital technology, such as the
use of e-commerce, digital-based management systems, and social media, experience significant
improvements in operational efficiency, market expansion, and product innovation. This shows
that SMEs that adopt digital technology can achieve better business performance compared to
SMEs that have not implemented digital transformation. This finding is consistent with previous
studies showing that digital transformation can increase the competitiveness of SMEs by
expanding market access and increasing interaction with customers ( Matt & Rauch, 2020; Vial &
Baudoin, 2019). In the Indonesian context, where SMEs often face limited access to markets and
resources, digital transformation offers an effective solution to overcome these challenges.

Business incubation has also been shown to have a positive and significant impact on SME
business performance. Business incubation programs that include training, mentoring, and access
to business networks help SMEs develop innovation capacity, marketing strategies, and financial
management which in turn have a positive impact on their business performance. Participation in
a business incubation program provides the necessary support for SMEs to adapt to market and
technological changes and improve their ability to face increasingly fierce competition. These
results are in line with research by Bergek and Norrman (2008), which states that business
incubation can reduce business failure rates by providing the right support at the early stages of
business development (Bergek & Norrman, 2008). Another interesting finding from this study is
the strong synergy between digital transformation and business incubation in improving SME
performance. SMEs that combine digital transformation with participation in a business
incubation program show better performance compared to SMEs that only focus on one aspect.
This synergy can be explained by the dynamic capability theory (Teece et al., 1997) which states
that companies that can integrate internal capabilities (in this case digital transformation) with
external resources (business incubation) will have a stronger competitive advantage. In practice,
business incubation can help SMEs optimize the use of digital technology by providing the right
direction and support so that digital transformation can be carried out more effectively and
efficiently.

The findings of this study highlight several important managerial implications. First, digital
transformation is essential for SMEs and should be integrated into their core business strategies to
enhance efficiency, foster innovation, and maintain competitiveness. To support this, the
government and related institutions need to play an active role by offering training, access to digital
tools, and other resources that facilitate technology adoption. Second, business incubation plays a
critical role in helping SMEs navigate the challenges of the digital era. Therefore, incubation
programs must be expanded and improved to provide more comprehensive and tailored support.
These programs can significantly contribute to the growth and sustainability of SMEs in
increasingly competitive markets. Lastly, collaboration is key to maximizing the benefits of both
digital transformation and business incubation. A synergistic approach involving SMEs,



government bodies, incubation service providers, and the private sector is necessary to build a
strong ecosystem that fosters the development of innovative, technology-based SME:s.

CONCLUSION

The research concludes that both digital transformation and participation in business
incubation programs significantly enhance SME performance. These strategies contribute to
operational efficiency, innovation, and competitiveness, indicating their crucial role in supporting
the sustainable growth of small and medium enterprises. An important finding from this study is
the strong synergy between digital transformation and business incubation. SMEs that integrate
both tend to show superior performance compared to SMEs that only implement one strategy.
This shows that combining internal capabilities through the adoption of digital technology and
external support through business incubation can strengthen the competitiveness and sustainability
of SMEs amidst rapidly changing market dynamics. From a policy perspective, these findings have
strategic implications. First, the government and policy-making institutions need to make digital
transformation a top agenda in SME development, not only by providing access to technology,
but also through digital skills training and coaching in strategic use of technology. Second,
incubation programs need to be expanded in scope and adjusted to the challenges of the digital
era, by providing relevant curriculum, experienced mentors, and extensive business networks.
Third, a collaborative approach between stakeholders is needed to build an innovative and highly
competitive SME ecosystem. The government, private sector, incubation service providers,
educational institutions, and financial institutions must play an active role and be interconnected
in supporting SMEs, especially those based on technology. This collaboration is important to
ensure that SMEs have equal access to resources, ongoing coaching, and new market
opportunities. Overall, the results of this study provide a strong empirical basis for evidence-based
policy making in encouraging digital transformation and strengthening business incubation as the
main strategy for SME development. With targeted policies and coordinated cross-sector support,
SMEs are expected to be able to become the main pillar of digital economic growth at the national
and global levels.
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The Role of Digital Transformation and Business
Incubation on SME Performance in Indonesia

ABSTRACT

It this rapidly evolving digital era, digital rransformation and business incubation have been tdentified as
key determinanis m driving improved performance SMEs in Indonesia, A quantitative siudy, using an
explanatory approach, specifically imvestigated how these two aspects affect 200 SMEs m Indonesia that have
actively adopted digital technology and participated in icubation programs. The information for the study
was collected through ai@xtensive survey and analyzed in depth utilizing various techniques of multiple linear
regression. The results indicate that digital transformation has a meaningfid dEE) beneficial effect on the
performance of SMEs. This impact is snainly manifested through the utilization of strategies such as the use of
e-commerce, the implementarion of an efficient digital management system, and the oprimization of social
media, which collectively comribute to increased operational efficiency and expanded market reach.
Funthermore, incubation programs have also beent shown to play a erucial role in improving performance, by
providing relevamt training, expert mentoring, and vital access to bustness networks. Overall, this study
confirms that the syaergy between digital transformation and business incubation substantially improves SME
perfarmance.

Keywords: Business Incubation, Digital Transformation, SMEs Business performance.

Diera digiral yang terus berkembang pesar isti, transforf83i digiral dan inkubast bisnis telah diidentifikasi
sebagai peneniu wiama dalam mendorong pentnghatan kinerja Usaha Kecil dan Menengah (UKM) di
Indonesia.  Sebuah  studi kuantitatif, dengan menggunakan pendekatan eksplanatif, secarn khusus
mienyelidiki bagaimana kedua aspek ini memengandhi 200 UKM df Indonesia yang telah secara akif
mengadopsi teknologt digital dan berpartisipasi dalam program inkulfE). Data penelitian ditumpulkan
melalui kuesioner yang komprehensif dan dianalisis secara el geunakan metode vegresi finier
berganda. Hasil peneliti tckkan balwa rransformasi digival memiliki dempak yang signifikan dan
positif terhadap kmerja bisnis UKM. Dampak inf terutama drw;udkaﬂ melaluf permanjaatan strategi seperti
Pengennaan e-<omimerce, pererapan sistems manafemen diginal yang effsten, dan optimalisasi media sosial,
yang secara Rolektif berkontvibusi pada peninghatan efistensi opevasional dan peruasan fanghkauan pasar,
Lehxh ik, pmgmm inkabasi fuga telah terbukti memainkan peran penting dalam meningkatban kinera,

ikan pelatihan yang relevan, pendampingan ahli, dan akses penting ke jaringan fisnis, Secara
kesr’fﬂmr‘um, studi i menegaskan bahwa sinergi antara transformasi digital dan inkubasi bissis secara
substansial meninghatkan kinerja UKM,

