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ABSTRACT

This research aims to test and prove the influence of environmental factors, business strategy, digital
literacy, and digital skills on the performance of MSMEs. Quantitative research is a type of research that
uses primary data. Questionnaires are used to collect data. The population of this research is MSMEs in
Sidoarjo Regency, according to data from the Department of Cooperatives and Micro Enterprises
(Ditakopum). The sampling technique used purposive sampling, and 162 business actors or MSME
owners were respondents whose data could be processed. The variant-based Structural Equation
Modeling (SEM) or Partial Least Square (PLS) model was used to analyze the data via SmartPLS version
4.0 software. The results of this research explain that business strategy, digital literacy, and digital skills
influence the performance of MSMEs. However, environmental factors do not influence the performance
of MSMEs. This indicates that in the current digital era, digital skills and the ability to create business
strategies are very important for MSMEs. The implication is that the government can further intensify
digital training for MSME owners as a business strategy to achieve MSME sustainability.

Keywords: Environmental Factor, Business Strategy, Digital Literacy, Digital Skill, Performance

ABSTRAK

Penelitian ini bertujuan untuk menguji dan membuktikan pengaruh faktor lingkungan, strategi bisnis,
literasi digital, dan kemampuan digital terhadap kinerja UMKM. Penelitian kuantitatif merupakan jenis
penelitian yang digunakan dalam penelitian ini dengan menggunakan data primer. Kuesioner digunakan
sebagai metode untuk mengumpulkan data. Populasi penelitian ini adalah UMKM di Kabupaten Sidoarjo
menurut data dari Dinas Koperasi dan Usaha Mikro (Ditakopum). Teknik pengambilan sampel
menggunakan purposive sampling dan sebanyak 162 pelaku usaha atau pemilik UMKM sebagai
responden yang datanya dapat diolah. Model Structural Equation Modeling (SEM) berbasis varian atau
Partial Least Square (PLS) digunakan sebagai teknik untuk menganalisis data melalui perangkat lunak
smartPLS versi 4.0. Hasil dari penelitian ini menjelaskan bahwa strategi bisnis, literasi digital, dan
keterampilan digital memiliki pengaruh terhadap kinerja UMKM. Namun, faktor lingkungan tidak
memiliki pengaruh terhadap kinerja UMKM. Hal ini mengindikasikan bahwa di era digital saat ini,
keterampilan digital menjadi sangat penting bagi para pelaku UMKM selain kemampuan membuat
strategi. Implikasinya, pemerintah dapat mengintensifkan pelatihan digital bagi para pelaku UMKM
sebagai strategi bisnis untuk mencapai keberlanjutan UMKM.

Kata Kunci: Faktor Lingkungan, Strategi Bisnis, Literasi Digital, Keterampilan Digital, Kinerja

INTRODUCTION and innovation, which are closely
The crisis caused by the COVID- related to the intellectual property
19 pandemic not only occurs in the system (Tasya et al., 2020). (Tasya et
health sector but also has an impact on al., 2020).
economies around the world. (Widnyani Micro, Small, and Medium
et al., 2021).. However, currently the Enterprises (MSMEs) are a crucial
Indonesian  economy has risen in sector for reducing unemployment and
various business sectors (Supartoyo, poverty in Indonesia. (Prasetyo &
2022). This can be seen from the many Farida, 2022).. The United Nations
people who produce new creativity and Conference on Trade and Development
innovation. The success of economic (UNCTAD) in its report ASEAN
development relies heavily on creativity Investment Report 2022 has stated that
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MSMEs contribute greatly to Gross
Domestic Product (GDP) in 2021
reaching 60.3%. In addition to
contributing to Gross Domestic Product
(GDP), MSMEs also contribute greatly
to employment as much as 97% of the
total workforce. (United Nations
Conference on Trade and Development
(UNCTAD) & ASEAN Secretariat,
2022).. MSMEs that can rise and
survive have influenced
competitiveness advantages and
national economic performance after the
COVID-19 pandemic (Firmansyah et
al., 2022). (Firmansyah et al., 2022)..
This aims to enable MSME players to
compete with other competitors in the
global market (Armiani et al., 2021).
(Armiani et al., 2021).

Sidoarjo Regency is known as one
of the districts in East Java province
with the third largest total number of
MSMEs so Sidoarjo Regency is called
the best MSME city. (Karinayah, 2019).
Based on data from the Sidoarjo
Regency Cooperative and Micro
Business Office (Ditakopum), until
2023 MSME:s in Sidoarjo Regency have
amounted to 106,971 with various types
of businesses. Based on information
from the surabayatribunnews website,
the Surabaya Export Center in 2022
successfully supported 1,500 MSMEs to
go to export, where 300 MSMEs came
from Sidoarjo with 28 MSMEs
successfully exporting to Malaysia and
others exporting to Korea and Australia.

This can ultimately improve the
performance of their business (Taufik,
2023).

