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 This study examines the barriers and strategies associated with digital 

transformation (DT) adoption among small and medium enterprises 

(SMEs). Despite the growing importance of digital technologies in 

enhancing competitiveness and resilience, many SMEs remain at early 

stages of digital maturity. Employing a mixed-methods approach, this 

research integrates quantitative data from 450 SMEs across developed, 

emerging, and transitional economies with qualitative insights from 

case studies and expert interviews. The findings reveal that internal 

barriers, particularly financial constraints and digital skill gaps, are the 

most significant impediments to DT adoption, followed by 

organizational inertia and external challenges such as regulatory 

complexity and infrastructure limitations. The results further 

demonstrate that targeted strategies, including government subsidies, 

upskilling programs, and public-private partnerships, significantly 

improve digital adoption levels and firm performance. Notably, SMEs 

that successfully implement DT strategies experience higher revenue 

growth and enhanced operational efficiency. By extending the 

Technology–Organization–Environment (TOE) framework and 

Diffusion of Innovations (DOI) theory, this study highlights the 

importance of integrated and context-specific interventions. The 

research offers practical and policy-relevant implications for SME 

stakeholders, emphasizing the need for coordinated efforts to bridge 

the digital divide and foster inclusive digital transformation. 
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1. INTRODUCTION 

In the rapidly evolving global 

economy of the 21st century, digital 

transformation (DT), defined as the profound 

integration of digital technologies into all 

facets of business operations, fundamentally 

altering how organizations create value, has 

become an indispensable catalyst for 

competitiveness, innovation, and sustainable 

growth. Small and medium enterprises 

https://creativecommons.org/licenses/by-sa/4.0/
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(SMEs), which constitute the bedrock of 

economies worldwide, are at the forefront of 

this shift. According to the World Bank, SMEs 

account for over 90% of all businesses 

globally, generate up to 70% of employment 

in many emerging markets, and contribute 

substantially to GDP, such as 50% in OECD 

countries and over 60% in ASEAN nations 

like Indonesia, where they employ nearly 97% 

of the workforce. Technologies such as cloud 

computing, artificial intelligence (AI), big data 

analytics, Internet of Things (IoT), and 

blockchain promise SMEs unprecedented 

opportunities: streamlined supply chains, 

personalized customer experiences through e-

commerce platforms, predictive analytics for 

inventory management, and agile responses 

to market disruptions, as evidenced by the 

accelerated DT during the COVID-19 

pandemic that enabled remote operations for 

survivors [1]–[4]. 

Yet, despite these transformative 

potentials, empirical evidence reveals a stark 

reality: DT adoption among SMEs lags 

perilously behind. A 2023 McKinsey Global 

Survey found that only 26% of SMEs had 

achieved advanced DT maturity, compared to 

60% of large enterprises, with adoption rates 

dipping even lower in developing regions, at 

around 15-20% in sub-Saharan Africa and 

Southeast Asia per UNCTAD reports. This 

digital chasm not only curtails SME 

productivity growth, estimated at 1.5-2% 

annually less than digital adopters, but also 

widens economic inequalities, stifles 

innovation ecosystems, and undermines 

national competitiveness agendas like the 

EU's Digital Decade or Indonesia's Making 

Indonesia 4.0 initiative [5]–[8]. 

The persistence of this gap is rooted 

in a complex web of barriers, categorized 

broadly into internal, external, and 

ecosystem-related challenges. Internally, 

resource scarcity reigns supreme. Financial 

limitations, SMEs often operate on razor-thin 

margins with limited access to credit, hinder 

upfront investments in DT infrastructure, 

where costs for basic ERP systems or 

cybersecurity can exceed $50,000 initially. 

Human capital deficits compound this: a 2024 

OECD study highlights that 70% of SME 

owners lack digital skills, with aging 

demographics in places like Europe and Japan 

exacerbating the talent shortage. 

