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Abstract: The objective of this study was to analyze how small and medium enterprises (SMEs)
cope with environmental changes due to the COVID-19 pandemic by pursuing the business model
transformation with the support of digital technologies. To achieve the objective, this study used a
multiple case study design with qualitative analysis to examine the data obtained from interviews,
observation, and field visits. Seven manufacturing SMEs from Indonesia were selected using a
theoretical sampling technique, with the purpose of achieving some degree of variation to allow us to
undertake replication logic. Our analysis demonstrates that SMEs adopt a different degree of digital
transformations, which can be summarized into three paths, depending on the firms’ contextual
factors. First, SMEs with a high level of digital maturity who respond to the challenges by accelerating
the transition toward digitalized firms; second, SMEs experiencing liquidity issues but a low level of
digital maturity who decide to digitalize the sales function only; and, third, the SMEs that have very
limited digital literacy but are supported by a high level of social capital. This last group of firms
solves the challenges by finding partners who possess excellent digital capabilities. The qualitative
case study method allows us to conduct in-depth and detailed analysis, but has thin generalizability.
To address this limitation, future research can use a survey covering various industries to test the
proposed theory that has resulted from this study, so that the generalizability can be assured.

Keywords: digital technology; business model innovation; digital transformation; dynamic capability;
organizational agility; learning organization; open innovation

1. Introduction

The COVID-19 pandemic has caused dramatic environmental changes that encourage firms to
adopt digital technology on a wider scale and under time pressure. The firms have attempted to adopt
it in a matter of days, because the slower it is adopted, the bigger the gap will be regarding the changes
needed in the business environment [1]. In addition, employees who work remotely have increased
the need for firms to urgently undertake digital transformations; otherwise, the firms cannot operate
properly [2,3].

In times of disruptive changes, such as now, many firms still assume normal conditions in their
planning process and thus implement annual or multi-year planning. The plan that results from this
approach can still be used but has much less relevance [4], while an emergent approach with a flexible
strategy is viewed as more relevant [5]. The traditional linear approach, which refers to long-term
strategic planning, is replaced by an iterative approach which requires a calibration between execution
and planning [6].

It is believed that digital technology enables firms to transform business models quickly, and not
in traditional or linear ways [6]. Digital transformation is defined as the initiative of firms to use
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new capabilities by leveraging digital technologies in order to transform organizational strategies
and operations [4]. Digital technology has capabilities that we could never even imagine just a few
years ago. Some examples include 5G, artificial intelligence, or 3D printing [7]. The shortening time
gap between the emergence and utilization of digital technology, the journey path, and the final
destination of digital transformation are difficult to define precisely in advance [4]. On the other hand,
organizations must be able to identify external stimuli [8], and digital technologies are viewed as being
alternatives that firms can use to respond to these stimuli.

The transformation of the business model, supported by digital technology, has been documented
in the literature as one of the strategies used to respond to disruptive environmental changes;
in particular, technologies that support firms in the identification of new business practices [9]. For this
reason, digital technologies are viewed as a suitable response to the disruptive changes caused by the
COVID-19 pandemic. The impact of the pandemic is different and more dramatic than the traditional
one, in which changes are driven by human innovation [8,9]. In such conditions, managers focus
more on how to rescue firms from bankruptcy rather than on creating a sustainable competitive
advantage [10]. The adjustment to this external stimulus should be undertaken continuously, and not
just be one action [3].

Scholars have documented that established firms experience higher failure rates when they
transform their business models [11]. Meanwhile, in a disruptive environment, managers can no longer
see digital technologies as a supporting function; but should instead be part of a company’s business
innovations. In order to shift this paradigm, managers need to reconstruct their existing mindsets [12].

Although several types of companies have been able to adapt creatively with the support of
digital technologies, the journey to becoming digital is challenging for small and medium enterprises
(SMEs) operating in creative industries that manufacture physical products, which are not categorized
as essential during the pandemic [13]. We acknowledge the previous literature on business model
transformation [3,13], and even though it is not supported by granulated empirical data, it provides
a theoretical foundation for our empirical research. We have also benefited from previous research
that used empirical data even though the subject was start-ups attempting to adjust their business
models as a result of the COVID-19 pandemic, rather than SMEs [10]. However, the question of
how the process of conducting the business model transformation and what elements become the
focus of transformations remain unanswered and this leaves a knowledge gap. Thus, conducting
research addressing this issue with SMEs as subjects would offer significant contribution to knowledge
in the area business model, information technology, and innovation. The need to conduct digital
transformation quickly, in a matter of weeks or even days, becomes paramount during a pandemic
due to the disruptive changes it causes. The failure to pursue this transformation could widen the
technology gaps with competitors [1]. Thus, two relevant research questions are:

(1) Whatare the challenges experienced by SMEs during the crisis caused by the COVID-19 pandemic?
(2) How does the SMEs’ digital transformation process cope with these challenges?

2. Literature Review

2.1. Business Model in Established SMEs

In normal conditions, established SMEs develop a new business model. The aim is either
diversification or to make this new model a substitute for existing business models that are starting
to fade [14]. No firms can achieve success by permanently relying on an existing business model
because they are under pressure from external forces to continuously reinvent it with the use of digital
technologies [3]. Meanwhile, many traditional organizations pursue the digitalization journey toward
more digitalized business models, and look forward to implementing digital technologies in every
function to support their operations [15].

Although large firms are supported by more established infrastructures and lower fixed costs
of production, SMEs are able to operate in a local business environment and can explore alternative
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strategic options more quickly [15]. In addition, SMEs have demonstrated elasticity and flexibility
to carry out strategic maneuvers so they can make adjustments quickly in uncertain conditions [16].
Meanwhile, large sized firms can achieve organizational flexibility when their digital technology
adoption has reached a maturity phase. Organizations with a low level of organizational digital
maturity cannot accelerate the maturity process by using a shortcut of simply recruiting vendors who
offer “outside the box” solutions [15].

The creation of new business models in an established company can increase the organizational
complexity [14] and, therefore, the organizational design must be adjusted to accommodate this
complexity [17,18]. Core rigidities [19] and resource stickiness [20] are possible issues that may arise
when firms are about to pursue a radical business model transformation. Unlike start-ups that can move
flexibly, it is most likely that traditional firms will experience conflict between the newly developed
business model and the existing one [21]. Apart from these potential problems, the benefits of a new
business model for the firms’ performance remain inconsistent [22].

Established firms that cannot seize opportunities from environmental changes will be replaced by
those who take advantage of the digital technology that has resulted from them pursuing transformation
in creative ways [23]. Managing retail store outlets is burdensome due to the fixed cost involved
but if these distribution channels could be synergized with the digital business model in a creative
way, firms could capitalize on their existence [15]. Digital technology has changed the position of
established firms in various industries and led to the emergence of new players from different industries
that had never been imagined previously [24]. In addition, many new, flexible competitors have
emerged because they are supported by asset light business models, such as Uber, Grab, Airbnb,
and digitally-based companies with similar business models.

