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ABSTRACK

This study aims to analyze the role of business sustainability as a mediating
variable in the relationship between working capital and digital technology
on the competitiveness of SMEs in Indonesia. The study is motivated by the
growing awareness of the importance of sustainable business practices
amidst dynamic market challenges and global environmental pressures.
Using a quantitative approach and path analysis techniques based on Partial
Least Squares Structural Equation Modeling (PLS-SEM), data were collected
from 200 SMES actors in the Muslim product e-commerce SMEs through
structured questionnaires. The findings indicate that business sustainability
acts as a significant mediator, strengthening the indirect influence of working
capital and digital technology on competitiveness. These results affirm that
sustainability is not merely a social responsibility, but a strategic resource
that enhances the competitive position of SMEs. The adoption of digital
technology and efficient working capital management will yield stronger
competitive advantages when directed toward sustainability goals. This
research contributes to the SMEs literature and offers practical insights for
business actors and policymakers in designing sustainable and competitive
business strategies.

Keywords: Working Capital; Digital Technology; Business Sustainability;
Business Competitiveness; Small and Medium-sized Enterprises.

INTRODUCTION

The COVID-19 pandemic created a global health crisis that demanded rapid responses
from governments worldwide, particularly in implementing fiscal policies to prevent severe
economic recession. The pandemic's impacts were felt across various aspects of life, including
social, economic, and public health domains, with Small and Medium Enterprises (SMEs)
among the most affected sectors. In Indonesia, SMEs play a vital role in the economy by
creating jobs and supporting national income. However, the pandemic disrupted SMEs

operations through supply chain interruptions and demand-supply shocks in global markets
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(Kuckertz et al., 2020) and (Bartik et al., 2020). Unlike large corporations, SMEs face
limitations in financial and managerial resources and depend on a limited number of customers
and suppliers, making them more vulnerable to economic uncertainty (Miklian & Hoelscher,
2022) and (Bourletidis & Triantafyllopoulos, 2014).

Nevertheless, the pandemic also presented opportunities for entrepreneurs to innovate
and adapt their business strategies to sustain or even improve performance. Optimizing
working capital has become a crucial strategic step to manage liquidity and solvency, especially
under uncertain economic conditions (Hamshari et al., 2022) and (Pavlicko et al., 2021).
Effective working capital management can reduce liquidity risk and enhance business
sustainability, while the adoption of digital technologies and Information and Communication
Technology (ICT) can improve operational efficiency and the competitiveness of SMEs (Alma
Calli et al., 2022) and (Aruna, 2013). The use of technological infrastructure is increasingly
relevant for Muslim product e-commerce SMEs in Indonesia to strengthen competitiveness and
ensure business sustainability in an increasingly competitive digital era (Nuamah-Gyambrah et
al., 2016) and (Purwanto et al., 2021).

Although the relationship between working capital management, digitalization,
business sustainability, and competitiveness has been widely studied, previous findings show
significant inconsistencies. (Tarighi et al., 2024) found that proper working capital
management contributes positively to business sustainability. However, (Prudenzi et al., 2024)
and (Raman et al., 2024) reported different results, where the influence was negative or
insignificant, due to the limited resources and flexibility of SMEs. In the context of digital
technology, (Bharadwaj et al., 2013) and (Lee & Park, 2022) showed that digitalization can
promote sustainability and business competitiveness. Conversely, (Tabares et al., 2025) and
(Ramdani et al., 2013) suggested that the impact of digitalization could be insignificant if the
organization is not ready, while (Gao et al., 2023) highlighted the negative effects of process
disruption and high implementation costs.

The influence of working capital on competitiveness also yields mixed results. (Bafos-
Caballero et al., 2014) found a positive relationship, but (Barak & Sharma, 2023) identified
negative or insignificant impacts due to over-investment practices. Regarding business
sustainability and competitiveness, (Dyllick & Hockerts, 2017) emphasized the importance of
sustainability as a source of competitive advantage, but (Asif et al.,, 2024) argued that
sustainability does not always yield positive impacts if not accompanied by appropriate
communication strategies and business orientations. These inconsistencies highlight the need

for further research that considers the context of Muslim product e-commerce SMEs in
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Indonesia in the post-pandemic era.

The novelty of this research lies in its integrative approach to examining the influence
of working capital management and digitalization on business sustainability and
competitiveness of Muslim product e-commerce SMEs in Indonesia, as well as evaluating the
role of technological infrastructure as a moderating variable. The focus on the Muslim product
e-commerce SMES sector, which has received limited attention in both international and
national literature, provides contextual value. This approach offers a new perspective on how
technological readiness enhances the impact of internal SMES variables on business
performance in the digital era.