Organizational inertia further entrenches 

resistance; entrenched legacy processes and 

risk-averse cultures, as theorized in Rogers' 

Diffusion of Innovations model, position 

SMEs in the "late majority" adopter category, 

wary of disruptions from DT experiments [9], 

[10]. 

Externally, regulatory and 

infrastructural hurdles loom large. 

Inconsistent policies, such as fragmented data 

protection laws or bureaucratic licensing for 

digital services, create compliance 

nightmares, particularly for SMEs navigating 

cross-border e-commerce under WTO rules. 

Cybersecurity threats pose existential risks; 

with SMEs comprising 43% of cyberattack 

victims per Verizon's 2025 Data Breach 

Report, yet only 14% investing adequately, 

breaches lead to average losses of $25,000 per 

incident. The digital divide, pronounced in 

rural or low-income areas, manifests as 

unreliable broadband, only 60% coverage in 

Indonesia's outer islands, and high data costs, 

alienating SMEs from global value chains [11], 

[12]. 

Ecosystem barriers, often overlooked, 

involve weak support networks. Limited 

access to tailored DT training, vendor 

financing, or peer-learning platforms leaves 

SMEs isolated, unlike larger firms benefiting 

from corporate accelerators. The COVID-19 

acceleration of DT, while a boon for some 

(e.g., U.S. SMEs adopting e-commerce surged 

25%), exposed vulnerabilities for others, with 

40% of non-adopters in Latin America facing 

permanent closures per IDB data. Theoretical 

lenses like the Technology-Organization-

Environment (TOE) framework underscore 

how these barriers interact: technological 

incompatibility meets organizational 

unreadiness amid unsupportive 

environments, stalling adoption [13]–[15]. 

This article addresses these critical 

gaps by systematically dissecting barriers to 

DT adoption among SMEs and formulating 

evidence-based strategies to surmount them. 

Drawing on a mixed-methods synthesis, 

including econometric analyses of panel data 
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from World Bank Enterprise Surveys 

(covering 140+ countries), qualitative case 

studies from high-adoption contexts like 

Singapore's SMEs Go Digital program, and 

policy evaluations from frameworks such as 

the UN's Sustainable Development Goals 

(SDG 9: Industry, Innovation, and 

Infrastructure), our objectives are threefold. 

First, to delineate and quantify the relative 

impact of barriers across firm sizes, sectors 

(e.g., manufacturing vs. services), and 

geographies (developed vs. emerging 

markets), revealing nuances like how cultural 

factors influence adoption in Asia-Pacific 

SMEs. Second, to evaluate proven strategies, 

such as public-private partnerships for 

subsidized cloud migration (e.g., Germany's 

Mittelstand 4.0), upskilling bootcamps via 

platforms like Coursera for Business, phased 

DT roadmaps integrating low-cost tools like 

open-source AI, and incentive schemes like 

tax credits or grants that have boosted 

adoption by 35% in pilot programs. Third, to 

proffer a pragmatic, scalable framework for 

stakeholders, SME leaders, governments, 

financial institutions, and tech providers, to 

foster inclusive DT, emphasizing metrics for 

success like ROI benchmarks and maturity 

assessments. 

By bridging these insights, this study 

not only illuminates the path forward for 

SMEs to harness DT for resilience and growth 

but also contributes to scholarly discourse on 

inclusive digitalization, informing policies 

that propel equitable economic development 

in an increasingly digitized world. 

 

2. METHODS 

This study employs a mixed-methods 

research design to provide a robust, 

multifaceted analysis of barriers and 

strategies in digital transformation (DT) 

adoption among SMEs. By integrating 

quantitative data for generalizability and 

qualitative insights for depth, the approach 

addresses the complexity of DT phenomena, 

which span technological, organizational, 

economic, and contextual dimensions. This 

pragmatic paradigm, grounded in the 

Technology-Organization-Environment 

(TOE) framework and complemented by the 

Diffusion of Innovations (DOI) theory, 

enables triangulation to enhance validity and 

mitigate biases inherent in single-method 

studies. 