2.2. Digital Technology-Based Business Model Transformation

Business model transformation with the support of digital technologies can be carried out by using
two methods: recombination and invention. Recombination is undertaken by combining new business
models with the existing one in one or more business model dimensions. Meanwhile, invention is
carried out by developing a completely new business model. This is done by first defining the value
proposition and then followed by designing other value dimensions [12]. Traditional methods of
strategic planning cannot catch up with the disruptive changes that result from digital technologies.
This is because traditional planning does not include the disruption caused by the non-linear nature of
technological development [6].

The dynamism, uncertainty, and complexity of the business environment, including the disruptive
change caused by the COVID-19 pandemic, can all be major triggers that spark the transformation
toward digital business models. Digital technologies can transform the core value that is offered to
customers that make new business models more relevant to the emerging business environment [8].
The characteristics of the digital business models differ from the characteristics of the traditional model
in that many of the activities can be replicated at almost negligible costs [25]. Another fundamental
difference is that the digital business model is customer-centric, as the target market and the dimensions
of value offered by the business models must be defined from the customers’ perspective [12].
Transforming a business model into digital can be categorized as successful if the newly-formed business
model changes fundamentally [12], particularly in the following three dimensions: value creation,
value delivery, and value capture [26].

Digital technologies, combined with organizational capabilities and resources, can produce
fundamental changes, particularly in how firms create and capture value [27]; and these kinds of
changes to business models make future competition difficult to foresee [28]. It is easier for firms
to execute the transition path to develop a digital technology-based business model if they do not
produce their outputs in physical form, and are more related to information, such as media, banking,
or insurance [13]. Firms that manufacture physical products experience challenging situations because
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the production processes and delivery value processes require direct contact. The latter group of firms
has to stop production and distribution which results in revenue generation difficulties.

Meanwhile, manufacturing firms producing physical products that are categorized as essential
needs—e.g., health products, food, beverage, energy products—can still run their operations,
although there is some debate regarding the criteria for essential needs, which can vary between
countries [29]. Therefore, companies that produce non-essential products or services must rely on
creativity and agility because both these important factors differentiate them from competitors during
a pandemic situation [13].

In response to this pandemic situation, many well-established firms have striven to upgrade their
digital capabilities [3]. As a result, the group of firms that were initially left behind is able to narrow
down the digital capabilities gap, compared to the new firms that were highly digitalized. Accordingly,
the digital capabilities between the two groups have been blurred due to the stimulus caused by the
pandemic. With the use of digital technologies, firms can improve their agility, so that they can adjust
their business processes quickly, not in months but weeks, even days [1]. Therefore, it is important
to understand that the transformation process of SMEs is due to external stimuli and occurs within
limited time constraints. Firms must possess a certain level of agility to enable them to build the
relevant capabilities for capitalizing on the opportunities arising from digitalization, and accordingly,
they are able to withstand the pressure of environmental changes [13].

2.3. Challenges of SMEs in the Time of the Pandemic

In a disruptive business environment, long-established firms, that possess a strong position in the
market, experience difficulties in achieving a balance between exploiting existing business models and
exploring new business models [6,30]. The challenge of balancing these two capabilities arises because
companies need to consider the core business with innovation, which often is not in accordance with
organizational routines [11].

One of the obstacles to transforming a business model is the differences there can be between
the perceptions of managers regarding environmental changes; it is difficult to form a convergent
perception of managers toward environmental changes [17]. However, the emergence of the COVID-19
pandemic tends to make almost everyone believe that there is indeed a dramatic change in the business
environment [2]. In fact, many believe that these changes will not only occur during the pandemic,
but will also persist in the post-pandemic period [2,15].

More than half of firms believe that the COVID-19 pandemic will have a large negative impact
and, therefore, firms must act quickly [31]. The various challenges faced by SMEs include decreased
customer purchasing power, restrictions on interaction and working hours, shortages of raw materials,
cancellation of orders, cash flow difficulties, and supply chain disruption [10,32]. However, there are
some companies that can take advantage of the pandemic. They are able to direct resources into
creating business opportunities or what is called “disaster entrepreneurship” [33].

Established firms often face a dilemma when dealing with business model transformation. On the
one hand, they must be able to take advantage of current opportunities by using existing business
models, which is only short-term oriented. On the other hand, firms must create innovations that
will maintain their survival [34]. It is the responsibility of top management to balance the short-term
orientation, which tends to be synonymous with exploitation, and the long-term orientation that
requires exploration. These issues are typically resolved with the use of an organizational design
which can support business model transformation [18]. The process of finding a new organizational
design can create differences of opinion among top management, which hinders firms in their pursuit
of radical business model transformation [17].

The long-term impact of the COVID-19 pandemic is still difficult to foresee; scholars believe
that post-pandemic opportunities will be even greater if firms can utilize digital technologies during
the pandemic [10]. Such uncertainty is normal for managers of SMEs, who typically possess high
entrepreneurial spirit, and for this reason, they are expected to have flexibility and adapt their
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business models in response to this environmental uncertainty [5]. To deal with this circumstance,
many SMEs apply crisis management to build organizational resilience and recover their organizational
functions to operate normally. Resilience includes the ability of an organization to maintain its normal
organizational functions during periods of disruption [16]. It is expected that firms can achieve “a new
kind of usual” regarding how to run a business [5]. The focus of this research is how the process of the
SMEs can transform their business model to achieve a new kind of usual. Conducting analysis focusing
on SMEs from the least developed country, where digital maturity varies highly between firms, and
who manufacture various products which are not included in the essential category, will contribute to
both knowledge on the subject and in the practical field.

2.4. Open Innovation Dynamics and Business Model Innovation

Firms could operate more than one business model and each business model is able to cross beyond
the boundaries of the organizational structure to obtain the required resources, and hence, firms do not
have to rely on the existing internal resources [30,35]. This circumstance encourages firms to adopt open
innovation strategies, in which the firms involved in the business ecosystems and networks can support
their business model innovation. The adoption of open innovation is complex; it requires a certain
organizational culture [36,37], which largely consists of three main concepts: the entrepreneurship of
novice entrepreneurs, the intrapreneurship of the employees, and organizational entrepreneurship [36].
SMEs are more well suited to these characteristics than large- sized firms, although the former have
more alternatives to design resource configurations because they have more resources [15].

Well-established firms tend to maintain routines because they have a strong culture and, therefore,
resist change. This group of firms will benefit from a stable business environment because they can use
their capabilities to exploit predictable opportunities. Unfortunately, this strong culture could actually
be an obstacle in their pursuit of change when they attempt to reconfigure the assets for pursuing
business model innovation [36]. The reconfiguration of assets is often in conflict with those that are
required to support existing business models, because some assets are typically utilized for different
purposes [38]. An organizational culture that supports the aforementioned open innovation is more
easily found in SMEs rather than large firms.