This study aims to: Examine the effect of working capital on the business sustainability
of Muslim product e-commerce SMEs in Indonesia. Analyze the role of digitalization in
enhancing SMES competitiveness. Evaluate the role of technological infrastructure as a
moderating variable between working capital and business sustainability.

This research is essential because SMEs are the backbone of the national economy and
are highly vulnerable to crises. In the post-pandemic context, the ability to adapt to technology
and efficiently manage working capital is key to survival and growth. This study offers
practical contributions for SMES actors in formulating sustainability and competitiveness
strategies based on digital transformation, as well as theoretical contributions in explaining the
complex relationships among variables using a technological infrastructure moderation
approach. The findings of this research can serve as a foundation for policy-making and the
development of SMES support programs in Indonesia.

The Resource-Based View (RBV) posits that a firm's competitive advantage relies on
its ability to manage and utilize internal resources that are valuable, rare, inimitable, and non-
substitutable. These resources include physical assets, managerial skills, and organizational
knowledge, which, when managed effectively, can serve as a foundation for long-term
advantage (Rahmadhani et al., 2024). However, in a dynamic and uncertain business
environment, firms also require the ability to adapt rapidly and flexibly. Hence, the Dynamic
Capabilities Theory (DCT) complements RBV by emphasizing the importance of an
organization’s ability to sense opportunities and threats, seize opportunities, and reconfigure
resources to adapt to external changes (Teece, 2017). Integrating RBV and DCT provides a
more comprehensive understanding of how firms create and sustain competitive advantage in
an ever-evolving landscape.

This study is based on the Resource-Based View (RBV), as proposed by (Davies et al.,

2023), which posits that a firm's competitive advantage and sustainability are determined by
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its ability to manage internal resources that are valuable, rare, inimitable, and non-substitutable.
In the context of halal product e-commerce SMEs, working capital is considered a critical
internal resource. Effective working capital management ensures that SMEs have the liquidity
and financial flexibility to maintain operations, meet short-term obligations, and cope with
external uncertainties such as economic disruptions caused by the COVID-19 pandemic. As a
strategic resource, working capital management (WCM) influences business sustainability by
ensuring that SMEs can operate without liquidity constraints, thereby contributing to financial,
operational, and social sustainability.

Several studies support the link between effective WCM and business sustainability.
For example, (Habib & Dalwai, 2024) argue that sound working capital management
significantly contributes to the financial resilience of SMEs, particularly during the post-
pandemic recovery. (Edy Sutrisno, 2021) highlights the importance of efficient cash,
receivables, and inventory management in supporting long-term business stability.
Furthermore, (Triono et al., 2024) show that e-commerce SMEs implementing structured
working capital strategies not only sustain operations but also begin investing in social and
environmental sustainability practices. These findings align with the RBV perspective,
emphasizing that proper management of internal resources such as working capital enhances
overall business sustainability.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: HI1: Effective working capital management positively impacts business
sustainability in Muslim product e-commerce SMEs post-COVID-19.

This study also draws upon the Dynamic Capabilities Theory (Teece, 2017), which
highlights the importance of an organization’s ability to integrate, build, and reconfigure
internal and external competences to respond to environmental changes. Digitalization is a core
component of dynamic capabilities as it enables SMEs to adapt quickly to changes in market
demand and operational challenges. The post-COVID-19 era illustrates the critical role of
digital technology in enhancing business sustainability by improving operational efficiency,
expanding market access, and streamlining decision-making through data-driven insights.
Digital technologies such as cloud computing, artificial intelligence, and e-commerce
platforms allow SMEs to operate more efficiently, reduce operational waste, and promote
sustainability across economic, social, and environmental dimensions (Epstein & Buhovac,
2014).

Further empirical research supports the positive impact of digital technology on

business sustainability. (Abbas et al., 2024) found that digital technology adoption helps SMEs
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improve operational efficiency, which is essential for business continuity during crises.
Similarly, (Andriyani et al., 2023) emphasize that digitalization strengthens market access and
customer relationships, both of which are vital components of business sustainability in the e-
commerce sector. However, (Peretz-Andersson et al., 2024) caution that the benefits of digital
technology can only be realized if SMEs are prepared for adoption, and failure to align
technology adoption with the right strategy may lead to inefficiencies and increased costs.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: H2: The use of digital technology positively influences business sustainability in
Muslim product e-commerce SMEs post-COVID-19.

