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ABSTRACT

This study examines the drivers of entrepreneurial performance in Indonesian
Micro, Small, and Medium Enterprises (MSMEs) by integrating the Resource-
Based View (RBV) and Dynamic Capabilities Theory (DCT). Using a cross-
sectional survey of 296 MSME owners and managers across Indonesia and
analyzing the data with Partial Least Squares Structural Equation Modeling. The
findings show that all four factors significantly and positively contribute to
improving MSME performance, highlighting the complementary roles of strong
internal organizational systems and external strategic networks. These results
suggest that MSMEs that combine effective managerial controls, innovation-
oriented processes, digital technology adoption, and collaborative business
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INTRODUCTION

The contribution made by the performance of
Micro, Small, and Medium Enterprises (MSMEs)
covers the subnational and even national levels, so
in general, it has had a significant impact on the
economy in Indonesia (Afandi et al., 2025). The
contribution made at the national level can be seen
in macroeconomic indicators, such as job creation,
income increase, gross domestic product (GDP)
growth, and the emergence of creativity that gives
rise to new businesses (Al Ghunaimi & Awashreh,
2025; Nofirda & Azhari, 2025; White & Madgavkar,
2024). However, looking at the entrepreneurial
nature of MSMEs, they have difficulties when
competing in a highly dynamic market environment
(Chan et al., 2018; Yusfiarto & Pambekti, 2019). The
emergence of the complexity and dynamics of
today's business environment encourages a deeper
understanding of the organization and the variables
or factors that are considered the key to
competitive success (J. Barney, 1991; Yusfiarto et
al., 2025). Activities such as financial planning, cost
accounting, and economic and financial diagnostics
should be common tools in the organizational
systems of all companies, regardless of size.

Nevertheless, many studies have found that
in  MSMEs companies, management control
systems (MCS) has not been fully implemented or
has not yet become a common practice (Gomez-
Conde et al., 2023). Various empirical studies have
also found differences in MCS implementation
between family and non-family companies (Kotey,
2005). Family influence is an important and
distinctive factor that has not been considered by
most MCS studies (Duréndez et al., 2023;
Senftlechner et al., 2015). In addition, the
capabilities of the innovation process are widely
recognized as a fundamental determinant of a
company's performance. The innovation process
allows companies to develop new products,

improve existing services, and improve operational
procedures in response to changing market
conditions (Shane & Venkataraman, 2000). With
innovation, MSMEs will be able to act proactively,
face fierce competition, and create value for
customers, which ultimately improves
entrepreneurial performance (Morgan, 2012; Wales
etal., 2021).

In addition, In reaction to competitive
pressures, many entrepreneurial MSMEs have also
turned to Digital Technology (DTC) to support their
planned business strategies (Li et al., 2016).
Companies will be able to manage, edit, and
distribute data at an unprecedented scale (Yoo et
al., 2010). Digital platforms are very influential on a
company's strategy to gain a competitive
advantage, after undergoing many changes since
the existence of digital platforms, so that digital
platforms also play an important role in the
company's value proposition through information
management (Cenamor et al., 2019). In its
implementation, digital platforms face various
problems such as the need for impulsive resources,
high costs, and the complexity of integrating new
technologies into existing systems (Chan et al.,
2018). This problem will certainly be more difficult
for SMEs because they have limited resources
(Ghobakhloo & Morteza, 2021). Therefore,
understanding the impact of digital technology on
company performance is still limited.

In addition to internal factors, inter-company
collaboration is also the most important factor in
improving entrepreneurial performance, especially
for MSMEs operating with limited resources
(Krolikowski et al., 2017; Mei et al., 2019). Inter-
firm linkage (IFL) provides a view of the pattern of
strategic collaboration between companies and
external partners, such as suppliers, customers,
distributors, financial institutions, and supporting
institutions, which will be highly possible for the
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exchange of resources, knowledge, and market
information (Gulati, 1998, Mei et al., 2019).
Although much research has been developed
widely, previous research has mostly focused on
large companies, so the understanding of the
impact of management controls, innovation
processes, digital technologies, and inter-firm
linkage on MSMEs is still limited (Faisol et al.,
2023; Ghezzi & Cavallo, 2018; Utama et al., 2023).
Also, empirical evidence that simultaneously
examines these four factors in MSMEs is still
scarce, rather than assessing their combined
effects on entrepreneurial performance. There is a
limited understanding of how organizational
controls, innovation processes, inter-firm linkage,
and digital technologies simultaneously shape the
entrepreneurial performance of MSMEs, especially
in developing countries.