 

2.1 Quantitative Approach: Survey 

and Econometric Analysis 

The quantitative component draws 

on primary survey data from 450 SMEs across 

three diverse economic contexts: developed 

(United States and Germany, n=150), 

emerging (Indonesia and India, n=150), and 

transitional (Brazil and South Africa, n=150). 

These countries were purposively selected to 

capture variations in digital infrastructure, 

policy environments, and SME maturity, 

ensuring cross-regional generalizability while 

focusing on economies where SMEs 

contribute over 50% to GDP. 

Sampling followed a stratified 

random approach based on SME size (micro: 

<10 employees; small: 10-49; medium: 50-250), 

sector (manufacturing, services, 

retail/agriculture), and DT maturity levels 

(pre-adoption, partial, full). Firms were 

identified via national business registries (e.g., 

Indonesia's Ministry of Cooperatives and 

SMEs database, U.S. SBA listings) and 

validated through preliminary phone 

screenings. Data collection occurred via 

structured online questionnaires 

(administered through Qualtrics in English, 

Bahasa Indonesia, German, etc.) from March 

to July 2025, achieving an 82% response rate 

through incentives like free DT assessment 

reports. 

The instrument, adapted and pre-

tested (Cronbach's α > 0.85 for all scales), 
measured key constructs on 5-point Likert 

scales: barriers (e.g., financial constraints, skill 

gaps, regulatory hurdles; 25 items from TOE/ 

DOI), adoption levels (DT maturity index 

based on 15 technologies like ERP, AI, 

cybersecurity), and strategy effectiveness 

(e.g., subsidies, training; 12 items). Control 

variables included firm age, revenue, owner 

education, and digital infrastructure access. 

Analysis proceeded in Stata 18 using 

descriptive statistics, confirmatory factor 

analysis (CFA) for construct validity (fit 



West Science Economic and Entrepreneurship                                                                                           245 

  

Vol. 4, No. 02, May 2026, pp. 242~249 

indices: CFI>0.95, RMSEA<0.06), and 

multivariate regressions. Primary models 

included ordered logit for DT adoption stages 

and seemingly unrelated regressions (SUR) to 

assess barrier impacts and strategy 

interactions, with robustness checks via 

instrumental variables (e.g., regional 

broadband rollout as IV for infrastructure) 

and propensity score matching to address 

endogeneity. Heteroskedasticity-robust 

standard errors and country fixed effects 

controlled for unobserved heterogeneity. 

 

2.2 Qualitative Approach: Case 

Studies and Expert Interviews 

Complementing the surveys, a 

qualitative strand involved 24 in-depth case 

studies (8 per region) of SMEs representing 

high/low DT adopters, selected via maximum 

variation sampling from survey respondents. 

Cases spanned success stories (e.g., an 

Indonesian agrotech SME leveraging IoT for 

supply chains) and failures (e.g., a German 

manufacturer stalled by cybersecurity fears), 

with data sourced from semi-structured 

interviews (60-90 minutes), site visits, and 

document analysis (business plans, DT 

audits). 

Additionally, 30 key informant 

interviews were conducted with experts, 

policymakers (e.g., from Indonesia's Digital 

Economy Ministry), SME association leaders, 

tech consultants, and academics, using 

purposive and snowball sampling until 

theoretical saturation. Interviews, transcribed 

verbatim and analyzed thematically via 

NVivo 14, explored nuanced barriers (e.g., 

cultural resistance) and strategies (e.g., 

public-private partnerships), guided by 

sensitizing concepts from TOE/DOI. 

 

2.3 Data Integration, Validity, and 

Ethical Considerations 

Quantitative and qualitative findings 

were integrated via joint displays and meta-

inferences, where regression coefficients 

contextualized by case narratives (e.g., 

quantifying skill gaps while explaining owner 

mindsets). Validity was ensured through 

member checking, inter-coder reliability 

(κ>0.80), and pilot testing. Ethical protocols 

adhered to institutional review board 

approvals (e.g., equivalent to IRB standards), 

with informed consent, anonymity 

(pseudonyms for cases), and data security via 

encrypted servers compliant with GDPR. 