Kata Kunci: Inkubasi Bisnis, Kinerja Bisnis UKM, Transformasi Digital,

INTRODUCTION

Digital transformation has become a global phenomenon that is significantly reshaping the
business landscape. No longer a discretionary effort, digital transformation has evolved into a vital
strategic imperative for all types of enterprises, including Small and Medium Enterprises (SMEs),
particularly in an age marked by rapid advancements in inforfElion and communication
technologies. Its influence extends beyond business performance and plays a key role in advancing
the Sustain§le Development Goals (SDGs). Technologies like artificial intelligence, cloud
[Amputing, and the Internet of Things play a crucial role in facilitating the realization of the SDGs,
highlighting the strategic importance of digital transformation (Plekhanov et al., 2023; Ridhovan
& Anggarani, 2024), In addition to optimizing business efficiency, digital transformation
contributes to social equity, environmental protection, and economic development, thus
reinforcing its integral role in sustainable progress (Esses et al., 2021). The SDGs, established in
2015 by 193 member states of the United Nations, represent a universal blueprint to achieve
sustainability by 2030, They encompass 17 gpals and 169 specific targets, each aimed at fostering
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inclusive and equitable plobal development (Wijaya ga]., 2024). In this context, digital
transformation emerges not only as a business enabler but also as a fundamental driver inachieving
long-term developmental and sustainability outcomes.

Digital transformation can help SNgE% to improve their performance, which can ultimately
contribute to achieving SDGs, namely SDCEF(Eradicating Poverty) and SDG 8 (Decent Work
and Economic Growth). Then, even though Induf}y 4.0 technology has the potential to improve
business performance, numerous stuffE¥s highlight the difficulties faced by small and medium-sized
enterprises (SMEs) may face during the adoption of this technology (Soni et al., 2022; Nazaruddin
et al., 2024). SMEs often face constraints related to resource availability, market access, and
technological capabilities, adoption of digital transformation can serve as an important mechanism
for survival and achieving sustainable growth in an increasingly competitive business environment,

At this time, SMEs to increase their competitiveness in today’s business, SMEs must effectively
utilize Informati@EJrechnology and enhance and apply their skills and abilities ( Prasanna et al.,
2019; Rodrigues et al., 2021; Yusuf et al., 2022; Nazaruddin et al., 2024), Furthermore, it is very
important (o improve corporate strategy by using information technology and optimizing work
processes (Mrugalska & Ahmed, 2021} which involves utilizing computer systems and improving
busine@erfﬂrmance in addressing market demands (Chiu & Cho, 2019; Mrugalska & Ahmed,
2021; Surya et al,, 2021), The importance of informa@} technology in business is widely
recognized (Kowerdzigj et al., 2013). Digitalization 15 a multifaceted phenomenon that
encompasses various dimensions, including digital entrepreneurship, digital strategy, digital
processes, and digital education (Kraus et al., 2019).

Apart from digital transtformation, business incubation plays an essential part in the
development and progress of small and medium-sized businesses (SMEs). Business incubation
facilitates entry to critical resources that these firms may not have otherwise, including financial
support, managerial expertise, professional networks, and opportunities for training and
development, As a result, business incubation builds a stronger foundation for SMEs to start,
operate, and expand their businesses more effectively. Technology and organization positively
influence e-commerce adoption and SME performance (Ausat et al., 2022). Incubated firms
putperform non-incubated firms due to tailored business support services. Incubated firms benefit
from more @@ployees, not incubated from the owner's experience (Zhou & Zondo, 2023). BufFess
incubators support the growth and development of SMEs in developing countries (Napitu et al.,
2023).

‘While the advantages of digital transformation and business incubation have been thoroughly
explored individually in existing literature, a significant research gap remains in assessing their
combined impact on MSME performance, particularly in developing nations like Indonesia,
Previous research has not investigated extensively the interplay between these two elements in
fostering long-term competitive advantage or determining the success factors of their integration.
By empirically examining the simultaneous effects of business incubation and digital
transformation on MSME performance, this study secks to address this problem, while also
pinpointing effective strategies to enhance MSME competitiveness in the digital age. This study's
primary contribution is to present a fresh conceptual framework and pertinent empirical data that
bolster technology-driven MSME development policies and strategies in Indonesia.

al Transfi tion and Busi Performance

Digital transformation emerges from the convergence of personal and organizatioff IT
technologies, characterized by the mfluence of advanced technologies like cloud computing, social
media, mobile platforms, analytics, and the InfZet of Things known as SMACIT technologies
(White, 2008). This transformation entails the incorporation of digital technologies into
fundamental business activities within the framework of the digital econom (Liu et al., 2011), as
well as the use of innovation to optimize organizational functions and expand global reach
(Westerman & Bonnet, 2014). According to Hess et al. (2016), digital transformation affects
organizations at three levels: the business life cycle and customer experience, internal aspects such
as strategic goals and organizational structure, and the emergence of new business models. Vial &
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Baudoin (2019) emphasize that digital transformation changes the way organizations work, think,
and provide services. It involves the adoption of instruments like online retail, social platforms,
large data sets, andEEbud technology to improve performance, drive innovation, and maintain
competitiveness (C, Matt et al., 2015).

The implementation of digital technology by SMEs is influenced by several factors according
to Rogers' (2003) diffusion of innovation theory, such as relative advantage, fit with business
processes, complexity, trial, and observable results, From the Resource-Based View (RBV)
perspective, digital technology is a strategic resource that can create competitive advantage if
mandfd properly (Barney, 1991; Widagdo et al., 2019). Utilization of the internet is now a basic
need for SMEs to grow. The use of social media allows SMEs to reach customers more widely and
manage relationships effectively (Yan & Musika, 2018), while e-commerce strengthens
relationships with clients (ABvi et al., 2018). Platforms such as Tnstagram are also effective for
product promotion (Hamdi et al., 2021). However, the digital transformation process is not free
from challenges, such as budget constraints, lack of digital literacy, and resistance to change
(Chibelushi & Costello, 2009).
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H1: Digital transformation has a positive impact on MSME business performance.

Business Incubation and Business Peff@rmance

Business incubation is a program designed to support the growth and development of SMEs
by providing various resources, such as funding, mentoring, training, and access to a broad
business network. The definition of business incubation presented in the document "Definition of
Business Incubation” emphasizes that business incubators not only provide structural support to
SMEs but also act as catalysts in accelerating business growth through various interventions
focul) on the specific needs of small businesses (Stephens & Miller, 2022).

In the digital era, the function of business incubation is becoming increasingly important
because digital transformation requires skills and knowledge that may not be possessed by all
entrepreneurs. Business incubation can help bridge this gap by providing access to the latest
technologies and assisting SMEs in the process of digitizing their businesses. Business incubators
also provide the training needed to master digital tools and implement them in business operations,
which can ultimately improve the efficiency and performance of SMEs as a whole (Opland et al.,
2023).

