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Abstract 

Purpose: SMEs in Batam City still face challenges in maintaining 

performance due to limited resources, marketing, and digital 

adoption. This study aims to examine how entrepreneurial 

orientation and digital literacy affect SME performance, with 

marketing capability serving as a mediating factor. 

Methodology/approach: Using a causal research design, data 

were collected from 165 SME owners in Batam through 

questionnaires and analyzed using Partial Least Squares Structural 

Equation Modeling (PLS-SEM). 

Results: The findings reveal that entrepreneurial orientation and 

digital literacy significantly enhance marketing capability, which, 

in turn, positively influences SME performance. Furthermore, 

marketing capability mediates the relationship between 

entrepreneurial orientation and performance, as well as between 

digital literacy and performance. These results highlight that SMEs 

need to strengthen their entrepreneurial orientation and digital 

literacy to enhance marketing capability and achieve sustainable 

performance. 

Conclusions: This study concludes that entrepreneurial orientation 

and digital literacy play a significant role in enhancing marketing 

capabilities, which, in turn, positively contributes to the 

performance of SMEs in Batam City. 

Limitations: This study used cross-sectional data and focused only 

on SMEs in Batam City, which may limit the generalizability of 

the results. Reliance on self-reported questionnaires may also have 

introduced response bias. 

Contributions: This study demonstrates that entrepreneurial 

orientation and digital literacy enhance SME performance through 

marketing capability and offers valuable insights for researchers, 

practitioners, and policymakers. 
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1. Introduction 
SMEs play a significant role in the development and economic growth of a country (Wardi, Susanto, & 

Abdullah, 2017). This certainly helps drive economic growth in the Riau Islands, including Batam City. 

Batam City is an industrial city with leading industries, including food and beverages, metal and 

machinery, leather, rubber, plastics and packaging, electronics and electrical equipment, shipbuilding 

and supporting industries, oil and gas and supporting industries, transportation services, and 

construction industrial services. Batam City is also a trade and tourism hub with a strategic location and 

distinctive seafood cuisine. Therefore, the growth of SMEs across various sectors in Batam City serves 

as a driving force for the economy of the Riau Islands.  
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However, SMEs in Batam City still experience development delays owing to human resource capacity, 

ownership, financing, marketing, and various other issues related to financial management (Larashati 

& Hariyati, 2021). According to the Riau Islands Central Statistics Agency in 2024, the income of micro 

and small enterprises in Batam City experienced a significant decline. In 2019, sales amounted to Rp 

1,801,112.02, while in 2020, they declined to Rp 621,832.14. In 2021, revenue was Rp 1,015,425.00, 

and in 2022, revenue reached Rp 1,304,755.39, which is still low compared to the revenue in 2019. This 

decline indicates unstable business performance, with performance tending to decrease.  

 

The decline in sales in 2020 occurred because of the Coronavirus (COVID-19) pandemic and 

government policies that prohibited outdoor activities and imposed large-scale business closures. This 

caused many SMEs to shut down and go out of business because they were unable to survive during 

the COVID-19 pandemic due to government policies restricting activities outside and closing business 

operations.  Based on this phenomenon, SME performance is an interesting issue to examine due to the 

characteristics of profit volume and sales used to assess business performance (Hooley, Greenley, 

Cadogan, & Fahy, 2005). as well as entrepreneurial orientation in entering new or established markets 

with new products (Nugroho & Soewarno, 2024). Marketing capability is used to develop effective 

marketing strategies (Martin, Javalgi, & Ciravegna, 2020).  

 

Small and Medium-Sized Enterprises (SMEs), which contribute significantly to the economy, have 

become an interesting subject of research across various fields of study (Costa & Pita, 2020; Lestari & 

Susanto, 2021; Omar, Kassim, Shah, Alam, & Wel, 2020; Susanto et al., 2023; Wardi et al., 2017). 

Entrepreneurial orientation is important for SME performance Ratten (2020) and the use of digital 

technology is a key consideration in improving SME performance (Papadopoulos, Baltas, & Balta, 

2020). Performance improvement can be achieved through the abilities and intelligence of SME owners 

in innovating and keeping pace with technological developments. Innovation carried out by SMEs may 

take the form of information and knowledge transformation, such as digital literacy capabilities, which 

are recognized as important skills that help individuals transform organizations and achieve superior 

performance (Garzoni, De Turi, Secundo, & Del Vecchio, 2020).  