This methodology's strengths, scale, 

diversity, and triangulation, position the 

study to yield actionable, policy-relevant 

insights, with limitations (e.g., self-reported 

biases) addressed through multi-source 

verification. 

 

3. RESULTS AND DISCUSSION 

The mixed-methods analysis reveals 

profound insights into the barriers impeding 

digital transformation (DT) adoption among 

SMEs and the strategies that can catalyze 

progress. Quantitative results from the 450-

SME survey, corroborated by 24 case studies 

and 30 expert interviews, underscore a 

consistent pattern: while DT promises 

substantial gains, entrenched barriers, 

particularly resource constraints and skill 

deficits, stymie 72% of SMEs at pre- or partial-

adoption stages. However, targeted strategies 

like subsidies and training yield measurable 

uplifts, with high-adopters reporting 28% 

higher revenue growth. These findings, 

analyzed through the TOE framework, 

illuminate pathways for inclusive 

digitalization. 

Quantitative Findings on 

Barriers. Regression analyses confirm that 

internal barriers dominate DT resistance. The 

ordered logit model for DT maturity stages 

(pre-adoption=1 to full=5) shows financial 

constraints as the strongest predictor 

(coefficient β=-1.42, p<0.001), reducing 

adoption odds by 76% per unit increase on the 

5-point scale (Table 1). Skill gaps follow 

closely (β=-1.18, p<0.001), with 68% of 

respondents citing inadequate digital literacy 

among owners and staff. Organizational 

inertia, measured as resistance to change, 

exerts a moderate but significant effect (β=-

0.89, p<0.01). External barriers like regulatory 

complexity (β=-0.76, p<0.01) and 

cybersecurity fears (β=-0.65, p<0.05) are 

pronounced in emerging markets, while 

infrastructure deficits (β=-0.92, p<0.001) 
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disproportionately affect transitional 

economies. 

Table 1. Ordered Logit Results for DT Adoption Barriers (n=450) 

Variable Coefficient Std. Error p-value Odds Ratio 

Financial Constraints -1.42*** 0.21 <0.001 0.24 

Skill Gaps -1.18*** 0.19 <0.001 0.31 

Organizational Inertia -0.89** 0.22 <0.01 0.41 

Regulatory Hurdles -0.76** 0.20 <0.01 0.47 

Cybersecurity Risks -0.65* 0.18 <0.05 0.52 

Infrastructure Deficits -0.92*** 0.23 <0.001 0.40 

Note: Controls include firm size, age, sector, and region fixed effects. 

Significance: p<0.05, p<0.01, p<0.001. Pseudo-R²=0.38. 

 

Regional disparities emerge starkly: 

Indonesian and Indian SMEs face amplified 

infrastructure penalties (interaction term β=-

0.45, p<0.05), aligning with UNCTAD's digital 

divide metrics, while U.S./German firms 

grapple more with cybersecurity (β=-0.38, 

p<0.05). Seemingly unrelated regressions 

(SUR) further quantify barrier interactions: 

skill gaps exacerbate financial hurdles by 22% 

(p<0.01), per propensity score-matched 

estimates. 

Qualitative Elucidation of 

Barriers. Case studies vividly illustrate these 

patterns. In Indonesia, PT AgroDigital 

(pseudonym), a medium-sized palm oil SME, 

stalled at partial adoption due to erratic rural 

broadband, echoing 75% of emerging-market 

interviewees who described "connectivity 

black holes" crippling IoT pilots. Similarly, a 

South African retail chain cited regulatory 

flux under new data laws as a "paralysis 

factor," with owners voicing, "Compliance 

costs eat our margins before we start." Skill 

deficits manifested universally: a German 

manufacturer owner lamented, "My team 

knows machines, not algorithms, training 

feels like starting over." High-adopters, 

conversely, navigated inertia through 

visionary leadership, as one U.S. e-commerce 

SME leader noted, "We reframed DT as 

survival, not disruption." 