Open innovation is dynamic and can be viewed as a journey because it is not a single journey with
a definite destination, but rather it is a continuous journey requiring constant adjustment [39]. Due to
these characteristics, it shares some similarities with emergent strategy, as both concepts emphasize
a non-linear, highly dynamic, evolving approach in responding to the rapidly changing business
environment [5,36]. The proliferation of digital technologies plays a pivotal role in the practices of
open innovation as these technologies support the communication that takes place between various
parties operating in the same business ecosystem [40]. Meanwhile, during the time of crisis caused by
the COVID-19 pandemic, the adoption of digital technologies has accelerated [15]. This could be a
trigger for firms to adopt open innovation more easily as there are more parties now that are connected
with the use of digital technologies, which are able to contribute to the firms’ business models.

3. Case Study Method

3.1. Case Study Design

This research utilized a multiple case study design in order to observe the details and depth of
phenomena under investigation in a natural setting. This method is considered to be appropriate for
the development of an understanding of how phenomena develop in an organizational context [41].
The case study method that uses qualitative analysis is also considered to be the most relevant approach
to theory development through the observation of constructs that develop in the real fields [42],
especially for new topics [43]. To ensure both rigor and analytical generalization through the use
of replication logic, this study used multiple case studies [44], with the polar sampling technique
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used to select the subjects [45]. The replication logics in the case study research are analogous to
experimentations [46].

The polar sampling technique is different from statistical sampling, which is typically applied
in management research that aims to test a theory [39,40]. The use of the polar sampling method is
intended to develop analytical generalization, rather than statistical generalization, like ones in the
survey that used quantitative methods [41]. Cross-case analysis among subjects that have a certain
variation in characteristics ensures that generalization is achieved. This is a prerequisite for rigorous
theory building that uses the case study method [45].

3.2. The Case Study Companies

This research was conducted in seven Indonesian SMEs, which manufacture different types of
products and have different degrees of digital technology maturity level. The number of cases is within
the range of the upper and lower level of optimum cases—i.e., twelve and two respectively. Using more
than twelve cases makes it difficult for researchers to manage the rich qualitative data properly [46].

The seven case studies have been involved in our research project over the last three years in topics
that are related to innovation, business models, and dynamic capabilities. Accordingly, we understand
the research context well and the long-term relationship we have established with subjects has enabled
us to communicate during the lockdown period. Both the profile of the case companies and the scope
of the data collection are presented in Table 1.

3.3. Data Collection

Data collection, data presentation, and data analysis are iterative in nature and these processes
are important elements in the case study method [41]. Although a clean slate is the most ideal
condition for theory building, we used some of the previous empirical findings as priori constructs [45].
This approach is based on the “abduction” strategy where an iterative process occurs between the
existing theory and the new theory that is being developed [47]. Apart from conducting semi-structured
interviews with key informants from the case companies, we also had opportunities to make contacts
with several customers, suppliers, and distributors when we carried out a field visit and observation.
With this technique, we were better able to understand the research contexts.

To guide us during the interviews, so that the discussions went in the right direction, we prepared
an interview protocol consisting of a question list that was based on priori constructs. Despite us
preparing a list of questions for the interview guide, the interviews were undertaken flexibly so that
new questions could emerge during the interviews, and we conducted field visits in case interesting
issues emerged that were relevant to the subjects. Prior to the interviews, all the informants were
informed that the interviews would be recorded and their identities were made anonymous. In addition,
extensive field notes were made during the interviews to make it easier for researchers to analyze
the data. The length of the interviews ranged from 30 min to just over 2 h, depending on how the
interviews were going. The first was conducted in early March, when COVID- 19 had just started in
Indonesia, and the last was in mid-July 2020. Our interviews were deemed to be sufficient when we
reached a point where the iterative process between data collection and data analysis did not generate
a new code, but instead, reduplicated the existing dimensions [48].
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Table 1. The case companies and scope of the data collection.
Case Company Fashion-Co. Shellfish-CraftCo. Contemporary-BatikCo.  Traditional-BatikCo. RestaurantCo. FurnitureCo. HandicraftCo.
Main products Shoes and apparel ~ Seaweed handicraft Contemporary Batik Traditional batik Food and beverage Teak wood furniture =~ Wooden handicraft
Employee size 62 57 48 79 86 64 67
Annual sales 900,000 USD 150,000 USD 170,000 USD 250,000 USD 675,000 USD 1.2 million USD 350,000 USD
Local, national, Local, national, . . Local, national, Local, national,
Target market and global and global Local and national Local and national Local and global and global
Founded 1977 2016 2004 1999 2006 2000 1982
Firm’s website,
social media, Firm’s website, . .
.. . . . . ! . . . Social media,
Digital online trading social media, online Social media, online Social media. email online tradin
technologies platform, online trading platform, trading platform, email, i’ ’ & WhatsApp WhatsApp
. : . WhatsApp platform, email,
adopted shop, email, online shop, email, WhatsApp WhatsA.
WhatsApp, WhatsApp, YouTube pp
YouTube
Owner, marketing ?:gxf;?;e};if’
Owner, supervisor, ~Owner, production Owner, marketing staff, staff, marketing 4 Owner, production Owner, shop
Informants . . . . customer, .
marketing staff staff, marketing staff accounting staff supervisor, shop floor . staff, marketing staff floor staff
customer service
staff
staff
Informants 8 9 4 6 10 8 4
Total interviews 24 19 11 20 18 22 12
Field visits 3 4 4 3 5 2 4
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3.4. Data Analysis

In this study, the data analysis adopted an inducto-deductive approach in which the researchers
undertook constant iteration between data collection and analysis with the focus being on theory
development [45]. The qualitative data obtained from the interviews were transcribed verbatim,
and the data was then triangulated between the different informants to ensure its validity [41].

Data analysis was carried out with grounded theory, which consisted of three stages [49]. First,
we conducted open coding, in which all the codes relevant to the research topics were documented.
This process was repeated until it reached saturation point so that no new code emerged. Second,
we carried out axial coding. At this stage, we identified the digital actions undertaken by the SMEs
and we categorized them into different levels: non-use, orientation, preparation, testing, routines,
and refinement and integration [50]. The list of the actions included not only activities related to
the technology being implemented, but also supporting factors, such as technology investment,
human resource allocation, the learning process etc. These factors also needed to be considered as
various resources could easily be integrated with digital technology because it was categorized as
general- purpose technology [1]. The final result of the second stage is that we succeeded in identifying
the relationship between the emerging themes and the contexts, consequences, and interactions between
the codes. The challenges and issues that were experienced by SMEs during the COVID-19 pandemic
and the digital transformation strategies undertaken by the subjects were identified at this stage.