 

Digital literacy can improve SME performance and encourage digital transformation through the use of 

technology (Zahoor, Zopiatis, Adomako, & Lamprinakos, 2023). Indonesia’s digital economy has 

grown to double digits across all sectors, reaching USD 100 billion by 2025, primarily driven by e-

commerce, transportation and food services, online travel, and online media (Uula & Surbakti, 2023). 

The Ministry of Cooperatives and Small and Medium Enterprises recorded that 25.4 million MSMEs 

entered the digital ecosystem in 2023, an increase of 22.35% compared to 2022. This result was driven 

by digitalization outreach, assistance for MSMEs in creating websites, online stores, and social media 

accounts, as well as providing digital marketing training for product promotion. This poses a challenge 

for SMEs to adopt new technologies and maintain competitiveness in a dynamic market.  

 

Digitalization has opened new methods to drive the achievement of strategic performance (Khattak & 

Yousaf, 2021). However, digital literacy capabilities among Small and Medium Enterprises (SMEs) 

remain limited. Based on the gap analysis, it is necessary to conduct an in-depth study of entrepreneurial 

orientation, marketing capability, and managerial aspects. This is an important issue because 

digitalization has resulted in the loss of many managerial skills, indicating that digital literacy plays a 

very important role in the performance and sustainability of SMEs in Batam City. The reason for 

choosing the Riau Islands is that most of the region’s economy is driven by SME actors, as previous 

studies have examined SME performance in the Riau Islands (Wardi et al., 2017).  

 

The theoretical urgency of this research lies in the limited number of previous studies that have 

comprehensively examined the influence of entrepreneurial orientation, marketing capability, and 

digital literacy on SME performance and sustainability, making this study a key theoretical contribution. 

Second, previous studies have not thoroughly examined the factors influencing SME performance and 

sustainability, including entrepreneurial orientation, marketing capability, and digital literacy. Third, 

this research provides conceptual understanding and empirical evidence for policymaking related to 

improving the performance and sustainability of SMEs in Batam City. 
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2. Literature Review and Hypothesis Development 
2.1 Entrepreneurial Orientation 

According to Susanto et al. (2023), entrepreneurial orientation is analogous to part of the entrepreneurial 

management concept, reflecting processes, methods, and organizational styles in acting 

entrepreneurially. Suder, Kusa, Duda, and Karpacz (2025) state that companies seeking to enhance 

success in corporate entrepreneurship need to adopt entrepreneurial orientation as a primary strategy. 

A higher level of entrepreneurial orientation enables greater innovation and the creation of new markets; 

however, this condition also generates uncertainty and involves considerable risk when considering 

existing business infrastructure, such as supply chains, law enforcement, energy facilities, and 

transportation, particularly for entrepreneurial firms operating in developing countries (Nugroho & 

Soewarno, 2024).  

 

Furthermore, Castillo-Villar, Cavazos-Arroyo, and Castillo-Villar (2025) identified entrepreneurial 

orientation through three main dimensions: innovativeness, proactiveness, and risk-taking, which play 

an important role in supporting entrepreneurial development (Suder et al., 2025). However, according 

to Suder et al. (2025) there are two additional dimensions that also shape entrepreneurial orientation, 

namely autonomy in decision-making and aggressiveness in pursuing competitive advantage. 

Entrepreneurial orientation is also considered an important corporate strategy, as it plays a role in 

improving performance, particularly in the service sector, as explained by previous researchers such as  

(Sok, Snell, Lee, & Sok, 2017). 

H1: Entrepreneurial orientation has a significant positive effect on marketing capabilities.   

 

2.2 Digital Literacy 

The Internet has driven progress and growth in banking, transportation, the economy, and education. 

Therefore, individuals require the ability, competence, and skills to adapt to the technological era. 

Digital literacy is the ability to use new technologies efficiently and appropriately to produce 

information with fresh perspectives. It is the first foundation that encompasses skills, knowledge, 

attitudes, and awareness of digital technology. The next stage is the use of digital technology, which 

involves applying digital skills to select and utilize appropriate digital tools to search for and process 

information, as well as to find solutions to problems. The ability to use digital technology depends on 

the level of digital literacy possessed by individuals (Reddy, Sharma, & Chaudhary, 2020).  