For this reason, this study aims to analyze
how management control, process innovation,
digital technology, and inter-firm linkage can have
a direct influence on the entrepreneurial
performance of MSMEs. With a primary focus on
MSMEs, this research is expected to provide
empirical insights into how internal managerial
systems, innovation efforts, and technological
resources contribute to performance achievement
in resource-constrained environments. Thus, this
researcher uses the partial least squares structural
equation modeling (PLS-SEM) approach, which is
used to analyze the complex relationships between
latent constructs and predictive research in the
context of MSMEs (Hair et al., 2021).

Theoretically, this study expands previous
studies by connecting the perspectives of
management  control  systems,
processes, digital technology and inter-firm linkage
in one conceptual framework to explain
entrepreneurial performance. Then, practically, this
research can have an impact on MSMEs in making
various business policies, by emphasizing the

innovation

importance of strengthening management control
systems, developing Innovation Processes (PIC),
accelerating technology adoption, and make
relationship beetwen company to improve the
entrepreneurial performance (EP) and
competitiveness of MSMEs in this very dynamic
business environment.

LITERATURE REVIEW
Theoretical Framework

In this study, the resourced based view (RBV)
theory developed by Barney, 1991 was used. This
theory explains that the advantage in market
competition and the performance of the company is
not solely determined by the industrial structure or
external pressures, but is more influenced by the
internal characteristics of a company, such as the
resources and capabilities owned (Barney, 2001).
This theory emphasizes two main assumptions:
first, companies engaged in the same industry have
diverse resources, both in the form of tangible and
intangible assets. Second, these resources cannot
be fully transferred between companies, so that
differences in the durability of resources tend to be
longer and become a source of sustainable
competitive advantage (Barney, 1991). These
resources can be in the form of managerial
capabilities, organizational knowledge, technology,
management control systems, as well as culture
and innovation processes (Jeong et al., 2019;
Yusfiarto et al., 2025). Then there is also the theory
of dynamic capability, which states that the
performance of a company in a very dynamic
environment will be highly dependent on the
discovery of opportunities by the company, then
utilizing them effectively, so that it can sustainably
transform internal processes (Chirico & Salvato,
2008; Teece et al., 1997). For this reason, this
theory is relevant to SMEs, which can tell us how
MSMEs are able to maintain and improve
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entrepreneurial performance in a highly dynamic
business environment.

Entrepreneurial Performance

?

___________

DCT

Figure 1: Conceptual Model
Source(s): Author’s own work

Hypothesis Development

Management Control System

MSMEs, by designing MCS well, will have a
positive effect on managerial awareness, which
will later give rise to market opportunities and
operational inefficiencies, so that this greatly
enables the Company to take advantage of
opportunities through appropriate strategic actions
(Duréndez et al., 2023; Yusfiarto et al., 2025). In
addition, MCS also has a positive impact on
encouraging organizational learning and resource
reallocation, which is an important element in the
transition to dynamic capabilities (Duréndez et al.,
2016; Ruiz-Palomo et al., 2019). Many studies that
have been conducted in the past have shown that
an effective MCS contributes positively to the
Company's  performance through increased
strategic alignment, efficiency, and adaptability
(Bisbe & Otley, 2004; Cosenz & Noto, 2016).Based

on the above explanation, the following hypotheses

can be formulated:

H1. Management control system has a significant
positive impact on MSMEs entrepreneurial
performance.