Third, we conducted selective coding and focused on the key themes by analyzing the interplays
between the key themes. At this stage, we succeeded in grouping the challenges that were faced by
SMEs during the COVID-19 pandemic into seven themes, and the digital transformation strategies
implemented by SMEs into three major strategies: accelerated transition toward more digitalized firms,
digitalizing sales for the firms’ survival, and finding digital partners to reach the market.

4. Empirical Findings and Analysis

We conducted qualitative analysis to answer the first research question and the results are
presented in Figure 1. The data structure presented in Figure 1 describes the findings from the
interviews. These are presented as codes, themes, and dimensions, and from here, we identified
strategies for carrying out digital transformation, which is the answer to the second research question.
Based on the results of the qualitative data, we categorized the sample SMEs into three groups, based on
the emerging problems they experienced, which is discussed below. The italicized texts, followed with
the hashtag symbol—i.e., #-and the number in brackets, indicate the key actions that are the main
elements of this digital transformation; the list of actions is presented in Table 2. As shown in the table,
the prominent actions by the case study firms are shown in the shaded area. These actions emerge
from the coding, which we conducted using the grounded theory, as explained in Section 3.4.

4.1. Group 1: “Ready to Jump” to a Digitalized Firm

There was only one case study company that fell into this group: FashionCo. The SME in this
category has a long history of adopting digital technology. In fact, it has adopted a hybrid business,
which combines both online and offline, even though the offline business model is still more dominant.
The COVID-19 pandemic has been a stimulus that has accelerated planned digital transformation.
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First order categories

Second order themes

9of 22

Aggregate dimensions

The use of social medias - i.e. Facebook and Instagram —
and YouTube channels for promotion; development of
trademark; Twitter, WhatsApp and email for
communication with customers; ad-hoc team for
managing digital operations

Bankruptcy for not undertaking digital transformation;
the risk of transformation failure; costly transformation

Digital technology
literacy

Dilemma of pursing

Initiatives for

Nl

process; lack of competitiveness for not undertaking > dieital K ¢

digital transformation; the technology might be igital transformation changes
irrelevant in post pandemic.

Business networks from past experience; flexible < Intangiblc capabilitics for

workforce; accumulated knowledge 2| digital transition

More digitalized societies - e.g. education, restaurants, Consumer behavior %

banking, etc.; more digitalized customers; increased >| chan ges 2| Market changes

acceptance on online shopping

The feeling of jobless of shop floor workers; pressure to
streamline value generation process; awareness
regarding the threat of the crisis.

Non-essential products; offering discount; reduced
profit; new sales team required; changes of customers’
behavior; decreased buying power.

Goodwill of internal
parties

\4

Cancelled orders, delayed payment from customers,
insufficient cash in hand, insufficient budget.

Apply for soft loan; postpone investment; sell
unproductive asset.

Focus on activities which generate revenue; postpone
activities not directly related to revenue generation, e.g.
business trip, finding new suppliers, R&D; focus on
products highly demanded by customers; use multiple
digital channels; find new distribution channels,
particularly offline if possible.

Cut employee salary; reduce working hours; asking for
assistance from government for rescheduling loan
payment, interest rate discount, energy bill reduction,
and technical assistance.

Redesigning value
proposition

Strategies for
survivals

W/

Liquidity issues

Financial problem

Improving liquidity

Revenue generating
activities

Coping with

financial issues

Reducing expenses

Trapped in routines which lack of agility; change
resistances; digital strategizing and visioning; lack of
infrastructure supports - e.g. computer, networks, etc.

Internal organizational
barriers

Fast decision making; owner/top management support;
flexible and informal work culture; learning culture.

!

More digitalized customers; better customers literacy
due to lockdown; digitalization undertaken by
competitors, high level of social capital.

V

Internal organizational
drivers

External organizational
drivers

Contextual factors
for digital
transformation

Lack of digital skills and knowledge; eager to learn due
to urgency; status quo mentality, waiting for Covid19
pandemic to pass.

{

Online working makes clear "who contribute what" to
the firm; “nothing is impossible if I learn”; “my job is
operating machine, nothing to do with digital
technologies”.

Online working is stressful; it needs less paper but more
administrative works; work and family time
integration.

—

Individuals drivers and
barriers

Personal values

Nature of online
working

New norm of
working
environment

NWARNVZNNI

Figure 1. Data structure of the challenges experienced by small and medium enterprises (SMEs) during

the pandemic.
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Table 2. List of key actions for pursuing digital business model transformation.

10 of 22

No. Theme ! Fashion-Co. Shellfish-CraftCo.  Contemporary-BatikCo. Traditional-BatikCo. Resta-urantCo.  Furni-tureCo.  Handi-craftCo.
Group 12 Group 2 Group 3
Theme: Technology diffusions within the firm
1. Implement digital vision and strategizing ecccee oo oo . . . .
2. Encourage digitalization to all functions eoccce oo o oo oo . .
Assign short-term projectized teams for
3‘ P . . eoo00e L] o0 L L L] L]
digitalization
Theme: Learning and knowledge within individual
4. Sense of urgency to adopt digital technology eccce . . . . B .
5. Self-learning to compress adoption time (XTI oo oo [ . . .
Theme: transition processes
Undertaking a series of changes in various
6‘ . e0o000 o0 o0 L L L] L]
functions
7 Catching up with emerging digital cessss oos . .o . . .
technologies
Adjusting organizational structure with the
8. . eooo0 o000 L] L] L L] L]
new business process
Theme: Sales function transition
9 Selective adoption of digital technologies ecoee scccce eoee scccce scccce
10. Redesigning sales and distribution channels (YYTYY ecccce CYYYYYS ccccce oo . .
Shifting market segments through digital
11. . eoooe (LI} LI 1] LI 1] oo L] L]
promotion
Focusing on products suitable for digital
12. . eoooe (LI} LI 1] LI 1] oo L] L]
marketing
Theme: Resource management
Discovering new resource allocation after
13. e LYYYY LYY} LYY} eoe LX) . .
digitalization
14. Simplifying the business process for sales (YYTYY XYY [YYYYL ccccce cccee . .
Collaborating with external parties for
15. . LYY YY) LYYYY) LYYYY) YY) ecoe ° °
supporting sales
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Table 2. List of key actions for pursuing digital business model transformation.