 

Research by Lestari, Jufri, and Susanto (2025) reveals that digital literacy is a very important topic that 

has been studied by developed countries such as the United Kingdom, the United States, and 

Switzerland. The study also reveals that digital literacy is closely linked to information literacy, 

digitalization, digital transformation, financial literacy, digital skills, and AI literacy. The use of digital 

technology can drive digital transformation. In digital transformation, digital tools are utilized to create 

new knowledge, activities, or innovations. Digital transformation can be achieved through the effective 

use of digital technology.  

 

Therefore, to realize digital transformation, digital literacy skills and capabilities are required (Reddy 

et al., 2020). Thus, digital literacy makes an important contribution to business performance growth. 

Zahoor et al. (2023) reveal that digital literacy has a positive effect on digital usage, and through the 

use of digital technology, digital literacy positively influences digital transformation. Digital literacy 

has a broader impact on the use of digital technology (Van Laar, Van Deursen, Van Dijk, & De Haan, 

2017). Digital literacy can help managers conduct business activities more effectively through the use 

of technology (Scuotto, Nicotra, Del Giudice, Krueger, & Gregori, 2021).  Entrepreneurs need to adopt 

new strategies to promote digital inclusion and conduct digital literacy training, not only for 

professionals but also for the entire workforce (Bejaković & Mrnjavac, 2020).  

 

The use of social media through influencer marketing, both human and non-human, as a marketing 

strategy can have a significant impact on brands and business performance (Xie-Carson, Benckendorff, 

& Hughes, 2023). Meanwhile Zahoor et al. (2023) found that digital literacy positively impacts digital 

transformation through the use of digital technology, which in turn improves the performance of Small 
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and Medium-Sized Enterprises (SMEs). Digital literacy plays an important role in expanding economic 

opportunities by enabling individuals to effectively find and access valuable information online (Ali, 

Raza, & Qazi, 2023). In addition, information technology is important in the business world because it 

supports business development processes (Y. Yuliana, 2022). 

H2: Digital Literacy has a significant positive effect on Marketing Capabilities (MC) 

 

2.3 Marketing Capabilities 

Marketing capabilities play a role in enabling businesses to create and deliver added value to customers 

and enhance competitiveness. From a resource-based view of the firm, the expected outcome of 

managerial efforts is the creation and delivery of sustainable competitive advantage, which ultimately 

contributes to superior business performance. Susanto et al. (2023) findings also confirm that marketing 

capabilities have a significant positive effect on SME performance. Competitive advantage-based 

resources can be achieved through the ownership of assets or marketing capabilities (Martin et al., 

2020).  

 

Sok et al. (2017) state that marketing capabilities can leverage emerging market trends in development 

and introduction to produce unique service offerings that align with customer needs to meet customer 

needs. According to Gnizy (2019) study, dynamic marketing capabilities emphasize how firms develop 

managerial abilities to build and integrate market knowledge, including customer orientation, 

competitor activities, research and development capabilities, and technological knowledge. In this 

context, this includes market orientation and strategic flexibility. Marketing capability refers to a firm’s 

ability to conduct various marketing functions (Martin et al., 2020). According to Rahman (2025), 

marketing capability is the firm’s capacity to perform various marketing activities effectively, which 

contributes to the creation and maintenance of sustainable competitive advantage.  

 

Meanwhile Gnizy (2019), marketing capability is a combination of resources and operational 

capabilities in marketing activities, encompassing both tangible and intangible aspects, such as brand 

management, sales strategy, distribution channel management, and service provision to support 

marketing effectiveness. Possessing digital marketing capabilities, digital strategies, and the ability to 

identify digital marketing trends enables businesses to compete competitively (Suryaputra, Demu, & 

Arthana, 2024).  

H3: Marketing Capability (MC) positively affects SME performance. 