The grand theory underlying this study is RBV, where effective working capital
management (WCM) enhances organizational capabilities crucial for achieving sustainable
competitive advantage. Efficient WCM improves liquidity, reduces bankruptcy risk, and
ensures the availability of funds for strategic investments. This operational flexibility is
essential for SMEs to respond to market dynamics with agility and speed. (Osei et al., 2023)
found that SMEs with effective WCM are better able to meet market demand, improve cost
efficiency, and sustain competitive advantage. Additionally, (Hasanah et al., 2020) emphasize
that SMEs with optimal cash conversion cycles tend to be more responsive to market changes
and have higher profitability, all of which contribute to better business competitiveness.

Conversely, inefficient working capital management can lead to overinvestment in
current assets, reducing overall firm efficiency and harming competitiveness (Barak & Sharma,
2023). Therefore, optimizing working capital is essential for enhancing financial stability and
competitive positioning.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: H3: Effective working capital management positively affects business
competitiveness in Muslim product e-commerce SMEs post-COVID-19.

This study also refers to the Dynamic Capabilities Theory, which shows that digital
technology not only improves operational efficiency but also drives innovation and market
responsiveness, both key to achieving competitive advantage. The ability to personalize
services, optimize supply chain management, and make real-time decisions through digital
platforms directly affects the capacity of e-commerce SMEs to differentiate themselves in the
market. (Wahyuningtyas et al., 2023) observed that SMEs adopting digitalization experienced
significant improvements in marketing effectiveness and customer loyalty. (Pusung et al.,
2023) further noted that digital technology enables SMEs to respond more quickly and

accurately to market trends, enhancing product differentiation and competitive positioning.
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However (Kosasih et al., 2024) warn that adopting technology without the right strategy and
adequate training may lead to disruption and productivity loss.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: H4: The use of digital technology positively impacts business competitiveness in
Muslim product e-commerce SMEs post-COVID-19.

As explained in RBV, business sustainability itself can be a source of sustainable
competitive advantage. A focus on sustainable practices enhances brand reputation, customer
loyalty, and long-term profitability all of which contribute to competitive advantage. (Jiao et
al., 2023) found that companies focused on sustainability gain greater consumer trust, which
indirectly drives competitive advantage. (Hidayat et al., 2021) emphasize that business
sustainability in e-commerce promotes resource efficiency, which strengthens operational
competitiveness. However, excessive focus on sustainability without proper strategic
integration may reduce core efficiency (Dyllick & Hockerts, 2017).

Based on the above theory and empirical evidence, the following hypothesis is
proposed: HS: Business sustainability positively impacts business competitiveness in Muslim
product e-commerce SMEs post-COVID-19.

By integrating RBV and DCT, working capital serves as a tangible resource to ensure
liquidity and operational flexibility. However, to transform short-term financial strength into
long-term competitive advantage, working capital must be mobilized through sustainable
business practices. (Habib & Dalwai, 2024) show that efficient WCM improves operational
continuity, while (Hasanah et al., 2020) found that strong working capital supports investments
in sustainability, which in turn contributes to competitive advantage.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: H6: Working capital positively influences business competitiveness in Muslim
product e-commerce SMEs, with business sustainability as a mediating variable.

Digital technology, as part of dynamic capabilities, can drive innovation and efficiency,
but its impact on competitiveness is strengthened when aligned with sustainability goals.
(Dabbous et al., 2023) emphasize that digitalization helps SMEs create sustainable business
models, enhancing customer loyalty and market positioning. (Ridwansyah & Anggraeni3,
2023) argue that digital platforms increase customer engagement and operational efficiency,
contributing to competitiveness through integrated sustainability. (Lee & Park, 2022) also
observed that targeted digitalization enhances value chain innovation, providing new resources
for SMEs’ competitive advantage. These hypotheses present a comprehensive framework in

which working capital management and digital technology are key to improving sustainability
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and competitiveness for halal product e-commerce SMEs in the post-COVID-19 era.

Based on the above theory and empirical evidence, the following hypothesis is
proposed: H7: The use of digital technology positively affects business competitiveness in
Muslim product e-commerce SMEs, with business sustainability as a mediating variable.

Below is the conceptual framework for the research (Figure 1).

Working
Capital

Digital
Technology

Business
Sustainabilit

¥y

H3

Business
Competitive
ness

Figure 1. Conceptual Framework

RESEARCH METHOD

This study employs the Partial Least Squares Structural Equation Modeling (PLS-SEM)
approach, which is appropriate for predictive and exploratory research that examines complex
causal relationships among multiple latent variables, including mediation and moderation
effects. PLS-SEM is particularly suitable in this context because it (1) does not require
normally distributed data, (2) performs well with relatively small to medium sample sizes, and
(3) can simultaneously handle reflective and formative constructs, making it ideal for studies
in social sciences and SME contexts where data variability is common (Sarstedt et al., 2021)
and (Hair Jr et al., 2017).