Digital Technology

The adoption of digital technologies has
become an important driver of dynamic capabilities,
especially in a business environment full of
uncertainty (Ta & Lin, 2023). Digital technology
allows companies to detect market trends through
data analysis, capitalize on opportunities through
digital platforms, and transform business processes
through automation and system integration
(Nambisan, 2016; Yoo et al., 2010). In MSMEs,
digital technology increases flexibility, efficiency,
and market reach, thus enabling companies to
overcome limited resources and compete more
effectively (Giordino et al., 2025). However, DCT
emphasizes that digital technology does not
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automatically improve performance; The value of
technology depends on how companies integrate
and utilize it in organizational processes (Al
Ghunaimi et al., 2025; Teece et al., 1997). When
used effectively, digital technologies  will
strengthen dynamic capabilities through increased
responsiveness, coordination, and innovation,
which  ultimately  contribute  directly  to
entrepreneurial performance (Cenamor et al., 2019;
Jing et al., 2023; Sharabati et al., 2024). Based on
the above explanation, the following hypotheses
can be formulated:
H2. Digital technology has a significant positive
impact on  MSMEs  entrepreneurial
performance.

Innovation Process

According to dynamic capability theory, the
main mechanism of a company in transforming its
resources into new configurations that create value
is the capability of the innovation process (Teece et
al., 1997). In MSMEs, innovation will allow
companies to act proactively, be brave in taking
risks, and be able to take advantage of
opportunities more widely. Companies with
stronger innovation capabilities are seen to be
better able to respond to customer needs,
technological changes, and competitive pressures
(Al Ghunaimi et al., 2024; Yusfiarto et al., 2022).
There is empirical evidence that consistently shows
that innovation capabilities have a positive effect
on the Company's performance, competitiveness,
and long-term sustainability. Thus, it means that
the capability of the innovation process is the main
dynamic  capability  because it  drives
entrepreneurial performance directly (Mamun et
al., 2017; Matsuno et al., 2002; Pambekti et al.,
2022; Wales et al., 2023). Based on the above
explanation, the following hypotheses can be
formulated:

H3. Innovation processes have a significant positive

impact  on  MSMEs  entrepreneurial
performance.

Interfirm linkage
In  the context of entrepreneurial

performance, inter-firm linkage also encourages
proactive behavior, including the courage to make
risky decisions, as well as the wider utilization of
opportunities (Afdawaiza, Yusfiarto, et al., 2025;
Faisol et al., 2023). Just like before, MSMEs that
have a wide and strong business network tend to
be better able to enter new markets, improve
product quality, and create  sustainable
differentiation (Mei et al., 2019). In addition to this,
collaboration with strategic partners can also help
MSMEs in reducing environmental uncertainty and
improving adaptability, which is an important
indicator of entrepreneurial performance (Afandi et
al., 2025; Afdawaiza, Supriani, et al., 2025; Utama
et al., 2023). From various empirical studies
conducted, inter-firm linkage has a positive effect
on the Company's performance (Zacca et al., 2015),
especially in the context of MSMEs (Faisol et al.,
2023; Mei et al., 2019; Utama et al., 2023). The
existence of relationships between companies,
MSMEs will have the potential to reduce
transaction costs, increase operational efficiency,
and even accelerate the innovation process through
joint learning and knowledge exchange. Based on
the above explanation, the following hypotheses
can be formulated:
H4. Inter-firm linkage has a significant positive
impact on  MSMEs  entrepreneurial
performance.

METHODOLOGY
Data and Sample

A cross-sectional survey design was
conducted to evaluate the conceptual model
designed to examine the drivers of Entrepreneurial
Performance in Indonesian Micro, Small, and
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Medium Enterprises (MSMEs). The sampling
strategy employed was purposive sampling, a
nonprobability method suitable for selecting
participants who meet specific inclusion criteria
relevant to the research context (Andrade, 2021).
The respondent selection criteria focused on: (1)
Business operators (owners or managers) whose
enterprises have been operational for at least one
year. (2) MSMEs classified in accordance with
Indonesian governmental standards. (3) Business
utilizing at least one form of digital technology (e-
commerce, fintech, or social media) in their
operations. (4) Enterprises with established inter-
firm linkage, either locally or internationally. These
criteria were applied during the respondent
screening process to ensure the sample’s relevance
to the study’s objectives.