Syarifuddin, Payangan, Muis, and Amar (2019) found that entrepreneurial orientation has a significant 

positive indirect effect on business performance through marketing capability in freshwater fish farming 

businesses in the Manggala District, Makassar. This study is in line with Sok et al. (2017), who found 

that marketing capability mediates the relationship between entrepreneurial orientation and 

performance. This means that if a firm’s entrepreneurial orientation is high, it will improve firm 

performance, and marketing capability will also increase. In line with Susanto et al. (2023), marketing 

capability is proven to have an indirect effect on entrepreneurial orientation, where the ability of 

MSMEs to manage marketing activities allows the entrepreneurial potential possessed by business 

actors to be utilized more optimally. This has an impact on improving the effectiveness of business 

strategies and ultimately makes MSME performance more competitive amid market competition.  

 

In the study by Lestari (2025) marketing capability is emphasized as strengthening its contribution to 

improving SME performance, and marketing capability also has an indirect effect on the relationship 

between entrepreneurial orientation and SME performance. In the study by Kusumawati and Nugrahini 

(2024) it is explained that digital skills and platform usage strategies are basic requirements for 

maintaining the sustainability of digital-based businesses. 

H4: Marketing Capabilities (MC) have an indirect effect on the relationship between  

       Entrepreneurial Orientation (EO) and SME Performance 

 

The utilization of digital technologies, such as the Internet, social media, and e-commerce platforms, 

requires business actors to have an adequate level of digital literacy. This capability is an important 

requirement for facing the increasingly complex dynamics of the digital environment. In addition, 
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knowledge and skills in planning, managing, and developing businesses also require adequate 

entrepreneurial literacy. The acceleration of digital transformation encourages MSME actors to adapt 

quickly to avoid being left behind in business competition. Digital literacy provides significant benefits 

for MSMEs in improving business performance, as it facilitates business actors in conducting business 

activities online through various digital platforms, including e-commerce and social media (Puspitasari 

& Hidayat, 2024). Thus, marketing capability acts as a mediating variable that allows digital literacy to 

have an indirect effect on improving MSME performance because a good marketing capability helps 

business actors utilize digital understanding more effectively in business strategies (Susanto et al., 

2023).  

H5: Marketing Capabilities (MC) have an indirect effect on the relationship between Digital  

      Literacy and SME Performance 

 

2.4 SME Performance 

Firm performance reflects the results of various operational processes and activities that take place 

within an organization. Performance plays a crucial role in evaluating the extent to which a firm has 

successfully implemented its vision, mission, and strategic objectives. According to Wardi et al. (2017), 

firm performance is the result achieved within a certain period by referring to predetermined standards. 

Performance measurement is designed to evaluate the effectiveness of company activities and assess 

the achievement of final outcomes. Another definition proposed by Wardi et al. (2017) defines firm 

performance as the level of success of a firm in achieving predetermined strategic targets through 

selected strategic initiatives. 

 

Based on several definitions, firm performance can be interpreted as a measure of the effectiveness of 

strategy implementation designed to achieve objectives and realize the firm’s vision and mission. 

Improvements in firm performance can be achieved by adopting approaches related to entrepreneurial 

orientation and market orientation, as well as using strategies that encourage company operations 

simultaneously and develop social and business network ties. Through this approach, firm operations 

can be enhanced to achieve higher profit performance and sales volume (Nugroho & Soewarno, 2024). 

 

3. Research Methodology 
This study was conducted by distributing questionnaires to SME actors in Batam City in collaboration 

with the Integrated Business Service Center (PLUT) of Batam City and the Department of Cooperatives 

and SMEs of Batam City, with SMEs in Batam City as the research objects. The total population of 

SMEs is unknown because not all business owners are registered and become fostered enterprises of 

the Department of Cooperatives and SMEs of Batam City. Based on the characteristics of the 

population, this study used a non-probability sampling technique with a purposive sampling approach. 

This technique was chosen because the researcher determined the sample based on certain 

considerations so that the selected respondents were considered the most relevant, useful, and able to 

represent the research population (Sugiyono, 2016).  

 

In this study, the research sample comprised business owners with the following criteria: assets of >50 

million–500 million, annual turnover of >300 million–2.5 billion, and a number of employees of 4–15 

for small enterprises. The criteria for medium-sized enterprises included assets of >500 million–10 

billion, annual turnover of >2.5 billion–50 billion, and a number of employees of 20–99. The author 

uses a sampling technique with the representative formula according to F. Hair Jr, Sarstedt, Hopkins, 

and G. Kuppelwieser (2014) which depends on the number of questions multiplied by 5 to 10. The 

number of questions in this study is 33 questions, then multiplied by 5; thus, the number of samples in 

this study is 165 samples. The data analysis technique was Structural Equation Modeling (SEM), and it 

was processed using the SmartPLS 3 software. The data analysis technique refers to Structural Equation 

Modeling (SEM) and was processed using SmartPLS 3 software. 