Business incubation helps start-ups and small businesses in their early stages. Business
incubation provides the support they need to grow and succeed over time (Hackett & Dilts, 2004),
Business incubation is all about helping new ventures. Business incubation offers mentorship in
management, teaches entrepreneurial skills, connects people to networks, and helps them find the
funding they need (Phan et al., 2003). In the small business world, incubation serves as a lifeline.
Incubation lightens the burden of scarce resources and reduces the chances of failure. With
mentorship and support, incubation creates a path forward.

H2: Business incubation has a positive effect on MSME business performance.

Digital Performance, Busineess Incubation to Business Performance

SMEs business performance covers various aspects, such as achieving financial targets,
customer satisfaction, operational efficiency, and continuous innovation. This definition is
presented in the document “Definition of SME Business Performance,” which emphasizes that
business performance is not only measured from the financial aspect but also from how SMEs are
able to maintain customer satistaction and continue to innovate to smy relevant in the market
(Mulyadi, 2013).

In the digital era, SMEs business performance is increasingly determined by their ability to
adopt and utilize digital technology. SMEs that successfully integrate digital technology into their
operations tend to be more efficient and able to offer products or services that are more in line with
market needs. In addition, continuous innovation using technology is also an important factor in




maintaining gaining a competitive edge and enhancing long-term company success (Johnson et
al., 2024).

SME business performance in the digital era is highly dependent on their ability to utilize
digital technology as a tool to improve operational efficiency, meet customer needs, and continue
to innovate. Thus, Effasuring SME business performance must include not only the financial
aspect but also their ability to adapt to technological changes and dynamic markets.

H3: The concurrent implementation of digital transformation and business incubation positively
influences the performance of MSMEs.

Digital Transformation

SME Business Performance

Business Incubation

Figure 1. Research framework
3

The tigure shows a conceptual model of the relationship between two independent variables and
one dependent variable, namely Digital Transformation, Business lncubation, and MSME
Business Performance, From Figure 1 above, it shows that Digital Transformation and Business
Incubation act as factors that influence MSME business performance, namely Digital
Transformation exerts a favorable influence on MSME Business Performance, and Business

Incubation positively impacts MSME Business Performance.

METHODS

B3 This research employs an explanatory design and a quantitative methodology. Explanatory
research aims to elucidate the relationship between multiple synfftoms or variables and explain
the causes of an event (Sari et al., 2022). This study will explain the causal relationship between
the independent variables (digital transformation and business incubation) and the dependent
variable (SME business performance). The population in this study is all MSMEs in Indonesia that
have adopted digital technology in their operational activities and particip{EQl in formal business
incubation programs. The selection of Indonesia as a research location is [Zed on the strategic
role of MSMEs in the national economy, where MSMEs cover more than 99% of business units
and contribute fFlbre than 60% to gross domestic product (GDP). However, most MSMEs in
Indonesia still face challenges such as limited access to technology, capital, and professional
support in business development. Therefore, the Indonesian context provides strong empirical
relevance to evaluate the effectiveness of digital transformation and business incubation as
strategies to increase MSME competitiveness (Sugiyono, 2018), MSMEs that had been using
digital techr@gy for at least two years, had taken part in a business incubation program for at
st a year, and were willing to participate were included in the study’s sample selection criteria.
Validity, reliability, normality, multicollinearity, heteroscedasticity, multiple linear regression
analysis, F test, and t test were used to test the data. While rehiability evaluates the consistency of
the measuring tool, validity evaluates how well the questionnaire items represent the intended
variables (Sekaran, 2016). The regression model assumptions were checked using tests for
heteroscedasticity, multicollinearity, and normality (Ghozali, 2017). The main analysis was
conducted using multiple linear regression, namely regression with one dependent variable and
two or more independent variables (Sugiyono, 2018). The regression model is written as:

Y =a+ BiXy+ PaXzt g

where Y is the performance of SME business, o is a constant, §; and B; are the regression
cacfficients of each independent variable (digital transformation and business incubation), and &
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is the error term. Finally, hypothesis testing is carried out through the F test to test the sigfiicance
of the overall model and the t test to test the significance of the influence of each variable. The null
hypothesis (H,) is rejected if the p value <0.05,

RESULTS

This study involved 200 SMEs that met the inclusion criteria, namely SMEs that have
implemented digital technology for at least two years and have participated in a business
incubation program for at least one year. Of the 200 questionnaires distributed, all were returned
and filled out, so the response rate was 100%. Below is a description of SMEs trom the research
sample.

Table 1. Percentage of Types of SMEs Businesses Sampled

Jenis Usaha UKM Presentase
Trade Sector 35%
Service Sector Rl
_ Production Sector 25%
Agriculture Sector 104

The table | above shows a pie chart depicting the percentage of types of Small and Medium
Enterprises (SMEs) based on business sectors. There are four main sectors shown. The trade sector
is the sector with the largest percentage, which is 35%, indicating that most SMEs are engaged in
the buying and selling of goods. Followed by the service sector which covers 30% of the total SME
businesses, reflecting the important role of services in the SME economy. Furthermore, the
production sector contributes 25%, which includes manufacturing, handicrafts, and processing
businesses. Finally, the agricultural sector only represents 10%, becoming the sector with the
smallest contribution among the four. This data provides an overview of the structure of SME
businesses in a region, where the trade and service sectors dominate economic activity. This
information is useful for formulating policies and developing more targeted SME development
programs based on the proportion of existing business sectors. The rest are micro businesses with
less than 10 employees (20%) and medium businesses with more than 50 employees (10%). The
SMEs used as samples are spread across various provinces in Indonesia, with the highest
concentration in West Java (25%), DKI Jakarta (20%), East Java (15%), and other provinces
(40%).

Table 2. Validity and Reliability Test

Variabel Validi Validitas Cronbach's Alpha Reliabilitas
_Transformasi Digital > 0.4 Vatid 0.89 Reliabel

Inkubasi Bisnis =039 Valid 0.87 Reliabel

Kinerja Bisnis UKM > 0.34 Valid 0.91 Reliabel

Considering the outcomes of the r@Elbility and validity tests, all research instruments were
proven to meet the established criteria. The validity test was carried out using the Pearson Product
Moment correlation, where each statement item for the three variables showed a correlation value
above 0.3. The digital transformation variable has a validity value above 0.34, The process of
business incubation variable above 0.39, and the SME business performance variable above 0.34.
Thus, all items are declared valid because they are able to mcasmﬂhe intended theoretical
construct. In addition, a reliability test was conducted to measure the internal consistency of the
instrument, which was assessed through the Cronbach's Alpha value, The results showed that the
digital transformation variable obtained a value of 0.89, business incubation was 0.87, and SME
business performance was 0.91. All of these values far exceed the minimum threshold of 0.70, so
the instrument is categorized as very reliable. This confirms that the questionnaire instrument is
not only valid, but also consistent in measuring each variable accurately. Thus, this research
instrument is worthy of use in further analysis to assess the impact of business incubation and
digital transformation on the success of SMEs.