The survey instrument was developed
based on well-established scales from prior
literature. To ensure content validity, the
questionnaire was reviewed by two academic
experts in the fields of entrepreneurship and digital
business. Their feedback was incorporated to
improve item clarity and relevance before
distribution. Also, data collection was conducted
over one month using a hybrid approach: online (via
social media platforms with online interviews) and
offline (via in-person interviews). A total of 296
complete responses were collected. All responses
met the predetermined inclusion criteria, and no
exclusions were made based on business size or
operational duration. Therefore, the final dataset
consisted of 296 valid responses from MSMEs
across various sectors and regions in Indonesia.

Regarding the minimum sample adequacy,
this study followed the guidelines of Hair et al.
(2021) and applied the inverse square root method
proposed by Kock & Hadaya (2018). With a
statistical power of 80%, a significance level of
5%, and a minimum path coefficient of 0.15, the
minimum required sample size was determined to

be 155. The final sample of 296 respondents not
only meets but substantially exceeds this
requirement, ensuring robust analytical capacity for
Partial Least Squares Structural Equation Modeling
(PLS-SEM) analysis (Hair, Black, et al., 2019). Table
1 presents a detailed demographic and business
profile of the respondents in this study.

Data Analysis

All constructs were measured using a five-
point Likert scale, ranging from 1 (strongly disagree)
to 5 (strongly agree). Measurement items were
adapted from well-established scales in prior
literature to ensure content validity and contextual
relevance to Indonesian MSMEs. Modifications
were made to align the wording with the
operational realities of micro, small, and medium
enterprises. Data analysis was performed using
SMARTPLS software following the Partial Least
Squares Structural Equation Modeling (PLS-SEM)
approach. PLS-SEM was selected due to its
suitability for predictive research, ability to handle
complex model structures with multiple latent
variables, and robustness with non-normally
distributed data (Hair et al., 2021). This method is
particularly appropriate for studies involving
entrepreneurial performance, innovation
capabilities, and digital adoption in dynamic
business environments such as MSMEs.

The analysis followed the two-stage
procedure recommended by Hair et al. (2021). First,
the measurement model was evaluated to assess
reliability and validity. Indicator reliability was
examined through outer loadings above 0.708,
internal  consistency was measured  using
Cronbach’s alpha and composite reliability (~0.70),
convergent validity was assessed via average
variance extracted (AVE > 0.50), and discriminant
validity was tested using the Fornell-Larcker
criterion.  Second, the structural model was
assessed to examine the  hypothesized
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relationships among the latent constructs. This significance was determined using a bootstrapping
stage involved the evaluation of path coefficients, procedure with 5,000 resamples, and overall model
coefficients of determination (R2), effect sizes (f?), fit was assessed using the Standardized Root Mean
and predictive relevance (02 > 0). Statistical Square Residual (SRMR < 0.08).

Table 1. Spectrum of respondents

Spectrum Category Frequency %
Gender
Female 158 h3.4
Male 138 46.6
MSMEs Industry
Food and Beverages 154 52.0
Fashion 47 15.9
Creative 28 9.5
Furniture (Meubel) 19 6.4
Retail 9 3.0
Services (other) 17 57
Others 22 74
Type of SMEs
Manufacturing (Processing) 167 56.4
Services 106 358
Trade 23 7.8
Business Operating Length
2-4years 149 50.3
b-7 years 75 253
8-10years 45 15.2
More than 10 years 27 9.1
Number of Employees
Micro (0-5 persons) 52 17.6
Small (6-19 persons) 193 65.2
Medium (20-99 persons) 51 17.2
Provincial Domicile
DIYogyakarta 152 514
Central Java 62 209
Fast Java 14 13.9
West Java 16 54
Others 25 8.4
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RESULT AND DISCUSSION