A judgment sampling technique was adopted to ensure that the data were collected from
respondents who possessed relevant knowledge and managerial experience. The variables
examined—working capital, digital technology, business sustainability, and competitiveness—

require insights from individuals who are directly involved in strategic and operational
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decision-making within Muslim product e-commerce SMEs. Therefore, only managers or
owners with a minimum of two years of experience were selected, as they are considered
capable of providing valid, reliable, and contextually rich information.

The sample size of 200 respondents was determined based on the PLS-SEM sample
adequacy rule, where (Ferdinand, 2014) recommends a minimum of 10 respondents for each
indicator used in the model. With 20 indicators, a minimum of 200 respondents ensures
sufficient statistical power, stable parameter estimation, and robust model fit. To improve
representativeness, the respondents were proportionally distributed across five major
residencies in East Java, namely Surabaya, Bojonegoro, Madiun, Kediri, and Besuki, with 40
respondents from each region. These regions were intentionally chosen due to their high
concentration of Muslim product e-commerce SMEs and their diverse economic conditions,
technological infrastructure, and levels of digital adoption, enabling meaningful comparison
and increasing external validity. Thus, the use of judgment sampling and regional distribution
was purposive and strategic to minimize sampling bias and maximize the generalizability of
findings within the regional SME context.

Data analysis was conducted using SmartPLS in two systematic stages. In the first stage
(measurement model evaluation), the reliability and validity of constructs were assessed
through convergent validity (AVE > 0.5), discriminant validity (Fornell-Larcker Criterion and
HTMT), and internal consistency reliability using Composite Reliability (CR) and Cronbach’s
Alpha, both exceeding the recommended threshold of 0.70 (Ghozali & Ratmono, 2017). In the
second stage (structural model evaluation), the hypothesized relationships between constructs
were tested using the bootstrapping technique (5,000 resamples) to examine the significance
of path coefficients. A T-value greater than 1.96 and p-value < 0.05 were used as criteria for
statistical significance. In addition, R? f*> effect size, and Q? predictive relevance were
examined to evaluate the explanatory power and predictive capability of the model, ensuring a

comprehensive and rigorous analysis.

RESULT AND DISCUSSION
Measurement Model Testing

Table 1. Measurement Model Testing Convergent Validity, Composite Reliability and

Cronbach’s Alpha
'

CONSTRUCT A SRONBACH S RHO A CR AVE
Business Competitiveness 0.907 0.911 0.931 0.730
BC1: Market Share 0.858
BC2: Customer Satisfaction and Loyalty 0.774
BC3: Cost Efficiency 0.890
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BC4: Brand Recognition

BCS5: Innovation Rate

Business Sustainability

BS1: Environmental Responsibility
BS2: Economic Viability

BS3: Social Responsibility

BS4: Resource Efficiency

BSS5: Sustainable Product Innovation
Digital Technology

DT1: Digital Adoption Rate

DT2: Data Analytics Usage

DT3: Customer Engagement

DT4: Cybersecurity Measures

DTS5: Process Automation Level
Working Capital

WCI1: Cash Conversion Cycle

WC2: Inventory Turnover

WC3: Accounts Receivable Turnover
WC4: Quick Ratio

WCS: Current Ratio

0.877
0.869
0.944 0.947 0.957  0.818
0.918
0.916
0.919
0.859
0.910
0.903 0.906 0.928  0.720
0.835
0.810
0.854
0.853
0.888
0.911 0.921 0.934 0.739
0.892
0.874
0.898
0.787
0.842

Source: The data were processed by the author (2025)

The results from Table 1 confirm the reliability and validity of the measurement model

across all constructs Business Competitiveness, Business Sustainability, Digital Technology,

and Working Capital. Each construct shows high factor loadings (A), with values above 0.7,

supporting convergent validity. Composite Reliability (CR) scores for all constructs exceed

0.9, which demonstrates strong internal consistency. Additionally, Cronbach’s Alpha values

are all above 0.9, indicating robust reliability. The Average Variance Extracted (AVE) values

are also high, exceeding the threshold of 0.5, meaning that a significant proportion of variance

is captured by each construct. These findings indicate that the measurement model is both

reliable and valid, making it suitable for further analysis:

Table 2. Discriminant Validity

BUSINESS BUSINESS DIGITAL WORKING
VARIABLE COMPETITIVENE SUSTAINABILIT TECHNOLO
CAPITAL
SS Y G
Fornell-Larcker Criterion
Business
Competitiveness 0.854
Business
Sustainability 0.482 0.905
Digital 0.498 0.631 0.848
Technolog
Working Capital  0.268 0.506 0.456 0.860
Heterotrait-Monotrait Ratio (HTMT)
Business
Competitiveness
Business
Sustainability 0.519
Digital 0.546 0.679
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Technolog

Working Capital  0.290 0.540 0.494
Source: The data were processed by the author (2025)

The discriminant validity results in Table 2 confirm that the constructs Business
Competitiveness, Business Sustainability, Digital Technology, and Working Capital are
distinct from each other. According to the Fornell-Larcker Criterion, the square root of the
Average Variance Extracted (AVE) for each construct exceeds its correlations with other
constructs, indicating that each construct shares more variance with its own indicators than
with those of other constructs. Additionally, the Heterotrait-Monotrait Ratio (HTMT) values
are all below the threshold of 0.85, with the highest HTMT ratio at 0.679 (between Business
Sustainability and Digital Technology), reinforcing that the constructs are uniquely defined.
These findings validate the distinctiveness of each construct, ensuring they are appropriate for

use in further analyses.

Hypothesis Testing
Table 3. Hypothesis Testing

ORICTNNT SOMPLE " STANDARD T s P PPN
COEFFICIENTS ©) ™) (STDEV) (0/STDEY])  VALUES
Direct Effects
Working Capital -> HI,
Business 0.275 0.277 0.061 4.494 0.000 Significant
Sustainability
Digital Technolog -> H2,
Business 0.505 0.506 0.061 8.336 0.000 Significant
Sustainability
Working Capital -> H3, Not
Business -0.029 -0.029 0.076 0.383 0.702 Significant
Competitiveness
Digital Technolog -> H4,
Business 0.329 0.330 0.092 3.585 0.000 Significant
Competitiveness
Business H5,
Sustainability >, 59, 0.291 0.091 3.187 0001  Significant
Business
Competitiveness
Indirect Effects
Working Capital -> He,
Business Significant
Sustainability -=> 0.080 0.079 0.029 2.772 0.006
Business
Competitiveness
Digital Technolog -> H7,
Business Significant
Sustainability -=> 0.146 0.147 0.051 2.874 0.004
Business
Competitiveness

Source: The data were processed by the author (2025)
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The hypothesis testing results in Table 3 confirm statistically significant relationships
among key variables, underscoring the influence of Business Sustainability and Digital
Technology on Business Competitiveness. Specifically, Working Capital positively impacts
Business Sustainability, as evidenced by a coefficient of 0.275, a t-value of 4.494, and a p-
value of 0.000 (H1), indicating a strong association. Digital Technology also has a substantial
positive effect on Business Sustainability, with a coefficient of 0.505, a t-value of 8.336, and a
p-value of 0.000 (H2). However, Working Capital does not directly affect Business
Competitiveness, shown by its coefficient of -0.029, t-value of 0.383, and p-value of 0.702,
marking it as non-significant (H3). In contrast, Digital Technology demonstrates a significant
positive impact on Business Competitiveness, with a coefficient of 0.329, t-value of 3.585, and
p-value of 0.000 (H4).

Furthermore, Business Sustainability has a direct positive effect on Business
Competitiveness, with a coefficient of 0.290, t-value of 3.187, and p-value of 0.001 (H5),
highlighting its role in strengthening competitive outcomes. Indirectly, Working Capital
influences Business Competitiveness through Business Sustainability, with an effect of 0.080,
a t-value of 2.772, and a p-value of 0.006 (H6), while Digital Technology similarly impacts
Business Competitiveness via Business Sustainability, shown by an indirect effect of 0.146, a
t-value of 2.874, and a p-value of 0.004 (H7).

These findings suggest that Business Sustainability acts as a critical mediator, enabling
Working Capital and Digital Technology to indirectly enhance Business Competitiveness.
From the perspective of the Resource-Based View (RBV), sustainability transforms working
capital and digital technology originally tangible and intangible resources into valuable, rare,
inimitable, and non-substitutable (VRIN) capabilities that strengthen long-term competitive
advantage. This means that resources alone are not sufficient; they must be strategically
managed through sustainability practices to generate superior value. Meanwhile, according to
Dynamic Capabilities Theory (DCT), sustainability reflects the firm’s ability to sense
environmental and market changes, seize opportunities, and reconfigure internal resources and
technologies to adapt to external pressures. By embedding sustainability into their operations,
firms dynamically integrate financial and digital resources to respond more effectively to
changing conditions. Thus, the results underscore that a focus on sustainability not only
amplifies the positive impacts of digital and financial resources but also operationalizes RBV
and DCT by converting internal resources into adaptive capabilities that drive superior and

sustainable competitive advantages.
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Direct Effects
Effect of Working Capital Management on Business Sustainability