This research focuses on MSMEs
in Sidoarjo Regency. Based on
information reported on the
surabayatribunnews website, the
Sidoarjo Regency Government has

conducted capacity building training in
the field of marketing to assist business
actors in selling their products, which
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until now has been the main obstacle for
MSME players. The Sidoarjo Regency
Government hopes that the training will
be able to make MSME players
maintain their business and improve
their  business performance, both
financial performance and non-financial
performance (Taufik, 2023).

In terms of improving the
performance of MSME actors, of course
there are factors that are considered
capable of influencing this. This
research refers to research Xiaoyan
Teng, et al (2022) which shows that
there are three factors that have an
influence on the performance of an
organization, where the three factors
include: Digital Technology, Digital
Skills, and Digital Transformation
Strategy. Research conducted by
Xiaoyan Teng, et al (2022) further
modified in this study by changing
several independent variables, where
environmental factors, business
strategies, digital literacy, and digital
skills are considered to influence the
adoption of digital technology and
MSME performance.

Research researched by Arsalan
Hussain, et al (2020) explained that
environmental factors have an impact

on the performance of MSMEs.
Meanwhile, research researched by
Sentiago &  Hidayatulloh  (2019)

explains that environmental factors have
no impact on the performance of SMEs.
Research researched Armiani, et al
(2021) explains that business strategy
has an impact on the performance of
MSMEs. Meanwhile, research
researched by Suriyanti & Binangkit
(2019) explains that business strategy
has no impact on business performance.
Research  researched by  Deri
Firmansyah, et al (2022) explains that
digital literacy affects the
competitiveness of MSMEs.
Meanwhile, research researched by
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Rosifa & Chayono (2024) explains that
digital literacy has no impact on the
performance of MSMEs. Research
researched by Xiaoyan Teng, et al
(2022) shows that digital skills have an
impact on the performance of SMEs.
Meanwhile, research researched by
Aulia (2023) explained that digital skills
have no impact on SME performance.
Based on some of the previous research,
this research question 1is whether
environmental factors, business
strategy, digital literacy, and digital
skills affect the performance of SMEs in
Sidoarjo Regency?

Research on the factors that
influence the performance of MSMEs is
very important because it can provide a
deep understanding of MSMEs,
especially in  Sidoarjo  Regency.
Therefore, the purpose of this study is to
prove the influence of environmental
factors, business strategies, digital
literacy, and digital skills on the
performance of MSMEs in Sidoarjo
Regency. This research offers novelty
by more detailed empirically analyzing
digital literacy, and digital skills that
have not been highlighted in MSMEs in
Sidoarjo Regency. Digital skills are a
very relevant factor to be studied in
today's digital era. In addition, the
Resource Based View (RBV) theory and
Dynamic Capability View (DCV) theory
are used as the basis for analysis. The
main contribution of this research is as a
reference for policy makers in designing
more effective programs to support
MSMEs in Sidoarjo Regency. It is
hoped that the results of this research
can provide a strong foothold to support
the development of more sustainable
and highly competitive MSMEs in the
future.

Resource Based View (RBV) Theory
According to (Martini et al., 2023)
Resource Based View Theory is a theory
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that describes that every organization
can have resources and capabilities
within the organization so that they can
be developed and utilized as a special
ability to create a competitive
advantage. From this point of view, the
resources controlled by the organization
must meet four conditions, namely:
valuable, rare, inimitable, and
irreplaceable. (Teng et al., 2022)..

Dynamic
Theory

According to Sarwar et al. (2021)
the view of DCV theory is important to
increase the capacity of organizations to
be competitive and innovative, as well
as adapt and transform resources into
improved economic performance. With
limited resources and skills, it is a
challenge for organizations to change
existing  processes and  achieve
dynamism.

Capability View (DCV)

MSME Performance

Performance is the result of work
done by an individual and can be
completed within a certain period of
time, which will later be linked to the
size of the values or norms of the
organization. MSME performance
itself is the success of an organization in
recognizing important focuses and has
been targeted by the usual way of
behaving by an organization. (Siswanti,
2020).

Environmental Factors

Under high technological
uncertainty, the ability to adapt to
environmental changes is a must for
organizations in order to improve their
business performance. The level of

adaptability  greatly  affects the
performance of an  organization,
therefore it is important to build strong
adaptability (Pudjihastuti &

Kurdaningsih, 2018).
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HI1: Environmental factors affect the
performance of MSMEs
Business Strategy

A creativity and flexibility
strategy carried out by the organization
in order to respond to a rapidly
changing market. Every organization
strives to maximize the appropriate
strategy so that it can compete by
developing products or methods, so as
to produce superior and innovative
products. (Armiani et al., 2021).
H2: Business strategy affects
performance of MSMEs

the

Digital Literacy

Digital literacy can be considered
a necessity that may arise as a result in
the age of digitalization. Advanced
proficiency likewise guarantees the
capability to see the utilization of data
innovation on computerized devices
effectively and effectively in various
situations (Firmansyah et al., 2022).
H3: Digital literacy affects MSME
performance

Digital Skills

According to Kusumawati &
Saputri (2023) digital skills are the
capacities and abilities used in utilizing
data and correspondence innovation
opportunities to  further develop
implementation to be more successful
and productive.