Measurement model

The dataset was initially screened,
confirming that there were no missing values. To
assess the potential common method bias (CMB),
Harman's single-factor test was conducted, a
widely used diagnostic technique (Kock, 2015).
The results showed that np single factor
explained more than 50% of the total variance,
indicating that CMB is unlikely to be a major issue
in this study. Construct reliability was evaluated
using Cronbach’s alpha (a), rho_A, and composite
reliability (CR), following contemporary guidelines
for partial least squares structural equation
modeling (PLS-SEM) (Hair et al., 2022). As
reported in Table 2, a values ranged from 0.803 to
0.925, rho_A values from 0.823 to 0.925, and CR
values from 0.884 to 0.944, all of which surpassed
the recommended threshold of 0.70.

Convergent validity was examined
through indicator loadings and the average
variance extracted (AVE). All outer loadings were
statistically significant and exceeded 0.70,
ranging from 0.713 to 0.925 (see Table 4), which
aligns with the requirement that loadings should
be >0.708 to ensure that the construct explains
more than 50% of the indicator’s variance (Hair et
al., 2022). Furthermore, the AVE for each construct
ranged from 0.606 to 0.770 (Table 2), all above the
0.50 benchmark, thereby establishing convergent
validity (Fornell & Larcker, 1981; Hair, Risher, et
al., 2019). Discriminant validity was tested using
the Fornell-Larcker criterion (Fornell & Larcker,
1981). As presented in Table 3, the square root of
the AVE for each construct (diagonal values)
satisfies the criterion for discriminant validity
(Hair et al., 2022).

Table 2. Reliability and validity test

Constructs a rho_A CR AVE
DigitalTechnology 0.925 0.925 0.944 0.77
Entrepreneurial Performance 0.907 0.911 0.925 0.606
Inter-Firm Linkage 0.803 0.823 0.884 0.717
Management Control System 0.888 0.895 0.918 0.691
Process Innovation Capability 0.885 0.895 0.916 0.687

Table 3. Fornell-Larcker criterion test

Constructs 1 2 3 4 5
DigitalTechnology 0.878

Entrepreneurial Performance 0.450 0.778

Inter-Firm Linkage 0413 0.571 0.847

Management Control System 0.412 0.640 0.529 0.831

Process Innovation Capability 0.488 0.586 0.500 0.676 0.829
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Structural model

In this phase, the analysis begins with the
evaluation of the coefficient of determination (R?).
The results indicate that Entrepreneurial
Performance has an R? value of 0.518, which
exceeds the recommended threshold of 0.25 (Hair,
Risher, et al., 2019). Nevertheless, a considerable
portion of the variance remains unexplained by
the model, suggesting that additional factors
beyond the scope of the current study may
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0.256

warrant further investigation. Subsequently, the
analysis proceeds to assess the predictive
relevance of the model using Stone-Geisser's 02
value. The Q? for Entrepreneurial Performance is
0.295, which is above the recommended threshold
(>0), indicating that the model possesses
adequate predictive relevance and is capable of
reconstructing observed values satisfactorily
(Hair, Risher, et al., 2019) (see Tables 5 and 6).
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Table 5. Structural model analysis

Constructs SSO SSE Qz R? SRMR
DigitalTechnology 1480 1480
Entrepreneurial Performance 2368 1669.2 0.295 0.518 0.064
Inter-Firm Linkage 888 888
Management Control System 1480 1480
Process Innovation Capability 1480 1480
Table 6. PLSpredict analysis
. PLS PLS LM LM .
Indicators RMSE MAE RMISE MAE Q2predict
EPF1 0.737 0.531 0.742 0.528 0.341
EPF2 0.753 0.578 0.787 0.601 0.244
EPF3 0.752 0.562 0.765 0.572 0.195
EPF4 0.825 0.597 0.851 0.634 0.195
EPF5 0.785 0.610 0.806 0.626 0.194
EPF6 0.668 0.525 0.677 0.520 0.393
EPF7 0.688 0.534 0.718 0.548 0.329
EPF8 0.657 0.520 0.656 0.508 0.405
Hypothesis test Based on the path analysis results
Before hypothesis testing, several presented in Table 7, all hypothesized