 

4. Results and Discussion 
In this study, questionnaires were distributed to 165 owners of Small and Medium Enterprises (SMEs) 

in Batam City. Based on respondent characteristics, most were female, totaling 92 (56%), while male 
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respondents numbered 73 (44%). Regarding age, most respondents were aged 20–39 years, totaling 137 

(83%). Based on education level, SME actors with a bachelor’s degree (S1) dominated, with 88 (53%). 

From the industry perspective, most were engaged in the trade sector, totaling 101 (61%). Based on the 

number of employees, the dominant category was businesses with 5–19 employees, totaling 84 (51%). 

Regarding firm age, the majority of respondents had businesses aged 5–<10 years, totaling 53 (32%). 

For the indicator of annual sales, most respondents were in the <300 million category, totaling 79 (48%), 

while the >2.5 billion category was the smallest, with only five (3%). Meanwhile, for the asset indicator, 

the largest category was 50–<500 million, totaling 64 (39%). 

 

4.1 Validity Test 

Convergent validity is one of the criteria used in the analysis testing with SmartPLS.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 1. Final outer loading 

 

As suggested by Hair Jr et al. (2021), in the initial examination stage, the loading factor value must 

exceed 0.5 because, in general, this value is already considered significant. Convergent validity can be 

assessed through loading factor values and Average Variance Extracted (AVE). Therefore, the final 

results of the SmartPLS output are shown in Figure 1 and Table 1, which present the results of the AVE 

test. Based on the rule of thumb, which requires a minimum outer loading value of 0.50, all indicators 

in this study were declared valid because each showed an outer loading value exceeding the minimum 

threshold of 0.50. 

Table 1. Results of Average Variance Extracted (AVE) Test 

Variable AVE Critical Value Description 

EO 0,636 > 0,5 Valid 

SME Performance 0,696 > 0,5 Valid 

Digital Literacy 0,636 > 0,5 Valid 

MC 0,702 > 0,5 Valid 

 

Convergent validity can be evaluated through cross-loading, the Fornell–Larcker criterion, and the 

Heterotrait–Monotrait Ratio (HTMT). According to Hair Jr et al. (2021), the cross-loading value of an 

indicator must be higher for its latent construct than for other constructs. Based on the results of the 

analysis using SmartPLS 3.0, all indicators met this criterion, with the highest cross-loading values 

consistently appearing on the measured construct. Thus, the cross-loading test in this study is considered 

valid. 
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Table 2. Results of Fornell-Larcker Criterion Test 

 X1 Y X2 Z 

EO 0,797    

SME Performance 0,503 0,834   

Digital Literacy 0,591 0,659 0,797  

MC 0,846 0,530 0,681 0,838 

 

The next method Henseler, Ringle, and Sarstedt (2015) for testing discriminant validity uses the 

Heterotrait-Monotrait Ratio of correlations (HTMT). The results of the HTMT test are presented in 

Table 3. 

Table 3. Results of HTMT Test 

 X1 Y X2 Z 

EO     

SME Performance 0,548    

Digital Literacy 0,612 0,683   

MC 0,936 0,569 0,701  

 

4.2 Reliability Test 

Table 4. Composite Reliability and Cronbach’s Alpha 

Variables Composite Reliability Cronbach's AlX2a 

EO 0,886 0,913 

SME Performance 0,926 0,941 

Digital Literacy 0,964 0,967 

MC 0,894 0,922 

 

Composite reliability was used to assess the consistency of indicator reliability within a variable. A 

construct was considered reliable if the composite reliability value obtained exceeded 0.6 (Hair Jr et al., 

2021). Reliability testing through composite reliability was strengthened by Cronbach’s alpha values. 

A variable was declared reliable if the Cronbach’s alpha value exceeded 0.7. The Cronbach’s alpha and 

composite reliability values for each variable in this study are presented in Table 4. Table 4 presents 

the Cronbach’s alpha and composite reliability values for all variables. All values obtained were above 

0.70 (≥ 0.70); therefore, it can be concluded that all indicators in this study met the reliability criteria. 