Strategies and Their Efficacy. SUR 

models reveal strategies' mitigating power 

(Table 2). Government subsidies emerge as 

transformative (β=1.56, p<0.001), boosting 
adoption odds by 85% and explaining 32% of 

variance in maturity scores among recipients. 

Upskilling programs rank second (β=1.32, 
p<0.001), with 64% efficacy in skill-

constrained firms. Public-private 

partnerships (PPPs), like Singapore-inspired 

ecosystems, yield strong returns (β=1.21, 
p<0.001), particularly for infrastructure 

(interaction β=0.67, p<0.01). Tax incentives 

and low-cost tech access (e.g., open-source AI) 

show promise but moderate standalone 

impact (β=0.84/0.72, p<0.05).

 

Table 2. SUR Coefficients for Strategy Impacts on DT Maturity (n=450) 

Strategy Coefficient Std. Error p-value Marginal Effect 

Government Subsidies 1.56*** 0.24 <0.001 +0.42 

Upskilling Programs 1.32*** 0.22 <0.001 +0.35 

Public-Private Partnerships 1.21*** 0.20 <0.001 +0.32 

Tax Incentives 0.84* 0.19 <0.05 +0.22 

Low-Cost Tech Access 0.72* 0.18 <0.05 +0.19 

Note: Marginal effects represent change in DT maturity probability. Controls and region 

FEs included. R²=0.45 (system). Significance: p<0.05, p<0.01, p<0.001. 

 

Qualitative data affirm these effects. 

In India, a subsidized cloud migration via 

government portals propelled a textile SME 

from pre-adoption to full maturity within 18 

months, with the manager stating, "Zero 

upfront costs let us experiment without fear." 

PPPs shone in Brazil, where tech consortia 

provided bundled cybersecurity, reducing 
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breach risks by 40% per case audits. Experts 

universally praised phased roadmaps: "Start 

with quick wins like WhatsApp Business, 

scale to AI," advised an Indonesian ministry 

official. 

Discussion: Theoretical and Empirical 

Integration. These results extend TOE/DOI 

theories by quantifying barrier-strategy 

dynamics in SMEs, a demographic 

underexplored relative to large firms [10]. 

Financial and skill barriers' primacy aligns 

with [16] "J-curve" hypothesis, initial DT costs 

precede benefits, yet reveals SME-specific 

amplifications via resource poverty, 

challenging universal diffusion models. 

Regional variances support [17] context-

dependency, with emerging markets' 

infrastructure penalties mirroring ASEAN 

Digital Economy Reports (2024), where 

Indonesia lags at 35% DT readiness versus 

Singapore's 78%. 

Strategy efficacy underscores policy 

leverage points. Subsidies' dominance echoes 

EU Mittelstand successes [18], but our 

interaction terms highlight 

complementarities: upskilling amplifies 

subsidies by 45% (p<0.01), suggesting 

bundled interventions. PPPs address 

ecosystem voids, validating [19] network 

effects in China, while low-cost tools 

democratize access per [20] SME digital kits. 

Implications for Practice and 

Policy. For SME leaders, findings advocate 

"DT ladders": initiate with no-capex tools 

(e.g., Google Workspace), layer skills via 

micro-credentials, and scale via PPPs. 

Policymakers should prioritize need-based 

subsidies, e.g., Indonesia could expand its 

SME Digitalization Fund, targeting 50,000 

firms by 2027, and harmonize regulations, as 

fragmented rules cost SMEs 12% in 

compliance per our estimates. Financial 

institutions might innovate DT-linked 

microloans, with ROI projections showing 3:1 

returns within two years for adopters. 

Limitations and Future 

Directions. Cross-sectional data limits 

causality, though IV robustness mitigates this; 

longitudinal tracking could refine dynamics. 

Self-reports risk optimism bias, countered by 

triangulation. Future research might employ 

RCTs for strategy causality or AI simulations 

for barrier forecasting, extending to 

underrepresented sectors like agritech. 