preliminary evaluations were conducted to ensure
the suitability of the research model. One such
evaluation involved assessing model fit using the
standardized root mean square residual (SRMR).
The SRMR value in this study is 0.064, which falls
the acceptable range (<0.080) as
recommended by Henseler et al. (2014). Next, the
variance inflation factor (VIF) was used to confirm
the absence of multicollinearity. The VIF values
ranged from 1.387 to 2.097, all below the
maximum threshold of 3 (Hair, Risher, et al.,
2019). For hypothesis testing, this study employed
a bootstrap approach with 5,000 resamples,
utilizing  bias-corrected  and  accelerated
confidence intervals alongside two-tailed p-
values to determine significance levels.

within

1

relationships were found to be statistically
significant. First, the relationships between
Digital ~ Technology ~and  Entrepreneurial
Performance were significant (8 = 0.123**, p <
0.05), thus supporting H1. Second, Inter-Firm
Linkage also had a significant effect on
Entrepreneurial Performance (B8 = 0.256%*%, p <
0.01), supporting H2. Third, the Management
Control  System exhibited a positive and
significant influence (B = 0.340***, p < 0.01),
supporting H3. Finally, Process Innovation
Capability was also found to significantly affect
Entrepreneurial Performance (8 = 0.168**, p <
0.05), thereby supporting H4.
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Table 7. Hypothesis test

PLS-Path VIF B t-values  Conclusion
DigitalTechnology — Entrepreneurial Performance 1.387  0.123** 2.381 Supported
Inter-Firm Linkage — Entrepreneurial Performance 1523  0.256*** 4175 Supported
Management Control System — Entrepreneurial Performance 2.032  0.340%** 5.196 Supported
Process Innovation Capability — Entrepreneurial Performance 2097 0.168** 2.496 Supported

Note(s): **p<0.05, *** p<0.01

Discussion

This study examines how Management
Control  Systems (MSC), Process Innovation
Capability, Digital Technology, and Inter-Firm
Linkage  influence  the  Entrepreneurial
Performance of MSMEs in Indonesia. The
empirical results, derived from PLS-SEM analysis
of 296 MSME respondents, reveal that all four
hypotheses are supported, though with varying
degrees of influence. The model explains 51.8%
of the variance in entrepreneurial performance,
indicating a substantial explanatory power while

suggesting room for other contextual or
moderating factors.
The strongest predictor of

entrepreneurial performance in this study is the
Management Control System (= 0.340, p <0.01),
confirming H1. This finding aligns with the
Resource-Based View (RBV), which posits that
internal organizational systems can become
sources of sustained competitive advantage when
they are valuable, rare, and difficult to imitate (J.
Barney, 1991). In the context of Indonesian
MSMEs, where formal control mechanisms are
often underdeveloped, the implementation of
structured MCS enhances strategic clarity,

improves resource allocation, and fosters
accountability. These mechanisms enable
MSMEs to detect market shifts more

systematically and respond with agility, thereby
strengthening their dynamic capabilities (Teece,
2007). This result extends prior studies that have
primarily examined MCS in large firms (Kotey &
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Slade, 2005; Laitinen, 2008), demonstrating its
critical relevance even in resource-constrained,
small-scale enterprises.

Inter-Firm Linkage emerged as the second
strongest driver (B = 0.256, p < 0.01), supporting
H2. This finding corroborates network theory and
the dynamic capabilities perspective, which
emphasize that external collaborations provide
access to complementary resources, knowledge
spillovers, and new market opportunities (Gulati,
1998). For MSMEs operating with limited internal
resources, linkages with suppliers, distributors,
financial institutions, and even competitors
reduce transaction costs, mitigate risks, and
accelerate  learning.  Notably, 52.4% of
respondents were located in urban areas, where
business networks tend to be denser and more
accessible, potentially amplifying the observed
effect. This result reinforces the argument that in
emerging economies, inter-firm network serves as
a vital mechanism for MSMEs to overcome
resource scarcities and enhance market
adaptability (Lin & Lin, 2016).