11 of 22

No. Theme ! Fashion-Co. Shellfish-CraftCo.  Contemporary-BatikCo. Traditional-BatikCo. Resta-urantCo.  Furni-tureCo.  Handi-craftCo.
Group 17 Group 2 Group 3
Theme: Harnessing various digital technologies
16. Combining a number of digital channels ecccce scccce ecccce ccoee cooe oo .
17. Adopting online trading platforms ecccoe ecoce eccce eecee ecoe . .
18. Exploiting insights from digital analytics oo ooe oo ooo . . .
Driving customers engagement through social
19. L eoooce LLIX11] o000 00 o000 eoe L] L]
media
Theme: Improving operational efficiency
20. Relying on product-based business models oo ecccce Iy
Partnering with parties possessing excellent
21. L s LYY YY) ) . . oo oo XYY
digital capabilities
2 Acquiring the. right skills alllgr\ed with vone . . . . venee venee
emerging opportunities
23. Relying on flexible resources eccee . . . . ecoe eccce
Theme: Made to order capabilities
Fulfilling customized orders from industrial
24. oo . . oo oo LYYYYYY eccee
customers
2. Relying on the manager to develop business .o . . . .o veses veses
partnerships.
26. Articulating product ideas from partners oo . . . . ecccce ccccee

1 Notes: o, Non-use; ee: Orientation, eee: Preparation, eeee, Testing; eeeee, Routine; eseeee, Refinement and integration. 2 Shaded areas indicate the most prominent actions implemented
by the case study firms in each group. Group 1: “Ready to jump” to a digitalized firm, case company FashionCo.; Group 2: Experiencing financial distress, case company: ShellfishCraftCo.,
ContemporaryBatikCo., TraditionalBatikCo., RestaurantCo.; Group 3: Lacking digital literacy but has rich social capital; case company: FurnitureCo., HandicraftCo.
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The case study firm combines entrepreneurial attitudes with digital strategizing, which requires a
strong orientation toward digital culture. The owner of the firm has implemented digital visioning and
strategizing (#1). The company owners have a good conceptual understanding of the digital technology
vision, as was indicated by their preparations for digitalization long before the emergence of the
COVID-19 pandemic, as shown by the following statement:

“We are convinced that technology is the driver of change. As an established company, we do not
feel much any changes that come from technology. But over time, society and market behavior
changed. If we are not careful, after a while the market will be eroded and our customers will switch to
competitors”. (Marketing manager, FashionCo.)

Prior to the pandemic, the case company had implemented digitalization in its sales function,
and when the pandemic emerged, it extended this adoption to other functions. The digitalization of
business processes, for example, collaboration with the digital shopping platforms Lazada, Bukalapak,
Blibli etc., has driven the market forward and encouraged other functions to adapt and adopt digital
technologies. Moreover, the case company in this group has begun to encourage digitalization in various
organizational functions (#2), the majority of which relate to increasing automation and the standardization
of business processes. Below is an expression of the informant describing this circumstance:

“We know that Facebook, Instagram, and Twitter are used in different ways, the purpose of their usage
is different, and the algorithms used are different as well. There are some people who just link each
other Facebook, Instagram, and Twitter without a clear idea what is the reason behind this linkage.
They just do it. As a matter of fact, these social media are intended for different purposes. [They are
used] not for selling as the first priority; but on the contrary, firstly [it is used for raising] awareness,
after [it has been successfully raising] awareness, then [we can] offer a problem solution to customers”.
(Online marketing staff, FashionCo.)

The firm is able to understand the details of digital technologies because it is supported by a small
ad-hoc team that has a specific task (#3). This team is responsible for implementing digital technology in a
structured manner with a project approach. The manager of the case company believes that waiting
for the business environment to stabilize, and not making changes to business models is not a good
decision; instead, he believes the firm’s prospects could get worse if it does not immerse itself in the
changes. Therefore, the manager attempts to instill a sense of urgency to master digital technology among
individuals within the firm (#4).

During the pandemic, there was no time for companies to train employees because they had to
generate revenue generation within days. Companies benefited by the learning culture that has been
created within the organization, which shortens the time it takes for technology to be adopted through
self-learning. This culture has enabled the firm to compress the time taken for adoption to take place through
self-learning (#5). This learning culture has combined with a long history of digital knowledge within
the firm, as explained below:

“Today’s technology is different from those that were developed in the early 1990s. The logic of how
the software works at that time still works for the current application. Even without being taught,
I can, it is even faster and more effective if I study on my own because the current technology is more
user-friendly”. (Owner, FashionCo.)

This learning culture is seen as being a pivotal enabler of dynamic capabilities, particularly the
ability to seize opportunities and perform transformation [1]. This digital transformation is undertaken
through a series of changes carried out gradually (#6), with each stage carried out within a short time
period. This implementation is coordinated with an ad-hoc team, who is given a specific time period
and assigned a specific task. In this way, this transformation process can be done in a more structured
manner in which the company is clear about what it is attempting to achieve during each stage of
the transformation.
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Digital technologies have enabled the firm to reach customers more easily, diversify its product
lines, and shorten the product life cycles. Also, the firm realizes that new technology often makes
business processes easier, faster, and cheaper. Therefore, the firm tries to catch up with emerging
technologies (#7) and harnesses them in creative ways. For example, one of the last actions of a case
study company is to take advantage of the self-serve platform of TikTok to promote its products.

In line with the widespread technology adoption within the company, there has been an accelerated
exchange of information and knowledge, leading to more efficient business processes. This adoption
process has caused momentary disruption of the company’s operations due to the changes required,
but the newly-formed business process runs more efficiently after the adjustment. To support these
business process changes, the firm undertakes an organizational structure adjustment with the new business
process (#8). This adjustment process is supported by flexible resources and individuals who are willing
to carry out continuous learning.

4.2. Group 2: Experiencing Financial Distress

This group represents SMEs who experience financial distress—i.e., ShellfishCraftCo.,
ContemporaryBatikCo., TraditionalBatikCo., RestaurantCo.—and it seems this is the major issue
experienced by the SMEs. The main priority of SMEs in this group is avoiding immediate collapse
by conducting revenue generation. Two of the four SMEs in this group are retail firms, and are thus
more vulnerable to economic uncertainty than supermarkets. All SMEs in this group agreed that they
should take extraordinary steps to avoid collapse. For this reason, the firms push themselves to make
decisions by investing in digital technologies. One of the informants described the emerging business
conditions as follows:

“We are not sure whether digitalization will save us. But we are sure that if we don’t digitize,
we will definitely collapse. Even if digitalization fails, at least, digitalization will prolong our
lives so that we have more time for preparation to overcome this situation with other steps”.
(Manager, ContemporaryBatikCo.)

SMEs in this group focus on digitizing the sales function because it organizes activities that
generate revenue that can save the firms from collapse. The low digital maturity of the firms makes
it too risky for them to implement digital technologies across all functions. Products that have been
digitalized are also limited to a few categories that are suitable for online marketing. In short, the firm
conducts selective digital technology adoption (#9), as explained below:

“Don’t just look at digitalization in a too simplistic way, as we need to look at the whole business model
we have. We need to look at what needs to be digitalized and what doesn’t need to be made digital.
For now, we are only digitizing functions that we really need it to keep us alive”. (ShellfishCraftCo.)