In sum, this study delineates a clear 

imperative: overcoming SME DT barriers 

demands holistic strategies blending finance, 

skills, and ecosystems. High-adopters' 28% 

growth premium (t=4.2, p<0.001) versus 

laggards signals not just opportunity, but 

urgency for equitable digital futures. 

 

4. CONCLUSION 

This study illuminates the persistent 

barriers thwarting digital transformation (DT) 

adoption among small and medium 

enterprises (SMEs) while charting pragmatic 

strategies to propel them toward digital 

maturity and economic resilience. Through 

rigorous mixed-methods analysis of 450 SMEs 

across diverse global contexts, complemented 

by case studies and expert insights, the 

evidence unequivocally demonstrates that 

internal constraints, led by financial 

limitations and skill deficits, pose the most 

formidable obstacles, reducing adoption odds 

by up to 76% and confining 72% of firms to 

rudimentary digital engagement. External 

challenges like regulatory complexity and 

infrastructure gaps exacerbate these issues, 

particularly in emerging markets such as 

Indonesia and India, where connectivity 

deficits amplify stagnation. Yet, the analysis 

reveals a clear path forward: targeted 

interventions, especially government 

subsidies and upskilling programs, can boost 

maturity odds by 85% and 64% respectively, 

with public-private partnerships providing 

essential ecosystem support. High-adopters 

harnessing these strategies achieve 28% 

superior revenue growth, underscoring DT's 

tangible ROI and the urgent cost of inaction in 

an era where digital laggards risk 

obsolescence. 

These findings extend theoretical 

frameworks like TOE and DOI by quantifying 

SME-specific dynamics, challenging one-size-

fits-all diffusion models and highlighting 

context-dependent barrier interactions that 

demand tailored responses. For economies 

reliant on SMEs, which drive over 90% of 
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businesses and 60-70% of employment 

worldwide, the implications are profound: 

bridging the digital divide is not merely a 

technological imperative but a cornerstone of 

inclusive growth, aligning with UN SDGs 8 

and 9. 

Policymakers should prioritize 

comprehensive DT acceleration packages, 

beginning with expanded, needs-assessed 

subsidies modeled on successful precedents 

like Singapore's SMEs Go Digital or 

Germany's Mittelstand 4.0, allocating at least 

1-2% of GDP to zero-upfront-cost cloud and 

AI pilots targeting 50,000 SMEs annually in 

nations like Indonesia. Simultaneously, 

mandatory digital literacy mandates 

integrated into national curricula and SME 

association programs would address the 68% 

skill gap, delivering micro-credentials in high-

impact areas like cybersecurity and data 

analytics within six-month cycles to ensure 

rapid workforce upskilling. Regulatory 

harmonization across borders, including 

streamlined data protection aligned with 

global standards, would alleviate compliance 

burdens costing SMEs 12% of margins, 

fostering cross-border e-commerce 

ecosystems. 

SME owners and managers are urged 

to adopt phased "DT ladders," commencing 

with accessible no-capex tools such as Google 

Workspace or WhatsApp Business API for 

immediate efficiency gains, progressing to 

subsidized ERP systems and AI-driven 

analytics once foundational skills are secured. 

Actively pursuing public-private 

partnerships with tech giants and local 

universities would mitigate infrastructure 

risks, as demonstrated by Brazilian consortia 

slashing cyber vulnerabilities by 40%. 

Financial institutions should innovate with 

DT-collateralized microloans, offering 3:1 

projected returns based on our econometric 

models, while leveraging open-source 

platforms to democratize advanced 

technologies. 

Looking ahead, stakeholders must 

commit to sustained monitoring through 

annual DT maturity indices, enabling 

adaptive policymaking as technologies 

evolve. By dismantling these barriers through 

coordinated action, SMEs can fully realize 

DT's transformative potential, driving 

productivity surges, job creation, and 

equitable prosperity in the digital economy. 

The evidence is compelling: the choice 

between digital marginalization and 

empowered competitiveness rests on 

implementing these strategies without delay. 
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