Tabel 3. Clasical Assumption Test

Jenis Uji Indikator Hasil Nilai P/Kriteria Kesimpulan

Uji Normalitas Kolmogorov-Smitnov (p- 0,200 = 0.05 Data residual terdistibusi
> value) normal

Uji Multikolinearitas VIF Transformasi Digital 1.723< 10 Tidak ada multikolinearitas

Uji Heteroskedastisita VIF Inkubasi Bistus 1684 10 Tidak ada multikolinearitas

According to the outcomes of the classical assumption test shown in the table, it can be inferred
that the regression model has satisfied thencessary criteria for additional analysis. The normality
test using Kolmogorov-Smirmov shows a p-value of 0.200, which is greater than (.05, indicating
that the residual data is normally distributed. The multicollinearity test shows the Variance
Inflation Factor (VIF) value for the Digital Transformation variable of 1.723 affBusiness
Incubation of 1.684, both of which are far below the tolerance limit of 10, so there is no
multicollinearity, The heteroscedasticity test is carried out through scatterplot analysis between
the residual value and the predicted value, which shows a random distribution pattern, indicating
no heteroscedasticity problems. In addition, the autocorrelation test uses the Durbin-Watson value
of 1.98 which is within the nmmﬁange (1.5-2.5), indicating no autocorrelation. Thus, all
classical assumptions have been met, and the regression model can be considered valid and suitable
for use in hypothesis testing.

_@ Tabel 4. Multple Linear Regression Analysis

ari Koefisien Regresi (§) t-Hitung Sig. (p-value)
Konstanta (i) 1.24 - -

_Transformasi Digital (X ) 0.45 587 0.000
Inkubasi Bisnis (X,) 0.38 406 0.000

Based on the results of the multiple linear regressih analysis in the table above, it can be
concluded that the two independent variables, namely Digital Transformation BC 1) and Business
Incubation (X;), have a significant effect on SME Business Performance, First, the constant value
(a) of 1.24 indicates that if Digital Transformation and Business Incubation are zero, then the
baseline value of SME business funnanue is 1.24. Then, the regression coefficient value of
Digital Transforiition (B = 0.45) with a t-count of 5.87 and a significance (p-value) = 0.000, which
is less than 0.05, indica@ that Digital Transformation has a positive and significant effect on SME
Business Performance, This means that the higher the implementation of digital transform@jon,
the better the performance of SME businesses. Likewise with Business Incubation, which has a
regression coeffiflent of (.38, a t-count of 4.96, and a p-value = 0.000, indicating that Business
Incubation also has a positive and significant effect on SME business performance. Overall, this
model shows that both Digital Transformation and Business Incubation make significant
contributions to improving SME performan{@f)

Tabel 5. F Test Results
JK (Sum of Sq ) df RJK (Mean Square) F-Hitung Sig. (p-value)

152,34 2 7edd _45.67 =0.001
02876 Wl 0.00 0.00
T81.10 a9 000 0.00 0.00

Based on the results of e F test in Table 4, it shows that the regression model used in this study
is statistically significant, The F-count value of 4§F87 is much greater than the F-table (with df of
2; 377), and the significance value (p-value) <0.001, which means it is smaller than 0.03. This
shows th§) the regression model is simultaneously significant. This means that together the
variables Digital Transformation and Business Incubation have a significant effect on SME
Business Perffimance. The JK Regression value of 152.34 shows the variation in SME Business
Performance that can be explained by the two independent variables. While the JK Residual of
628.76 15 the remaining variation that cannot be explained by the model. Thus, this F test provides
strong evidence that the regression model involving Digital Transformation and Business
Incubation is able to significantly explain the variation in SME Business Performance.

Tabel 6. T Test Results




Gariahel‘ depend Koefisien Regresi () t-Hitung Sig. (p-value) Kesimpul,
_Transformasi Digital (X1} 045 a.12 = 0.001 Signifikan
Inkubasi Bisnis (X2) 0.38 4,76 = 0,001 Signifikan
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The results of the regression analysis show that digital transformation (X1) has a positfifjand
significant etfect on SME businegiperformance, with a regression coefficient of B, = (.45, t value
= 5.12, and p-value <(.001. This means that the higher the implementation of digital
transformation, the better themrfmmancc of SME businesses. This shows the importance of
adopting digital technology in increasing the efficiency and cnmp&tinﬁss of small and medium
enterprises. Meanwhile, the business incubation variable (X2) also has a posi and significant
effect on SME business performance, with a regression coefficient of B, = 0.38, t value = 4.76, and
p-value <0.001. This proves that incubation programs such as training, mentoring, and access to
business networks contribute significantly to improving business performance. Both variables are
statistically proven to strengthen the competitiveness and sustainability of SME businesses in
tacing the challenges of the digital economy.

DISCUSSIOER)

Based on the results of the study, it shows that digital transfBJmation has a positive and
significant impact on SME business performance, SMEs that adopt digital technology, such as the
use of e-ccommerce, digital-based management systems, and social media, experience significant
improvements in operational efficiency, market expansion, and product innovation. This shows
that SMEs that adopt digital technology can achieve befff} business performance compared to
SMEs that have not implemented digital transformation. This finding is consistent with previous
studies showing that digital transformation can increase the competitiveness of SMEs by
expanding market access and increasing interaction with customers ( Matt & Rauch, 2020; Vial &
Baudoin, 2019), In the Indonesian context, where SMEs often face limited access to markets and
resources, digital lransfmmtinn offers an effective solution to overcome these challenges.

Business incubation has also been shown to have a positive and significant impact on SME
business performance. Business incubation programs that include training, mentoring, and access
to business n@§florks help SMEs develop innovation capacity, marketing strategies, and financial
management which in turn have a positive impact on their busifff§s performance. Participation in
a business incubation program provides thfnecessary support for SMEs to adapt to market and
technolffical changes and improve their ability to face increasingly fierce competition, These
results are in line with research by Bergek and Norrman (2008), which states that business
incubation can reduce business failure rates by providing the right support at the early stages of
business development (Bergek & Norrman, 2008). Another interesting finding from this study is
the strong synergy between digital transformation and business incubation in improving SME
performance. SMEs that combine digital transformation with participation in a business
incubation program show better performance compared to SMEs that only focus on one aspect,
This synergy can be explained by the dynamic capability theory (Teece et al., 1997) which states
that companies that can integrate internal capabilities (in this case digital ransformation) with
external resources (business incubation) will have a stronger competitive advantage. In practice,
business incubation can help SMEs optimize the use ofBjgital technology by providing the right
direction and support so that digital transformation can be carried out more effectively and
efficiently.

The findings of this study highlight several important managerial implications, First, digital
transformation is essential for SMEs and should be integrated into their core business strategies to
enhance efficiency, foster innovation, and maintain competitiveness. To support this, the
government and related institutions need to play an active role by offering training, access t i
tools, and other resources that facilitate technology adoption. Second, business incubation plays a
critical role in helping SMEs navigate the challenges of the digital era. Therefore, incubation
programs must be expanded and improved to provide more comprehensive and tailored support.
These programs can significantly contribute to the growth and sustainability of SMEs in
increasingly competitive markets. Lastly, collaboration is key to maximizing the benefits of both
digital transformation and business incubation. A synergistic approach involving SMEs,




government bodies, incubation service providers, and the private sector is necessary to build a
strong ecosystem that fosters the development of innovative, technology based SMEs.