To achieve the digitalization of the sales function, the SMEs redesigned its distribution and sales
channels (#10) from retail and boutique shops to online marketing. Due to this shift, tasks have
been redesigned among the employees, with interconnected activities combined and assigned to
the same staff. In a similar vein, resources were regrouped and allocated to do certain tasks to
promote productivity and value. For example, some of the employees were previously assigned to
serve customers at the boutique shop, they were assigned new tasks as online sales staff responsible
for managing pre-sales, sales, and post-sales activities. Electricity and water bills decreased as the
boutique’s operating hours shortened. The firms decided to reduce production volume to avoid
having excessive stocks of finished products. As a result, the trade-off between efficiency and resilience
became apparent and the implementation of just-in-time was slightly neglected in order to ensure the
firms’ survival.

During the pandemic, there has been an increase in digital literacy among customers. In response
to this change, the emphasis of the SMEs in this group was to modify the customer value proposition,
because the focus of firms during the pandemic was on how to survive by maintaining stable sales
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volumes. This needs to be done by considering there has been a shift toward new customer segments (#11)
after the implementation of digital transformation, as explained in the following information:

“Technology not only changes how products are manufactured, but also the behavior of competitors,
customers, and the business context. The existing customers may be our existing customers, but with
new behavior, so that they are less relevant to the value delivery or value we offer currently”.
(Owner, Traditional BatikCo.)

The SMEs case study in this group is still at an early stage of adopting digital technologies. In the
meantime, there has been a shift in customers’ behavior during the COVID-19 pandemic. In response
to this circumstance, the case study companies focus on certain products suitable for digital marketing (#12).
Due to the early adoption of digital technology, the case study firms decided to select a technology that
is easy to adopt and is the most supportive for generating revenue.

Digital technology adoption has encouraged the case study firms to discover new resource
configurations (#13) to improve their efficiency. The resources are focused on activities that are
aimed at generating revenue and overriding activities not related to revenue, such as new supplier
searching, new product development, and employee training. Digitalization helps firms to identify
unseen opportunities about how to utilize existing resources and assets that belong to parties outside
the firms.

To some extent, the adoption of digital technologies by serendipity helps firms to improve the
value of output by combining the assets outside the firm with existing resources. Also, traditional
activities which are in sequence are combined. For example, warehouse staff, who previously had
duties to procure raw materials and manage the inventory only, have been given an additional task to
service the delivery orders to customers who purchase online. All of these make the business process
for sales simpler than the existing one. Activities that are not contributing to revenue generations are
reduced and the business process for sales is simplified (#14).

The case study firms want to grasp opportunities by adopting all the digital technologies that
customers are most likely to use. Even though some case study firms have developed websites—i.e.,
ShellfishCraftCo.—the rest prefer to adopt online trading platforms (#17) to support delivery value
because the process of adopting it is much simpler. Some of the trading platforms selected by the SMEs
case studies are, among others, Shopee, Lazada, Bukalapak, and Blibli. The adoptions of the trading
platforms require firms to collaborate with external parties to support sales (#15), including logistic service
providers, electronic merchant services, electronic payment services etc.

The SMEs in this group are not ready yet for a digital transformation across all the functions
within the organization. The total transformation cannot be achieved simply by developing a website.
To overcome this issue, the case study firms combine several digital technologies simultaneously (#16)—i.e.,
WhatsApp, e-mail, LINE, Facebook, Twitter, Instagram—to expand the customers’ coverage. In some
ways, the simultaneous adoption of several technologies is not always effective, but the case study
firms are determined to do this to generate revenue as they are experiencing liquidity issues.

The case study firms are aware that a lot of data and information are available in the digital
world; therefore, the managers strive to figure out how to retrieve the data and information to support
the continuity of the business. There is no doubt that conducting detailed and thorough big data
analysis will be expensive. Realizing the difficulty of conducting advanced big data analysis, the case
study firms have focused on the adoption of digital technology that only requires a simple effort to
exploit insights from digital analysis (#18), such as utilizing social media to detect trend signals from
market developments. For example, ShellfishCraftCo. created an ad-hoc team assigned to identify
market trends that develop on social media through digital intelligence. This is called digital scouting,
which consists of young staff with advanced technology capabilities [6]. The managers believe that
firms should not focus on maximizing profits through the use of digital technologies, as profitability
will follow if the firms succeed in providing value to customers during customer engagement.
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Our data analysis demonstrated that firms are able to adapt how they use social media properly
and realize that social media is not only for introducing products or promoting products, but also to drive
customers and communities” engagement through social media (#19), as stated by the following informant:

“Social media is not only for product promotion, brand promotion, or product promotion. Using social
media is not as simple as you think, like saying: tomorrow there is a 20% discount, then the day after
tomorrow we will increase it to 50%, and after that we have buy one get one free. That is not how it
works. The first priority of using social media is how to build awareness, the second is to increase
engagement, and then interact with the firms’ followers”. (Marketing staff, ShellfishCraftCo.)

4.3. Group 3: Lacking Digital Literacy but Rich of Social Capital

The two SMEs—i.e., FurnitureCo. and HandicraftCo.—included in this group have two main
characteristics: the lowest level of digital literacy but a well-established social capital in their business
ecosystem. SMEs in this group are looking for digital partners to overcome their very limited level
digital literacy. The encouragement of digital strategizing in firms with very limited digital literacy
is risky for the firm itself. This group of firms follows a different path in responding to the trend of
digital transformation. A senior owner of an SME is quite confident about an alternative approach
they are taking today, explaining;:

“I understand that new firms are usually very aggressive, their managers think that it is compulsory to
make their business online. They never think whether it is going to make profit or not, as long as they
can go online, they feel safe from the threat of environmental changes. They think they can conquer
the world with digital technology. But, please remember, I am from the baby boomer generation, I have
gone through a long history of technological changes in different generations. I have proven to be more
adaptive to changes [than them], enthusiasm is good for you to move forward, but if you have it too
much, it will be dangerous”. (Owner, HandicraftCo.)

SMEs in this group rely on a product-based business model (#20). The firms focus on manufacturing
products and selling them to customers. Managers realize that they have to follow the customer-centric
trend but the problem is how to integrate this into the organizations’” business processes. To cope with
this issue, the firms collaborate with partners possessing excellent digital skills (#21).

In addition, the SMEs in this group are supported by employees who have been working for a
long time so that a creative attitude is embedded in the basic character, which is formed from the
accumulation of knowledge over a long period. This kind of character cannot be formed through
training or formal education. This basic character enables the staff to acquire skills that are aligned with
emerging opportunities (#22). This is how the manager describes this circumstance:

“I do not want to be greedy. 1 do not want to follow the mainstream to go online. 1 am sure those
who are doing business online will come to me to purchase our products [and sell them online].
Our employees have a set of skills that other entrepreneurs do not have. When the market shifts,
our products will also be able to shift, and we make that possible due to the skills of our people”.
(Owner, FurnitureCo.)