 

4.3 Hypothesis Testing 

The values of the direct effect hypothesis testing are presented in Table 5. 

Table 5. Results of direct effect hypothesis testing 

Code Hypothesis Original Sample T statistics P values Conclusion 

H1 EO -> MC 0,681 6,534 0,000 Accepted 

H2 Digital Literacy → MC 0,278 3,284 0,001 Accepted 

H3 MC → SME Performance 0,530 5,309 0,000 Accepted 
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The values of the indirect effect hypothesis testing are presented in Table 6. 

Table 6. Results of indirect effect hypothesis testing 

Code Hypothesis Original Sample T statistics P values Conclusion 

H4 
EO → MC → SME 

Performance 
0,361 7,629 0,000 Accepted 

H5 
Digital Literacy → MC 

→ SME Performance 
0,148 2,092 0,037 Accepted 

 

To determine whether a hypothesis is accepted or rejected, the significance value (p-value) obtained 

from the bootstrapping results is used. In this study, a hypothesis is accepted if it has a positive beta 

coefficient with a significance level of p-value ≤ 0.05 (5%). Hypothesis testing was conducted by 

referring to the results in the path coefficient table. 

4.4 Discussion 

H1: Entrepreneurial Orientation (EO) has a significant positive effect on Marketing Capabilities  

      (MC) (β = 0.681; p < 0.001). 

These results indicate that entrepreneurial orientation is a dominant factor in shaping and strengthening 

the market competitiveness of SMEs. A high entrepreneurial orientation is usually reflected in proactive 

attitudes, a willingness to take risks, and the ability to innovate in developing products and services. 

SMEs with a strong entrepreneurial orientation are more responsive to changes in market trends, able 

to identify new business opportunities, and willing to carry out product differentiation to attract 

customers. The relatively large coefficient value (β = 0.681) shows that consistent improvements in 

entrepreneurial orientation encourage SME competitiveness, enabling them to maintain their position 

in a competitive market, even under dynamic economic conditions.  

 

The results of this study are in line with the findings of Rahman (2025) concluded that entrepreneurial 

orientation has a positive and significant effect on marketing capabilities. Rahman (2025) concludes 

that entrepreneurial orientation has a positive and significant effect on marketing capabilities. Hidayat 

and Murwatiningsih (2018) found that entrepreneurial orientation has a positive and significant effect 

on marketing capabilities. Improvements in entrepreneurial capability and digital literacy contribute to 

increased income and expanded market reach (Y. D. Lestari et al., 2025). This is consistent with studies 

by Wisnuaji, Rachmawati, and Sudari (2023) and I. Yuliana, Ramandha, and Pratiwi (2025) which 

reveal that the development of social media marketing and digital marketing can reach wider markets. 

 

H2: Digital literacy has a significant positive effect on marketing capabilities (β = 0.278; p =  

      0.001). 

The influence of digital literacy on market competitiveness indicates that SME actors’ ability to access, 

understand, and utilize digital technology is one of the keys to winning competition. SMEs with high 

digital literacy will find it easier to utilize social media, e-commerce, data-based marketing, and 

business management applications to reach broader and more efficient markets. Although its effect on 

MC is not as large as that of EO, the significant positive coefficient value (β = 0.278) indicates that the 

utilization of digital technology can improve operational efficiency, expand customer reach, and 

strengthen brand image, which ultimately impacts competitiveness. This is in line with Supriatna, 

Juhandi, and Rasipan (2022) results, who revealed that digital literacy has a significant effect on 

marketing performance.  

 

H3: Marketing Capabilities (MC) have a significant positive effect on SME performance (β =  

      0.530; p < 0.001). 

These findings confirm that SMEs with strong market competitiveness tend to have better business 

performance. Market competitiveness is not only measured by price or product quality but also by the 

ability to build customer relationships, speed of response to market demand, and continuous innovation. 

The coefficient value β = 0.530 indicates a substantial effect, meaning that increased market 

competitiveness will directly contribute to revenue growth, increased profits, and business sustainability 

of SMEs. In this context, MC functions as an indicator of SMEs’ ability to survive and grow amid 
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competitive pressures. The results of this study are in line with Susanto et al. (2023) research, revealing 

that marketing capabilities have a significant effect on SME performance. Likewise, studies by Lestari 

(2025) and Lestari and Susanto (2021) found that marketing capabilities improve SME performance. 