This study finds that working capital management has a positive and significant effect
on the business sustainability. This indicates that efficient management of working capital such
as inventory control, accounts receivable, and accounts payable provides sufficient liquidity
for firms to survive and grow sustainably. This finding is supported by (Habib & Dalwai, 2024),
who argue that efficient working capital management promotes sustainability, and (Edy
Sutrisno, 2021), who emphasizes its positive impact on firm value. (Wibowo et al., 2023)
highlight the importance of liquidity for sustainability, while (Bernard et al., 2007) suggest that
adequate liquidity enables investments in sustainable initiatives. Good working capital
practices provide flexibility to invest in sustainability-driven efforts such as digitalization or
waste reduction.

From an RBV perspective, working capital is an internal financial resource that
becomes valuable when managed efficiently, ensuring liquidity and operational continuity that
support long-term sustainability. From a DCT perspective, effective working capital
management reflects the firm’s ability to reconfigure financial resources to respond to
environmental changes (e.g., crises, market fluctuations), enabling adaptive and sustainable
operations.

In practice, Indonesian e-commerce SMEs that manage inventory well and accelerate
receivable cycles are more resilient and better positioned for growth. While some studies, such
as (Parra-Lopez et al., 2024), warn of the risk of focusing too heavily on efficiency at the
expense of innovation, in the SME context, working capital management serves as a
fundamental pillar of sustainability. Practical implication: Training in working capital
management and financial support from the government and financial institutions can enhance
SMEs sustainability.

Effect of Digital Technology on Business Sustainability

The study shows that digital technology adoption has a positive and significant impact
on the business sustainability of Muslim product e-commerce SMEs, with a path coefficient of
0.505, t-value of 8.336, and p-value of 0.000. The higher the level of digitalization, the greater
the SMEs' ability to sustain and grow in the post-pandemic landscape. Technologies such as
cloud-based systems, digital marketing, and data analytics improve not only operational
efficiency but also energy efficiency and waste reduction. This aligns with (Rehman Khan et
al., 2022) and (Tajpour et al., 2023), who state that smart technologies enhance SMEs
efficiency and sustainability. In the food industry, (Ahmad et al., 2020) found that digitalization
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helps maintain supply chain sustainability. According to (Bharadwaj et al., 2013), digital
capabilities are critical to resource efficiency and sustainable value creation.

Digital technologies enable real-time information management, reduce transaction
costs, and improve supply chain transparency. They also support carbon tracking, speed up
service delivery, and foster consumer engagement in sustainability programs. According to
RBYV, digital technology is an intangible resource that enhances efficiency, knowledge
processing, and innovation making sustainability practices more effective and difficult for
competitors to imitate. Under DCT, digital technology strengthens a firm's dynamic
capabilities to sense, seize, and transform, allowing SMEs to adapt business models, optimize
processes, and pursue sustainable growth in changing environments.

National data from BPS and the (Fachrysa Halik et al., 2020) indicates that 74% of
SMEs that adopted digital platforms experienced efficiency and resilience improvements.
However, (Bughin & Zeebroeck, 2021) warn of the potential for digitalization to increase e-
waste, which can be addressed through the use of green information technology. Practical
implication: SMEs should be encouraged to invest in sustainable digital transformation, with
support from the government and strategic partners through training and incentives.

Effect of Working Capital on Business Competitiveness

The study reveals that working capital does not have a significant impact on the
competitiveness. This indicates that having sufficient working capital does not directly enhance
a business’s competitive position. While financial efficiency and liquidity are crucial for
operations, they do not guarantee uniqueness or added value compared to competitors. This
result is consistent with (Osei et al., 2023) and (Rufaidah et al., 2023), who argue that
competitiveness depends more on factors like innovation, managerial competence, and
customer relations. (Garg & Kumar, 2024) also emphasize that competitive advantage stems
from intangible assets like reputation and market knowledge rather than financial capital. From
an RBV standpoint, working capital alone does not meet the VRIN criteria (valuable, rare,
inimitable, non-substitutable), so it cannot directly generate sustainable competitive advantage.
From a DCT perspective, competitiveness requires resource reconfiguration and innovation,
not just resource availability. Thus, working capital without strategic deployment does not
enhance competitiveness.