The creative attitude of the employees is, to some extent, strongly related to flexibility. With the
use of flexible resources (#23), the firms can target new customers by offering to use different product
categories. Undeniably, the COVID-19 pandemic has driven new demands that never existed before.
The following is an example where SMEs have shifted their target market to a new product category:

“A few days ago, we received orders for 10,000 face masks. Last week, we received an order for personal
protective equipment from a hospital. We have never made both products before, but we can learn
quickly to making such products. The expertise of our workforce can be transferred quickly across
various products because they are very well experienced”. (Owner, HandicraftCo.)
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Due to the nature of their production system, which is made to order, firms must be able to
meet the production schedule with a tight production schedule. The majority of these orders come
from industrial customers, who need products in large quantities, with a customized product design,
and on a tight schedule (#24). These orders do not come to the firms directly from customers, but with
the assistance of partners. The partner’s ability to find industrial customers who are willing to
order products in large volumes is a pivotal factor that determines the success of the partnership.
This partnership is unlikely to be successful if the orders come from individual customers because the
number of orders will not achieve production economies of scale.

These partners, who have excellent digital capabilities, can act as the eyes and ears of the SMEs
in this group. The partners will give early warnings to SMEs in case there are emerging signals of
changes in the market. In this way, this group of SMEs still have access to emerging market trends.
This communication also supports the managers, who are responsible for the firms’ strategic and
business directions. They are often trapped in routines, which can blind them to the need to adapt
to changing environments. Communication with these partners can remind managers to become
more sensitive, even though the firms do not adopt digital technologies, particularly during this
pandemic period.

The managers of SMEs in this group are entrepreneurs, who are engaged in the business ecosystem
that their firms operate in. Within this business ecosystem, the managers always seek opportunities to
expand their networks with potential partners. These entrepreneurs occupy a unique position in the
community, as they fulfill the needs of community members in different ways. It is undeniable that
these managers, who are also the owners, have a dominant role in establishing business partnerships (#25)
with partners from the business ecosystem.

Company owners who have managed their firms for a long time are able to build partnerships
with similar community members, as well as potential partners who are difficult to work with because
of the knowledge gap barrier. These partners are typically start-up firms who possess expertise in
digital technologies but lack product manufacturing knowledge. Through the partnership, managers of
SMEs receive information regarding customer behavior from their partners, and the managers articulate
it into product ideas and final products (#26). During the midst of the pandemic, SMEs and start-ups
were more willing to build a partnership as both parties realized that their business sustainability was
in danger.

5. Discussion

In this study, it was found that the digital transformation of SMEs operating in creative industries
does not necessarily involve radical business model transformation; the transformation can be
implemented gradually and at different levels of changes [1]. All participants involved in this study
agree that the impact of implementing digital transformation has made the firms more agile, which has
resulted in more flexible resource allocation. However, this agile implementation is perceived as
being costly and the firms’ survival is at risk if it is not agile [51]. In addition, there is no “one size
fits all solution” so firms must design their customized digital transformation path by considering
“what strategy” to use and “where it should be adopted”. The choice of strategy and the success
of digital transformation depends on various factors, such as the firms’ existing digital capabilities,
learning culture, history of digital technology adoption, ability to develop with supporting parties,
etc. Despite this, digital technology implementation varies a great deal, and this study identifies three
paths for digital transformation strategies of the business model summarized in Table 3. The points
presented in the table are the high-level findings from the cross-case analysis in Section 4, and are
discussed against the existing literature in the following sub-sections.
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Table 3. Key features of three digital transformation types.

17 of 22

Transformation Path

Key Features

Prerequisites

Consequences

Key Success Factor

Path 1: Accelerating transition
toward a more digitalized firm.
Adopted by firms in Group 1:
FashionCo.

From a series of intermittent
processes undertaken over a
long period of time to
one-time digitalization, which
is executed in a short time.
Have adopted digital
technologies in various
functions before the pandemic
but to a limited degree.

Have put down the
foundation to carry out the
digital transformation
before the

COVID-19 pandemic.
Continuing and
accelerating the digital
transition that was
initiated before the
COVID-19 pandemic.

Involves dramatic changes
and could result in a
sustainable

competitive position.

Could be a risky transition.

High level of digital
technology maturity.

Path 2: Digitalizing sales to
ensure the firms’ survival.
Adopted by firms in Group 2:
ShellfishCraftCo.,
ContemporaryBatikCo.,
TraditionalBatikCo.,
RestaurantCo.

Broadening the use of digital
technologies from those
merely intended for
promotion to a comprehensive
utilization of them for the
sales function.

Focusing on generating

revenue for the firms’ survival.

Have been familiar with
the basics of digital
technologies, particularly
social media for
promotional purposes.
Have initiated the use of
digital technologies for
communication

with customers.

Moderate changes toward
the firm.

Temporary

competitive advantages.

Creativity to understand the
need of the markets—digital
scouting, must have sharp
eyes and ears.

Path 3: Finding digital partners
to reach the market.

Adopted by firms in Group 3:
FurnitureCo., HandicraftCo.

Some kind of “outsourcing” of
the digital operations

to partners.

Focusing on the
manufacturing, resource
management, flexibility of
resources to meet the
market’s requirements.

Have engaged in business
ecosystem and

accumulated social capital.

Possessing manufacturing
flexibility, combined with
knowledge accumulated
from manufacturing
various products for a
wide variety of customers.

Temporary solution to the
firms’ lack of

digital knowledge.

At some point, the firm
must acquire digital
knowledge and integrate
digital technologies with
the business models.

Ability to manage the
relationship between the
firms and partners.
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5.1. Path 1: Accelerating Transition toward a More Digitalized Firm

This path is only suitable for a firm that is “ready to jump” and become a digitalized firm. The only
firm that falls into this group is FashionCo. The main characteristic of the firm in this category is that it
has implemented its digital capabilities, such as online channels, websites, online shops, and it has
collaborated with other parties to develop a digital business model [52]. It can be said that the SMEs
in this category are the “first mover” group and strive to instill strategic sensitivity for the purpose
of detecting weak signals of change before other companies can identify them. Digitalization was
implemented rapidly, supported by a group of ad-hoc teams working with a project approach. In this
approach, each project has a specific target and a certain time frame.

Digital technology is applied throughout the organizational functions but the depth of
implementation varies between functions. Sales is the function with the most comprehensive
digitalization because it had adopted digital technologies even before the pandemic began. When the
pandemic started, the firm broadened its digitalization to various functions. It can be said that the
pandemic acted as an external stimulus by threatening the firm’s survival and creating awareness that
made the firm respond quickly by accelerating digitalization.

Digital technology transformation undertaken rapidly offers a promising competitive advantage
but it is high risk [3]. Nevertheless, in a digital technology environment, this competitive position
will not last long as there is the potential of imitation by competitors [4]. This type of transformation
requires firms to set up a digital technology foundation. This is combined with a digital visioning
and strategizing, supported by a learning culture and the achievement of a certain level of digital
technology literacy. In short, it is not an overnight transformation.