Process Innovation Capability
significantly influences entrepreneurial
performance (8 = 0.168, p< 0.05), supporting H3.
This underscores the importance of operational
agility and continuous improvement as dynamic
capabilities. MSMEs that systematically refine
their internal processes, such as production
workflows, service delivery, or quality control, are
better positioned to reduce costs, enhance
efficiency, and respond to customer demands.
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Interestingly, the majority of respondents were
from the food and beverage sector (52.0%), an
industry where process innovation (e.g., halal
certification, packaging efficiency, supply chain
integration) is often a key differentiator. This
finding aligns with prior studies that link process
innovation to sustained performance in
competitive markets (Matsuno et al., 2002; Wales
etal., 2023)

Although Digital Technology had a
statistically significant effect (8=0.123, p<0.05),
supporting H4, its influence was the smallest
among the four predictors. This nuanced finding
suggests that technology adoption alone is
insufficient to drive performance; its value is
contingent on complementary organizational
capabilities and contextual factors. For instance,
while 66.2% of respondents used e-commerce
and 84.1% adopted social media, the tangible
benefits of these technologies may be limited by
integration  challenges,  skill ~ gaps, or
misalignment with business processes, issues
frequently reported in MSME digitalization
studies (Ghobakhloo & Morteza, 2021). This
echoes the dynamic capabilities view, which
posits that technology must be strategically
absorbed and reconfigured to create value (Teece,
2018).

CONCLUSION AND RECOMMENDATION

This study concludes that Management
Control Systems, Process Innovation Capability,
Digital Technology, and Inter-Firm Linkage
collectively and significantly enhance the
entrepreneurial  performance of MSMEs in
Indonesia. The findings validate the integrated
application of Resource-Based View and Dynamic
Capabilities Theory in the MSME context,
demonstrating that a synergistic combination of
internal organizational systems and external
strategic linkages, supported by technological
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adoption, is crucial for achieving sustainable
performance. Theoretically, this research extends
RBV and DCT by illustrating that internal resource,
such as structured control systems and innovation
capabilities, alongside external networks, can be
cultivated and leveraged by MSMEs despite
resource constraints.

Practically, for MSME owners
and managers, the results underscore the
importance of prioritizing the development of
structured management control systems, even in
basic forms, to enhance accountability and
operational efficiency. Additionally, building and
maintaining collaborative networks with supplie
rs, financial institutions, and  business
associations can open access to new resources
and knowledge. Process innovation should be
pursued continuously and integrated into daily
operations, while digital technology adoption
must be selective and aligned with business
needs. For policymakers and support institutions,
the study recommends providing tailored training
programs, facilitating networking platforms, and
offering technical and financial support for
digitalization. MSME-friendly policies, such as
regulatory simplification and tax incentives for
innovation, are also essential to foster a
conducive business environment.

Limitations and Further Research

This  study acknowledges
limitations. First, the cross-sectional design
restricts the ability to draw causal inferences;
future longitudinal data could capture the
dynamics of capability and performance evolution
over time. Second, although the samples include
diverse regions, the geographical concentration in
Indonesia limits the generalizability of findings to
other national contexts with differing institutional
and cultural conditions. Third, self-reported data
may introduce common method bias, though

several
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Harman’s test indicated this was not a serious role of institutional and economic factors.
concern. Fourth, the model explains only 51.8% of Incorporating additional variables, such as
the variance, suggesting that nearly half is moderators  (firm size, age, industry) and
influenced by other untested factors, such as mediators (organizational learning, strategic
entrepreneurial orientation, leadership style, agility), could enrich the model. Mixed-methods
access to finance, or environmental turbulence. approaches combining quantitative surveys with

Future research should consider qualitative case studies or interviews would
several directions. Longitudinal or experimental provide deeper insights into the practical
designs would help understand causal implementation ~ of  controls,  innovation,
relationships and the dynamic evolution of MSME technology, and networking among MSMEs.
capabilities.  Cross-country or cross-cultural Sector-specific  investigations  could reveal
comparative studies could test the moderating industry-specific drivers and barriers.
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