CONCLUSION

The research concludes that both digital transformation and participation in business
incubation programs significantly enhance SME performance. ThesdEBrategies contribute to
operational efficiency, innovation, and competitiveness, ifficating their crucial role in supporting
the sustainable growth of small and medium enterprises. An important finding from this study is
the strong synergy between digital transformation and business incubation. SMEs that integrate
both tend to show superior performance compared to SMEs that only implement one strategy.
This shows that combining internal capabilities through the adoption of digital technology and
external support through business incubation can strfgthen the competitiveness and sustainability
of SMEs amidst rapidly changing market dynamics. From a policy perspective, these findings have
strategic implications. First, the government and policy-making institutions need to make digital
transformation a top agenda in SME development, not only by providing access to technology,
but also through digital skills training and coaching in swategic use of technology. Second,
incubation programs need to be expanded in scope and adjusted to the challenges of the digital
era, by providing relevant curriculum, experienced mentors, and extensive business networks.
Third, a collaborative approach between stakeholders is needed to build an innovative and highly
competitive SME ecosystem. The government, private sector, incubation service providers,
educational institutions, and financial institutions must play an active role and be interconnect)
in supporting SMEs, especially those based on technology. This collaboration is important to
ensure that §IEs have equal access to resources, ongoing coaching, and new market
opportunities. Overall, the results of this study provide a strong empiricfZbasis for evidence-based
policy making in encouraging digital transformation and strengthening business incubation as the
main strategy for SME development, With targeted policies and coordinated cross-sector support,
SMEs are expected to be able to become the main pillar of digital economic growth at the national
and global levels.
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ABSTRACT

In this rapidly evolving digital era, digital transformation and business incubation have been identified
as key determinants in driving improved performance SMEs in Indonesia. A quantitative study, using an
explanatory approach, specifically investigated how these two aspects affect 200 SMEs in Indonesia that
have actively adopted digital technology and participated in incubation programs. The information for
the study was collected through an extensive survey and analyzed in depth using multiple linear
regression methods. The findings suggest that digital transformation possesses a significant and positive
impact on SME business performance. This impact is mainly manifested through the utilization of
strategies such as the use of e-commerce, the implementation of an efficient digital management system,
and the optimization of social media, which collectively contribute to increased operational efficiency

and expanded market reach. Furthermore, incubation programs have also been shown to play a crucial
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role in improving performance, by providing relevant training, expert mentoring, and vital access to
business networks. Overall, this study confirms that the synergy between digital transformation and

business incubation substantially improves SME performance.
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ABSTRACT

In this rapidly evolving digital era, digital transformation and business incubation have been
identified as key determinants in driving improved performance SMEs in Indonesia. A quantitative
study, using an explanatory approach, specifically investigated how these two aspects affect 200
SME's in Indonesia that have actively adopted digital technology and participated in incubation
programs. The information for the study was collected through an extensive survey and analyzed in
depth using multiple linear regression methods. The findings suggest that digital transformation
possesses a significant and positive impact on SME business performance. This impact is mainly
manifested through the utilization of strategies such as the use of e-commerce, the implementation of
an efficient digital management system, and the optimization of social media, which collectively
contribute to increased operational efficiency and expanded market reach. Furthermore, incubation
programs have also been shown to play a crucial role in improving performance, by providing
relevant training, expert mentoring, and vital access to business networks. Overall, this study
confirms that the synergy between digital transformation and business incubation substantially
improves SME performance.

Keywords: Business Incubation, Business Performance, Digital Transformation, SME:s.

ABSTRAK

Di era digital yang terus berkembang pesat ini, transformasi digital dan inkubasi bisnis telah
diidentifikasi sebagai penentu utama dalam mendorong peningkatan kinerja Usaha Kecil dan
Menengah (UKM) di Indonesia. Sebuah studi kuantitatif, dengan menggunakan pendekatan
eksplanatif, secara khusus menyelidiki bagaimana kedua aspek ini memengaruhi 200 UKM di
Indonesia yang telah secara aktif mengadopsi teknologi digital dan berpartisipasi dalam program
inkubasi. Data penelitian dikumpulkan melalui kuesioner yang komprehensif dan dianalisis secara
mendalam menggunakan metode regresi linier berganda. Hasil penelitian menunjukkan bahwa
transformasi digital memiliki dampak yang signifikan dan positif terhadap kinerja bisnis UKM.
Dampak ini terutama diwujudkan melalui pemanfaatan strategi seperti penggunaan e-commerce,
penerapan sistem manajemen digital yang efisien, dan optimalisasi media sosial, yang secara
kolektif berkontribusi pada peningkatan efisiensi operasional dan perluasan jangkauan pasar. Lebih
Jauh, program inkubasi juga telah terbukti memainkan peran penting dalam meningkatkan kinerja,
dengan memberikan pelatihan yang relevan, pendampingan ahli, dan akses penting ke jaringan
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bisnis. Secara keseluruhan, studi ini menegaskan bahwa sinergi antara transformasi digital dan
inkubasi bisnis secara substansial meningkatkan kinerja UKM.

Kata kunci: Inkubasi Bisnis, Kinerja Bisnis, Transformasi Digital, UKM.

INTRODUCTION

Digital transformation has become a global phenomenon that is significantly reshaping
the business landscape. No longer a discretionary effort, digital transformation has
evolved into a vital strategic imperative for all types of enterprises, including Small and
Medium Enterprises (SMEs), particularly in an age marked by rapid advancements in
information and communication technologies. Its influence extends beyond business
performance and plays a key role in advancing the Sustainable Development Goals
(SDGs). Technologies like artificial intelligence, cloud computing, and the Internet of
Things play a crucial role in facilitating the realization of the SDGs, highlighting the
strategic importance of digital transformation (Plekhanov et al., 2023; Ridhovan &
Anggarani, 2024). In addition to optimizing business efficiency, digital transformation
contributes to social equity, environmental protection, and economic development, thus
reinforcing its integral role in sustainable progress (Esses et al., 2021). The SDGs,
established in 2015 by 193 member states of the United Nations, represent a universal
blueprint to achieve sustainability by 2030. They encompass 17 goals and 169 specific
targets, each aimed at fostering inclusive and equitable global development (Wijaya et al.,
2024). In this context, digital transformation emerges not only as a business enabler but
also as a fundamental driver in achieving long-term developmental and sustainability
outcomes.