5.2. Path 2: Digitalizing Sales for Firm Survival

The second path is the most popular for SMEs, as indicated by the fact that more than half of the
case companies fall into this group—i.e., ShellfishCraftCo., ContemporaryBatikCo., TraditionalBatikCo.,
RestaurantCo. The firms in this group digitalize their sales functions with the aim of generating
revenue in more creative ways, although there is some doubt whether digital technology adoption will
still be useful in the future after the pandemic ends.

The decision to carry out digital transformation in the sales function helps the firms to generate
revenue by creating a customer experience [53], and they expect it to save them from the brink of
bankruptcy. The literature demonstrated that staying close to customers increases the firm’s chances of
success [52] and the digital transformation of the sales function is a step that can achieve this aim. As a
matter of fact, firms in this group have an interest in pursuing comprehensive digital transformation
but, due to their low level of digital maturity, they decide to only digitalize the sales function.

The case study firms integrate product or service offerings through social media networks,
which are equipped with consumer experience and supported by physical infrastructure for distribution,
logistics and the supply chain [53]. All these strategies are intended to improve the firms’ organizational
agility. This cannot be achieved simply by developing an e-commerce website; instead, the firms need
to create flexibility and efficiency by developing comprehensive back-office processes [15].

5.3. Path 3: Finding Digital Partners to Reach Market

The third path of the business model transformation demonstrated the transformation changes
of how SMEs collaborate with their partners. Two case companies that lack digital literacy—i.e.,
FurnitureCo. and HandicraftCo.—fall into this group and have overcome their weakness by drowning
themselves in digital technology ecosystems that have many enthusiastic partners to collaborate
with. Digital technology transformation has changed the behavior of firms operating within the same
business ecosystem [20] so that the business context of the firms has also had to change. These changes
in business contexts can be supporting factors that enable the firms to continue their transition toward
being more digitalized firms in the future.
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It has been proven that finding digital partners can solve those problems arising from a lack of
digital literacy, but this is considered to be a short-term solution, as firms need to balance their short-
term decisions with long-term plans. At some point, the firms in this group must be able to adopt
digital technologies without relying on their partners entirely. Constant redirection is needed so that
the firms can respond properly to emerging trends in the short term, and at the same time, anticipate
opportunities in the long term [6].

5.4. Digitalization, Open Innovation, and Business Model Innovation of SMEs

From the analysis in the previous sections, it is clear that the SME case studies have different levels
of digital literacy, and therefore, the firms have different levels of readiness to pursue the business
model transformation. The digital literacy level also affects the capability of firms to adopt open
innovation. Open innovation can occur when firms combine their own internal resources with the
technologies acquired from external partners to offer products to the market in new ways, which were
never imagined by the firms who designed and manufactured the products [35].

The strategies of FurnitureCo. and HandicraftCo, which built partnerships with digital partner
firms, could be categorized as open innovation practices because the parties who manage the digital
technologies—i.e., the case companies’ digital partners—are different from the parties who manufacture
the products [35]. The partners manage and operate the digital technologies to match the specific needs
of the case study firms and assist the SMEs in communicating with customers who need customized
products. In short, the case companies take advantage of the digital technologies, which are managed
and operated by external parties to create deliver customer value.

This study demonstrates that digital technology has enabled FurnitureCo. and HandicraftCo. to
develop collective intelligence that facilitates the creation of creative business practices by entrepreneurs.
Digital technologies have been documented as being enablers of open innovation, but that does not
mean that firms with a lack of digital literacy cannot adopt open innovation. Similarly, digital technology
literacy is not a compulsory requirement for firms who wish to pursue business model transformation.
The case study firms with a minimum digital literacy can still do business model transformation
by exploiting the social capital of the firms” owners, who have accumulated it from their long-time
experience as entrepreneurs. A firm’s social capital is more important than its digital technologies
because the latter are only tools that function to convert the social capital into the firms’ actions.
These findings corroborate the existing literature by explaining that mediocre technologies, combined
with a sophisticated business model, will provide more impactful results than advanced technology
adopted by the poor business model [38].

6. Conclusions and Future Research Directions

This study demonstrates that SMEs follow three different major paths toward a digitalized firm:
accelerating digitalization, digitalizing sales functions, and finding digital partners to reach the market.
The decision to select one of the three digital transformation paths is determined by the existing
digital maturity level, the learning culture, the history of digital technology adoption, etc. SMEs that
manufacture customized products on a mass scale, and have a large physical size, can cope with low
digital literacy issues by collaborating with digital firms as a shortcut. Meanwhile, direct interaction
with customers is desperately needed for other product types, particularly fashion products with
short life cycles. For this reason, sales function digitalization is compulsory. The digitalization of this
function does not merely increase sales, it also develops customer experience.

In contrast, firms with a clear digital strategy and high digital maturity level can follow the first
path. This path is not suitable for most SMEs as they are generally still at an early stage of adopting
digital technology, whereas the digital transformation of a business model requires high digital maturity.
Furthermore, firms in this group must have a long-term strategic digital vision and strategy. In short,
the digital business model transformation in this path cannot be undertaken from scratch.
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This study found that the transformation path toward digitalized firms is idiosyncratic for each
firm despite there being some generic strategies at a high level. The selected path is also dynamic in
nature. As soon as the company identifies a pathway for digital transformation, there will be external
changes that trigger the firms into readjusting their planned path. Whatever the path the firms attempt
to follow, they need to dig deep into the organizational background and history as this is the basis of
the managers’ design organizational strategy, authority, and responsibility, including the values and
norms that influence how business processes are carried out. These fundamentals factors determine
how the transformation is undertaken, and how the changes that result from it can be absorbed into all
elements of the organization.

In many cases, digital transformation results in customer alignment, and consequently improves
efficiency. However, if competitors also undergo a similar transformation, so that they can interact
with customers in new and better ways, then the organization could lose market share and sales. Thus,
a digital transformation needs to be carried out continuously to ensure that the company’s value
delivery to customers is better than that of its competitors. To sum up, digital transformation is not a
single point process, but rather, it is a moving target.

This study offers several insightful practical implications for managers. In line with the increase
in the level of digitalization, the amount of data being managed gets bigger, which means firms
require more resources to support their operations. Firms can cope with this issue by developing
governance mechanisms for managing coordination and internal business processes. Nonetheless,
it is not easy to assign a digital authority to a certain person in practice and separate that authority
from other staff, as business processes are typically interconnected with one another. In addition,
no one can predict when the pandemic will end. If it lasts for a long time, but the digital technology
currently being used does not work any longer in the post-pandemic period, then managers will
need to anticipate if there is resourced stickiness—i.e., a situation in which resources prefer to stay
in existing business operations. To address this issue, firms can combine online and offline business,
particularly how to develop synergies between the two-business models with the support of digital
technologies. In addition, qualitative research aimed at developing a theory regarding the complex
interplays between organizational design, strategy, and digital technologies will be interesting to
investigate. These three concepts interact with one another and clarification regarding “what” affects
“what” and the way in which they interplay with one another will offer an insightful contribution to
knowledge development.
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