In practice, many SMEs that receive funding from cooperatives, fintech platforms, or
government grants do not automatically improve competitiveness. Data from (Fachrysa Halik
et al.,, 2020) shows that 64% of SMEs with access to capital did not significantly expand

markets or enhance product quality. Some studies, such as (Mang’ana et al., 2024), point to an
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indirect link between working capital efficiency and profitability, especially in large firms or
manufacturing sectors. Thus, SMEs must combine capital access with strategies like
digitalization, product innovation, and market capability development to build
competitiveness. Policy implication: Government support should include not only funding but
also business training and strategic mentoring.

Effect of Digital Technology on Business Competitiveness

This study finds that digital technology has a positive and significant impact on business
competitiveness. This suggests that higher levels of adoption and integration of digital
technology in Muslim product e-commerce SMEs operations correlate with greater market
competitiveness. Digitalization acts as a strategic enabler, driving efficiency, innovation, and
adaptive responses to market dynamics. This is consistent with (Wahyuningtyas et al., 2023),
who show that digital orientation enhances SMEs competitiveness, especially with policy
support. (Pusung et al., 2023) state that digital marketing improves market presence and
product advantages, while (Triono et al., 2024) highlight the role of digital capabilities such
as ERP, marketplaces, and analytics in building strategic advantage. In Dynamic Capabilities
Theory, technological adaptability is key to maintaining advantage in fast-changing markets
(Schneider & Spieth, 2014). Based on RBV, digital technology is an intangible, hard-to-imitate
resource that improves customer engagement, innovation, and efficiency directly supporting
competitive advantage.

From the DCT lens, digital technology enables firms to adapt quickly, innovate
continuously, and respond to market dynamics, which are essential for sustaining
competitiveness. Digital technology offers access to automation, customer analytics, and cost-
saving strategies. Data-driven decision-making and business agility are essential to sustained
competitiveness. Technology also facilitates product differentiation and market expansion.

According to (Fachrysa Halik et al., 2020), over 19 million SMEs have gone digital,
yet only a fraction improved competitiveness due to differences in digital capabilities. A
Google and (Chwitkowska-Kubala et al., 2023) report notes that digitally advanced SMEs
achieved up to 30% higher revenue growth than traditional SMEs. Practical implication: SMEs
should embed digitalization in core business strategy. Government and support partners must
offer training and guidance to optimize digital technology use. Theoretically, this affirms
digital capabilities as key to the Dynamic Capabilities framework.

Effect of Business Sustainability on Business Competitiveness
This study reveals that Business Sustainability has a significant positive effect on

Competitiveness, with a path coefficient of 0.290, t-value of 3.187, and p-value of 0.001.
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Higher implementation of sustainability practices increases the likelihood of SMEs achieving
sustainable competitive advantage. Sustainability not only reflects social and environmental
responsibility but also serves as a business strategy that creates market value and
differentiation. This is consistent with (Jiao et al., 2023), who argue that sustainability
initiatives enhance innovation and brand reputation. (Hidayat et al., 2021) emphasize that
integrating sustainability into business strategy yields differentiation, while (Ospina-Patifio et
al., 2023) highlight sustainability’s role in improving efficiency and strategic positioning.
Sustainability creates strategic fit between company values and the expectations of
environmentally and socially conscious consumers.

In RBYV, sustainability practices (e.g., eco-efficiency, social responsibility, long-term
value creation) become strategic resources and capabilities that are rare and difficult to
replicate, thus driving competitive advantage. In DCT, sustainability demonstrates a firm’s
ability to continuously adapt to environmental and social pressures, enhancing reputation,
differentiation, and long-term competitiveness. According to a (Hameed et al., 2021) report,
73% of global consumers are willing to pay more for products from companies committed to
sustainability. In Indonesia, practices like eco-friendly materials, halal certification, and green
labeling enhance consumer trust, especially in food and Muslim fashion SMEs. Practical
implication: SMEs should integrate sustainability into core business models, beyond CSR.
Government and support institutions should offer training, incentives, and mentoring to turn
sustainability into a strategic asset, not an added cost.