Digital transformation can help SMEs to improve their performance, which can
ultimately contribute to achieving SDGs, namely SDG 1 (Eradicating Poverty) and SDG
8 (Decent Work and Economic Growth). Then, even though Industry 4.0 technology has
the potential to improve business performance, numerous studies highlight the difficulties
faced by small and medium-sized enterprises (SMEs) may face during the adoption of this
technology (Soni et al., 2022; Nazaruddin et al., 2024). SMEs often face constraints
related to resource availability, market access, and technological capabilities, adoption of
digital transformation can serve as an important mechanism for survival and achieving
sustainable growth in an increasingly competitive business environment.

SMEs to increase their competitiveness in today's business, SMEs must effectively
utilize information Information technology and enhance and apply their skills and
abilities (Prasanna et al., 2019; Rodrigues et al., 2021; Yusuf et al., 2022; Nazaruddin et
al., 2024). Furthermore, it is very important to improve corporate strategy by using
information technology and optimizing work processes (Mrugalska & Ahmed, 2021)
which involves utilizing computer systems and improving business performance in
addressing market demands (Chiu & Cho, 2019; Mrugalska & Ahmed, 2021; Surya et al.,
2021). The importance of information technology in business is widely recognized
(Kowerdziej et al., 2013). Digitalization is a multifaceted phenomenon that encompasses
various dimensions, including digital entrepreneurship, digital strategy, digital processes,
and digital education (Kraus et al., 2019).

In addition to digital transformation, business incubation plays an essential part in the
development and progress of small and medium-sized business (SMEs). Business
incubation facilitates entry to critical resources that these firms may not have otherwise,
including financial support, managerial expertise, professional networks, and
opportunities for training and development. As a result, business incubation builds a
stronger foundation for SMEs to start, operate, and expand their businesses more
effectively. Technology and organization positively influence e-commerce adoption and
SME performance (Ausat et al., 2022). Incubated firms outperform non-incubated firms
due to tailored business support services. Incubated firms benefit from more employees,
not incubated from the owner’s experience (Zhou & Zondo, 2023). Business incubators



support the growth and development of SMEs in developing countries (Napitu et al.,
2023).

While the advantages of digital transformation and business incubation have been
thoroughly explored individually in existing literature, a significant research gap remains
in assessing their combined impact on MSME performance, particularly in developing
nations like Indonesia. Previous research by Johnson et al., (2024) has not investigated
extensively the interplay between these two elements in fostering long-term competitive
advantage or determining the success factors of their integration. This research aims to
tackle this issue by empirically analyzing the concurrent impacts of digital transformation
and business incubation on MSME performance, while also pinpointing effective
strategies to enhance MSME competitiveness in the digital age. This study's primary
contribution is to present a fresh conceptual framework and pertinent empirical data that
bolster technology-driven MSME development policies and strategies in Indonesia.

LITERATURE REVIEW & HYPOTHESIS DEVELOPMENT
Digital Transformation and Business Performance

Digital transformation emerges from the convergence of personal and organizational
IT technologies, characterized by the influence of advanced technologies like cloud
computing, social media, mobile platforms, analytics, and the Internet of Things known
as SMACIT technologies (White, 2008). This transformation entails the incorporation of
digital technologies into fundamental business activities within the framework of the
digital economy (Liu et al., 2011), as well as the use of innovation to optimize
organizational functions and expand global reach (Westerman & Bonnet, 2014).
According to Hess et al. (2016), digital transformation affects organizations at three levels:
the business life cycle and customer experience, internal aspects such as strategic goals
and organizational structure, and the emergence of new business models. Vial & Baudoin
(2019) emphasize that digital transformation changes the way organizations work, think,
and provide services. It involves the adoption of instruments like online retail, social
platforms, large data sets, and cloud technology to improve performance, drive
innovation, and maintain competitiveness (Matt et al., 2015).

The implementation of digital technology by SMEs is influenced by several factors
according to Rogers' (2003) diffusion of innovation theory, such as relative advantage, fit
with business processes, complexity, trial, and observable results. From the Resource-
Based View (RBV) perspective, digital technology is a strategic resource that can create
competitive advantage if managed properly (Barney, 1991; Widagdo et al., 2019).
Utilization of the internet is now a basic need for SMEs to grow. The use of social media
allows SMEs to reach customers more widely and manage relationships effectively (Van
Scheers, (2016), while e-commerce strengthens relationships with clients (Alawi et al.,
2018). Platforms such as Instagram are also effective for product promotion (Hamdi et
al., 2021). However, the digital transformation process is not free from challenges, such
as budget constraints, lack of digital literacy, and resistance to change (Chibelushi &
Costello, 2009). Based on this description, this hypothesis is used.

H1: Digital transformation has a positive impact on MSME business performance.

Business Incubation and Business Performance

Business incubation is a program designed to support the growth and development of
SMEs by providing various resources, such as funding, mentoring, training, and access to
a broad business network. The definition of business incubation emphasizes that business
incubators not only provide structural support to SMEs but also act as catalysts in
accelerating business growth through various interventions focused on the specific needs
of small businesses (Stephens & Miller, 2022).

In the digital era, the function of business incubation is becoming increasingly
important because digital transformation requires skills and knowledge that may not be
possessed by all entrepreneurs. Business incubation can help bridge this gap by providing
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access to the latest technologies and assisting SMEs in the process of digitizing their
businesses. Business incubators also provide the training needed to master digital tools
and implement them in business operations, which can ultimately improve the efficiency
and performance of SMEs as a whole (Sari et al., 2022; Opland et al., 2022).

Business incubation helps start-ups and small businesses in their early stages. Business
incubation provides the support they need to grow and succeed over time (Hackett &
Dilts, 2004). Business incubation is all about helping new ventures. Business incubation
offers mentorship in management, teaches entrepreneurial skills, connects people to
networks, and helps them find the funding they need (Phan et al., 2005). In the small
business world, incubation serves as a lifeline. Incubation lightens the burden of scarce
resources and reduces the chances of failure. With mentorship and support, incubation
creates a path forward. Therefor on this description, this hypothesis is proposed.

H2: Business incubation has a positive effect on MSME business performance.

Digital Performance, Business Incubation to Business Performance

SMEs business performance covers various aspects, such as achieving financial targets,
customer satisfaction, operational efficiency, and continuous innovation. This definition
is emphasizes that business performance is not only measured from the financial aspect
but also from how SMEs are able to maintain customer satisfaction and continue to
innovate to stay relevant in the market (Mulyadi, 2013).

In the digital era, SMEs business performance is increasingly determined by their
ability to adopt and utilize digital technology. SMEs that successfully integrate digital
technology into their operations tend to be more efficient and able to offer products or
services that are more in line with market needs. In addition, continuous innovation using
technology is also an important factor in maintaining gaining a competitive edge and
enhancing long-term company success (Johnson et al., 2024).

SME business performance in the digital era is highly dependent on their ability to
utilize digital technology as a tool to improve operational efficiency, meet customer
needs, and continue to innovate. Thus, measuring SME business performance must
include not only the financial aspect but also their ability to adapt to technological changes
and dynamic markets.