 

H4: Marketing Capabilities (MC) have an indirect effect on the relationship between  

      Entrepreneurial Orientation (EO) and SME performance (β = 0.361; p < 0.001). 

These results indicate that entrepreneurial orientation not only has a direct impact on competitiveness 

but also plays an important indirect role in improving business performance through a mediator in the 

form of market competitiveness. This means that even if EO is high, SME performance will not be 

optimal if it is not accompanied by increased competitiveness. In other words, proactive, innovative, 

and risk-taking attitudes possessed by business actors will result in better performance if they are 

implemented to strengthen competitive positioning. The β value of 0.361 indicates that this mediating 

effect is strong; therefore, strategies to develop EO should always be accompanied by efforts to 

strengthen MC. Syarifuddin et al. (2019) study found that EOn has a significant positive indirect effect 

on business performance through marketing capabilities. This is in line with studies by Lestari (2025) 

and Susanto et al. (2023) which reveal that marketing capabilities significantly mediate the relationship 

between entrepreneurial orientation and SME performance. 

 

H5: Marketing Capabilities (MC) have an indirect effect on the relationship between digital  

      literacy and SME performance (β = 0.148; p = 0.037). 

Although the indirect effect of digital literacy on SME performance through market competitiveness is 

relatively smaller compared to EO, this result remains statistically significant. This means that mastery 

of digital technology by SME actors will encourage performance improvement when it is used to 

strengthen competitiveness in the market. For example, business actors who master digital marketing, 

consumer data analysis, and online sales systems will have a more advantageous position compared to 

their competitors, which ultimately impacts increased sales and profitability. The mediating effect of 

marketing capabilities in this relationship emphasizes that digital literacy needs to be directed to support 

effective competitive strategies so that its contribution to performance is more optimal.  

 

Previous research results show that the use of social media not only functions as a means of 

communication and promotion but also plays a role in building stronger marketing capabilities. 

Meanwhile, marketing capabilities mediate the relationship between social media use and business 

performance (Rosalina & Abd Majid, 2025). This mediating role also indicates that the impact of social 

media use is not direct on performance but works through strengthening various internal marketing 

processes that add strategic value to SMEs. Therefore, marketing capabilities become an important 

element that bridges digital transformation through social media toward the achievement of better 

business performance. With the success of business actors in implementing marketing capabilities and 

the use of digital technology, digital transformation in MSMEs can be encouraged (Wijaya, 2025).  

 

5. Conclusions 
5.1 Conclusion 

This study investigates the effects of entrepreneurial orientation and digital literacy on MSME 

performance in Batam City, with marketing capabilities acting as a mediating variable. The findings 

reveal that both entrepreneurial orientation and digital literacy positively influence marketing 

capabilities, which in turn enhance MSME performance. These results emphasize the importance of 

innovation, risk-taking, and digital technology adoption in improving marketing strategies and business 

performance. Therefore, fostering these elements within the MSME sector is crucial for strengthening 

their market competitiveness. 

 

5.2 Research Limitations 

While the study offers valuable insights into MSME performance, it has several limitations. The 

research is confined to MSMEs in Batam City, making the findings not directly applicable to other 

regions with differing economic conditions. Additionally, the use of self-reported surveys may 

introduce subjective bias, as responses could be influenced by individual perceptions. The cross-
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sectional nature of this study limits the ability to track behavioral changes or MSME performance over 

time. Lastly, external factors such as market conditions, government policies, and industry competition 

were not included as control variables, preventing a comprehensive evaluation of their impact on 

MSME performance. 

 

5.3 Suggestions and Directions for Future Research 

Future research could expand the scope of this study by incorporating MSMEs from different regions 

with diverse economic profiles. Researchers could also consider longitudinal designs to capture changes 

in MSME performance over time. It would be beneficial to examine the influence of external variables 

such as market conditions, government policies, and industry competition as control factors. Moreover, 

exploring other mediating variables, such as organizational culture or innovation capacity, could 

provide a more nuanced understanding of the factors driving MSME performance. These directions 

would offer a more comprehensive view of how entrepreneurial orientation and digital literacy shape 

MSME success in varying contexts. 
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