Indirect Effects

Business Sustainability as a Mediating Variable between Working Capital and Business
Competitiveness

The study finds that Working Capital has an indirect effect on Business
Competitiveness through Business Sustainability. This means that while working capital alone
may not directly enhance competitiveness, its strategic use for sustainable practices
significantly contributes to competitive advantage. In other words, working capital becomes a
strategic resource when allocated toward sustainability initiatives such as efficient production,
waste reduction, or green logistics systems. This aligns with (Habib & Dalwai, 2024), who note
that working and intellectual capital support sustainability, thereby strengthening
competitiveness. (Wibowo et al., 2023) emphasize that well-managed liquidity increases long-
term resilience and sustainability. (Mensah, 2015) suggests that sustainability bridges internal
efficiency and external market advantages. RBV explains that working capital becomes

strategically valuable only when transformed into sustainability initiatives, turning a common
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resource into a unique capability. DCT further clarifies that firms must reconfigure financial
resources toward adaptive and sustainable practices, which then lead to competitive advantage.
Thus, sustainability acts as the dynamic mechanism that converts working capital into
competitiveness.

In the Indonesian SMEs context, limited working capital is a common constraint.
However, SMEs that strategically invest it in sustainability initiatives such as digital processes
or eco-friendly packaging prove to be more competitive. (Fachrysa Halik et al., 2020) report
shows that sustainability-adopting SMEs experienced an 18% increase in competitiveness.
Practical implication: Strategic management literacy must be strengthened so SMEs can
leverage working capital as a means to support sustainability and long-term competitive
advantage.

Indirect Effect of Digital Technology on Competitiveness through Business Sustainability

The study demonstrates that Digital Technology also has an indirect effect on Business
Competitiveness via Business Sustainability. This indicates that digital adoption not only
contributes directly but also enhances competitiveness through the strengthening of
sustainability practices. Firms that use digital tools for sustainability such as energy efficiency,
waste reduction, and process optimization have greater potential for long-term competitive
advantage. This is supported by (Mensah, 2015), who stresses the importance of sustainable
efficiency in enhancing competitiveness. (Oliveira Saraiva et al., 2024) show that digitalization
strengthens operational sustainability, positively influencing competitive positioning. (Wang
et al., 2024) argue that digital technologies build sustainability competencies necessary for
navigating an increasingly eco-conscious digital economy.

From the RBV perspective, digital technology becomes more strategically valuable
when used to support sustainability (e.g., green processes, efficiency, transparency), creating a
rare and inimitable capability. From a DCT viewpoint, integrating technology with
sustainability reflects higher-order dynamic capabilities sensing opportunities, seizing
innovations, and transforming operations which ultimately strengthen competitiveness. Hence,
sustainability is the pathway through which digital capabilities translate into competitive
advantage.

In Indonesia, many SMEs are adopting digital systems such as cloud-based POS or e-
inventory to reduce waste. (Richards, 2023) report notes that such SMEs improved productivity
by up to 25%. However, (Ongel et al., 2024) caution that digital tools can lead to greenwashing
if not genuinely sustainability-focused. Practical implication: These results affirm the

importance of integrating digitalization and sustainability as a core strategy for building
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resilient SMEs competitiveness.

CONCLUSION AND SUGGESTIONS

This study emphasizes that business sustainability plays a pivotal role as a mediating
variable in the relationship between working capital and digital technology on the
competitiveness of SMEs. Although working capital and digital technology may not directly
enhance competitiveness, they become strategic assets when allocated or utilized to support
sustainable practices. This highlights that sustainability is not merely a social responsibility,
but a strategic asset capable of creating long-term value and strengthening market position.

From a theoretical perspective, the findings support the Resource-Based View (RBV)
and Dynamic Capabilities Theory, which explain how internal resources and capabilities must
be managed strategically and adaptively to respond to external pressures, such as sustainability
and digitalization demands. Practically, this research suggests that SMEs should view
sustainability as an integral part of core business strategy rather than an additional or peripheral
activity.

Future researchers are encouraged to explore other factors that may strengthen the link
between technology, sustainability, and competitiveness, such as leadership, organizational
culture, or the role of external institutions. Additionally, longitudinal studies and qualitative
approaches could be employed to better understand the dynamics of sustainability
transformation over longer periods and within specific industry contexts. For local
governments, the findings highlight the need to design policies and programs that link financial
support, digitalization initiatives, and sustainability incentives, rather than treating them as
separate agendas. Governments can provide training on working capital management, digital
capability development, and sustainable business models, while also offering tax incentives,
subsidies, or certification programs (e.g., halal, green, or digital certification) to encourage
SMEs to adopt sustainable practices. In addition, collaboration platforms between SMEs,
technology providers, and financial institutions can be facilitated by local governments to
ensure that digital and financial resources are effectively transformed into competitive
advantage through sustainability.

Business practitioners are advised to view sustainability and digitalization not merely
as regulatory requirements or trends, but as long-term strategic investments. Allocating
working capital to initiatives that support environmental goals and digital operational
efficiency will yield positive impacts not only on corporate image but also on customer loyalty

and overall cost efficiency.
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