H3: The concurrent implementation of digital transformation and business incubation
positively influences the performance of MSMEs.

Digital Transformation HI

H3 | SME Business Performance

H2

Business Incubation

Figure 1. Research framework

The Figure 1 shows a conceptual model of the relationship between two independent
variables and one dependent variable, namely Digital Transformation, Business
Incubation, and MSME Business Performance. From Figure 1, it shows that Digital
Transformation and Business Incubation act as factors that influence MSME business
performance, namely Digital Transformation exerts a favorable influence on MSME
Business Performance, and Business Incubation positively impacts MSME Business
Performance.



RESEARCH METHOD

This research employs an explanatory design and a quantitative methodology.
Explanatory research aims to elucidate the relationship between multiple symptoms or
variables and explain the causes of an event. This study will explain the causal relationship
between the independent variables (digital transformation and business incubation) and
the dependent variable (SME business performance). The population in this study is all
MSMEs in Indonesia that have adopted digital technology in their operational activities
and participated in formal business incubation programs. The selection of Indonesia as a
research location is based on the strategic role of MSMEs in the national economy, where
MSMESs cover more than 99% of business units and contribute more than 60% to gross
domestic product (GDP). However, most MSMEs in Indonesia still face challenges such
as limited access to technology, capital, and professional support in business
development. Therefore, the Indonesian context provides strong empirical relevance to
evaluate the effectiveness of digital transformation and business incubation as strategies
to increase MSME competitiveness (Sugiyono, 2018). MSMEs that had been using digital
technology for at least two years, had taken part in a business incubation program for at
least a year, and were willing to participate were included in the study's sample selection
criteria. Validity, reliability, normality, multicollinearity, heteroscedasticity, multiple
linear regression analysis, F test, and t test were used to test the data. While reliability
evaluates the consistency of the measuring tool, validity evaluates how well the
questionnaire items represent the intended variables (Sekaran, 2016). The regression
model assumptions were checked using tests for heteroscedasticity, multicollinearity, and
normality (Ghozali, 2017). The main analysis was conducted using multiple linear
regression, namely regression with one dependent variable and two or more independent
variables (Sugiyono, 2018). The regression model is written as:

Y=o+ B:Xi+ B2Xo+ ¢

where Y is the performance of SME business, « is a constant, $: and f3: are the
regression coefficients of each independent variable (digital transformation and business
incubation), and ¢ is the error term. Finally, hypothesis testing is carried out through the
F test to test the significance of the overall model and the t test to test the significance of
the influence of each variable. The null hypothesis (Ho) is rejected if the p value <0.05.

RESULTS

This study involved 200 SMEs that met the inclusion criteria, namely SMEs that have
implemented digital technology for at least two years and have participated in a business
incubation program for at least one year. Of the 200 questionnaires distributed, all were
returned and filled out, so the response rate was 100%. Below is a description of SMEs
from the research sample.

Table 1. Percentage of Types of SMEs Businesses Sampled

Types of SME Businesses Percentage
Trade Sector 35%
Service Sector 30%
Production Sector 25%
Agriculture Sector 10%

Table 1 shows a pie chart depicting the percentage of types of Small and Medium
Enterprises (SMEs) based on business sectors. There are four main sectors shown. The
trade sector is the sector with the largest percentage, which is 35%, indicating that most
SMEs are engaged in the buying and selling of goods. Followed by the service sector
which covers 30% of the total SME businesses, reflecting the important role of services in
the SME economy. Furthermore, the production sector contributes 25%, which includes
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manufacturing, handicrafts, and processing businesses. Finally, the agricultural sector
only represents 10%, becoming the sector with the smallest contribution among the four.
This data provides an overview of the structure of SME businesses in a region, where the
trade and service sectors dominate economic activity. This information is useful for
formulating policies and developing more targeted SME development programs based on
the proportion of existing business sectors. The rest are micro businesses with less than 10
employees (20%) and medium businesses with more than 50 employees (10%). The SMEs
used as samples are spread across various provinces in Indonesia, with the highest
concentration in West Java (25%), DKI Jakarta (20%), East Java (15%), and other
provinces (40%).

Table 2. Validity and Reliability Test

Variables Validity  Confirmation Cronbach's Alpha Confirmation
Digital Transformation > 0.34 Valid 0.89 Reliable
Business Incubation >0.39 Valid 0.87 Reliable
SME Business Performance >(0.34 Valid 0.91 Reliable

Based on Table 2, the results of the validity and reliability tests, all research instruments
were proven to meet the established criteria. The validity test was carried out using the
Pearson Product Moment correlation, where each statement item for the three variables
showed a correlation value above 0.3. The digital transformation variable has a validity
value above 0.34, the business incubation variable above 0.39, and the SME business
performance variable above 0.34. Thus, all items are declared valid because they are able
to measure the intended theoretical construct. In addition, a reliability test was conducted
to measure the internal consistency of the instrument, which was assessed through the
Cronbach's Alpha value. The results showed that the digital transformation variable
obtained a value of 0.89, business incubation was 0.87, and SME business performance
was 0.91. All of these values far exceed the minimum threshold of 0.70, so the instrument
is categorized as very reliable. This confirms that the questionnaire instrument is not only
valid, but also consistent in measuring each variable accurately. Thus, this research
instrument is worthy of use in further analysis to assess the influence of digital
transformation and business incubation on SME business performance.

Table 3. Clasical Assumption Test

Test Type Yield Indicators P/Criteria Value Conclusion

Normality Test Kolmogorov-Smirnov 0200 > 0.05 No.rrnal distributed
(p-value) residual data

Multicollinearity Test VIE . Digital 1.723 <10 No multicollinearity
Transformation

Heteroscedasticity Test VIE . Business 1.684 <10 No multicollinearity
Incubation

Based on Table 3, the results of the classical assumption test presented in the table, it
can be concluded that the regression model has met the criteria required for further
analysis. The normality test using Kolmogorov-Smirnov shows a p-value of 0.200, which
is greater than 0.05, indicating that the residual data is normally distributed. The
multicollinearity test shows the Variance Inflation Factor (VIF) value for the Digital
Transformation variable of 1.723 and Business Incubation of 1.684, both of which are far
below the tolerance limit of 10, so there is no multicollinearity. The heteroscedasticity test
is carried out through scatterplot analysis between the residual value and the predicted
value, which shows a random distribution pattern, indicating no heteroscedasticity
problems. In addition, the autocorrelation test uses the Durbin-Watson value of 1.98
which is within the normal range (1.5-2.5), indicating no autocorrelation. Thus, all
classical assumptions have been met, and the regression model can be considered valid
and suitable for use in hypothesis testing.



Table 4. Multiple Linear Regression Analysis

Variabel Coefficients of Regression (f3) t-Count Sig. (p-value)
Constant (o) 1.24 — —
Digital Transformation (X;) 0.45 5.87 0.000
Business Incubation (X3) 0.38 4.96 0.000

Based on Table 4, the results of the multiple linear regression analysis in the table
above, it can be concluded that the two independent variables, namely Digital
Transformation (X:) and Business Incubation (X:), have a significant effect on SME
Business Performance. First, the constant value ( « ) of 1.24 indicates that if Digital
Transformation and Business Incubation are zero, then the baseline value of SME
business performance is 1.24. Then, the regression coefficient value of Digital
Transformation (3 = 0.45) with a t-count of 5.87 and a significance (p-value) = 0.000,
which is less than 0.05, indicates that Digital Transformation has a positive and significant
effect on SME Business Performance. This means that the higher the implementation of
digital transformation, the better the performance of SME businesses. Likewise with
Business Incubation, which has a regression coefficient of 0.38, a t-count 0of 4.96, and a p-
value = 0.000, indicating that Business Incubation also has a positive and significant effect
on SME business performance. Overall, this model shows that both Digital
Transformation and Business Incubation make significant contributions to improving
SME performance.

Table 5. F Test Results

Source of Variation (Sum of Squares) df (Mean Square) F-Count  Sig. (p-value)
Back 152.34 2 76.17 45.67 <0.001
Residual 628.76 377 1.67 0.00 0.00
Total 781.10 379 0.00 0.00 0.00

Based on Table 5 shows that the regression model used in this study is statistically
significant. The F-count value of 45.67 is much greater than the F-table (with df of 2; 377),
and the significance value (p-value) <0.001, which means it is smaller than 0.05. This
shows that the regression model is simultaneously significant. This means that together
the variables Digital Transformation and Business Incubation have a significant effect on
SME Business Performance. The Regression value of 152.34 shows the variation in SME
Business Performance that can be explained by the two independent variables. While the
Residual of 628.76 is the remaining variation that cannot be explained by the model.
Thus, this F test provides strong evidence that the regression model involving Digital
Transformation and Business Incubation is able to significantly explain the variation in
SME Business Performance.

Table 6. T Test Results

Independent Variables Coefficients of Regression () t-Count Sig. (p-value) Conclusion
Digital Transformation (X1) 0.45 5.12 < 0.001 Significant
Business Incubation (X2) 0.38 4.76 < 0.001 Significant

Based on Table 6, the results of the regression analysis show that digital transformation
(X1) has a positive and significant effect on SME business performance, with a regression
coefficient of 1 = 0.45, t value = 5.12, and p-value <0.001. This means that the higher
the implementation of digital transformation, the better the performance of SME
businesses. This shows the importance of adopting digital technology in increasing the
efficiency and competitiveness of small and medium enterprises. Meanwhile, the business
incubation variable (X2) also has a positive and significant effect on SME business
performance, with a regression coefficient of 3. = 0.38, t value = 4.76, and p-value
<0.001. This proves that incubation programs such as training, mentoring, and access to
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business networks contribute significantly to improving business performance. Both
variables are statistically proven to strengthen the competitiveness and sustainability of
SME businesses in facing the challenges of the digital economy.

DISCUSSION

Based on the results of the study, it shows that digital transformation has a positive
and significant impact on SME business performance. SMEs that adopt digital
technology, such as the use of e-commerce, digital-based management systems, and social
media, experience significant improvements in operational efficiency, market expansion,
and product innovation. This shows that SMEs that adopt digital technology can achieve
better business performance compared to SMEs that have not implemented digital
transformation. This finding is consistent with previous studies showing that digital
transformation can increase the competitiveness of SMEs by expanding market access
and increasing interaction with customers (Vial & Baudoin, 2019; Matt & Rauch, 2020).
In the Indonesian context, where SMEs often face limited access to markets and
resources, digital transformation offers an effective solution to overcome these challenges.

Business incubation has also been shown to have a positive and significant impact on
SME business performance. Business incubation programs that include training,
mentoring, and access to business networks help SMEs develop innovation capacity,
marketing strategies, and financial management which in turn have a positive impact on
their business performance. Participation in a business incubation program provides the
necessary support for SMEs to adapt to market and technological changes, and improve
their ability to face increasingly fierce competition. These results are in line with research
by Bergek and Norrman (2008), which states that business incubation can reduce business
failure rates by providing the right support at the early stages of business development.
Another interesting finding from this study is the strong synergy between digital
transformation and business incubation in improving SME performance. SMEs that
combine digital transformation with participation in a business incubation program show
better performance compared to SMEs that only focus on one aspect. This synergy can be
explained by the dynamic capability theory Teece et al. (1997) which states that
companies that can integrate internal capabilities (in this case digital transformation) with
external resources (business incubation) will have a stronger competitive advantage. In
practice, business incubation can help SMEs optimize the use of digital technology by
providing the right direction and support so that digital transformation can be carried out
more effectively and efficiently.

The findings of this study highlight several important managerial implications. First,
digital transformation is essential for SMEs and should be integrated into their core
business strategies to enhance efficiency, foster innovation, and maintain
competitiveness. To support this, the government and related institutions need to play an
active role by offering training, access to digital tools, and other resources that facilitate
technology adoption. Second, business incubation plays a critical role in helping SMEs
navigate the challenges of the digital era. Therefore, incubation programs must be
expanded and improved to provide more comprehensive and tailored support. These
programs can significantly contribute to the growth and sustainability of SMEs in
increasingly competitive markets. Lastly, collaboration is key to maximizing the benefits
of both digital transformation and business incubation. A synergistic approach involving
SMEs, government bodies, incubation service providers, and the private sector is
necessary to build a strong ecosystem that fosters the development of innovative,
technology-based SMEzs.

CONCLUSION

This study finds that both digital transformation and participation in business
incubation programs significantly improve the performance of small and medium
enterprises (SMEs). The integration of these two strategies enhances operational
efficiency, innovation capacity, and competitiveness. A key finding is the strong synergy



between internal digital adoption and external support mechanisms. SMEs that
implement both approaches simultaneously tend to achieve better performance outcomes
than those that adopt only one, underscoring the importance of a dual strategy in facing
dynamic market challenges. From a practical perspective, these results highlight the need
for policymakers to prioritize digital transformation in SME development agendas. This
involves not only improving access to digital tools but also offering training in digital
literacy and strategic technology use. Additionally, incubation programs must be
modernized to align with digital era demands by incorporating relevant curricula,
qualified mentors, and stronger business networks. A multi-stakeholder collaboration
involving the government, private sector, financial institutions, and academia is also
essential to foster a robust SME ecosystem.

Theoretically, this research contributes to the growing body of knowledge on SME
development by emphasizing the combined role of internal capabilities (technology
adoption) and external enablers (incubation support) in enhancing firm performance and
sustainability. However, this study is limited by its focus on a specific SME context and
may not capture sectoral or regional variations. Future research could employ
longitudinal or comparative designs across different industries or countries to better
understand contextual factors. Future studies are also encouraged to explore other
moderating variables, such as digital maturity or organizational culture, to gain deeper
insight into the mechanisms that link digital transformation, incubation, and SME
success.
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