H4: Digital skills affect MSME
performance
RESEARCH METHODS

Researchers used a quantitative
approach as the type of research. The

population of this research is 106,971
MSMEs  spread across  Sidoarjo
Regency. The sample collection
technique was carried out by purposive
sampling. This research wuses the
formula Hair et al. (2021) to determine
the sample size to be obtained. Primary
data is the type of data used. MSME
actors or owners in Sidoarjo Regency
are the data sources used. The
questionnaire is used as a method for
collecting data using a Likert scale,
where this scale is used through
measuring the attitudes, income, and
point of view of individuals or
organizations regarding social events
(Sugiyono, 2019:93).

The analysis technique was
carried out by analyzing descriptive
statistics and inferential statistics.
Variant-based  Structural  Equation
Modeling (SEM) or Partial Least
Square (PLS) was used in this study
through the help of smartPLS software
version 4.0. According to Ghozali
(2021: 26) the path analysis model of all
latent variables in SEM-PLS has two
stages, namely: assessing the outer
model and inner model. Testing the
outer model there is a validity test with
two forms, namely convergent validity
and discriminant validity tests, as well
as a reliability test. Inner model testing
consists of the R-Square test and the O-
Square test. Hypothesis testing uses
path coefficient analysis and t-statistical
tests where t-statistical testing uses an
alpha of 5% with a critical value of +
1.96. The concepts and measurements
in each variable can be summarized
through table 1 as follows:

Table 1. Operational and Measurement Variables

Variables Variable Concept Indicator Mea;t:;f:lent
Environmental The ability of an a. Adaptability The Ordinal scale
Factors (X )1 organization to adapt dynamism, amount and using Likert

due to environmental speed of environmental scale.
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Variables Variable Concept Indicator Measurement
Scale
changes. change;
b. Adaptability to resource Pudjiha
scarcity and abundance; stuti &
c. Adaptability to regulatory  Kurdaningsih
complexity, international ~ (2018)
competition, and
technology; and
d. Adaptability to industry
characteristics.
Business A long-term plan a. Vertical and horizontal Ordinal scale
Strategy (X )  designed to achieve integration; using Likert
business goals. b. Market penetration; scale.
c. Market development; and
d. Product development. Pudjiha
stuti &
Kurdaningsih
(2018)
Digital Ability to understand a. Ability to utilize web- or ~ Ordinal scale
Literacy (X )3  digital technology. app-based digital business  using Likert
features, market places, scale.
and e-banking;
b. Maintain sales and Diptya
customers using digital na et al. (2022)
facilities;
c. Maintain privacy and
security of digital data;
and
d. Determine accurate
information from online
media.
Digital Skills  Ability to use digital a. Continuous learning Ordinal scale
(X )4 technology. improvement; using Likert
b. Balance between general  scale.
digital skills and
specialized digital roles; Teng et
c. Team building with the al. (2022)
right mix of skills;
d. Employees are talents who
understand business and
digitalization; and
e. Provision of resources for
skills.
MSME Achievement of the  Financial performance Ordinal scale
Performance  performance results  indicators: using Likert
(Y) of the business in the a. FEarnings; scale.
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. . . Measurement
Variables Variable Concept Indicator
Scale
current period. b. Increased sales; and
c. Increase in asset value. Diptya
Non-financial performance na et al. (2022)
indicators:
a. Loyal customers;
b. Customer upgrades;
c. Revenue to fund
operational needs;
d. Efficient operation; and
e. Income to cover business
capital.
Source: Researcher's Processed Results.
RESULTS AND DISCUSSION 10-20 years 32 19,75%
Description of Research Objects >20 years 2 1.23%
Information on the research was 1 Year
e e . Turnover:
accumulated by distributing .

3 . Micro (0-300 o
questionnaires to MSME actors through million) 153 94,44%
considerations ~ that  have  been Small (>300 9 5 569%
determined by the researcher with a million-3 billion) o
total of 162 respondents. The identity of Number of
the respondents can be seen by looking Employees:

t table 2 below: 1 person 41 25,31%
attable = below. 2-4 people 94 58.02%
Table 2. Description of the Research 5-19 people 26 16,05%
Object >19 people 1 0,62%
Characteristics  Frequency Percentage Type of Business
Education: Sector:
SD 2 1,23% Fashion Field 30 18,52%
SMP 4 2,47% Beauty Field 2 1,23%
SMA/SMK o Culinary Field 29 17,90%
Equivalent 4 45,68% Automotive Field 4 2,47%
D3 9 5,56% Livestock Field 1 0,62%
S1 68 41,98% Handicrafts 25 15,43%
S2 4 2,47% Other 71 43,83%
S3 1 0,62% Source: Primary data processed, 2024
Gender:
0
Male 39 24,07% Descriptive Statistics Analysis
Female 123 75,93% . e . e
Age: Table 3. Descriptive Statistics
R N Minimum Maximum Mean Median ]S)t:‘::;i;;:
}Cf}:;szo(li()) 29 18 11,1 1% g;‘:gz‘me‘““l 162 3,000 5,000 4,161 4,000 0513
: : Bl‘:;‘l'e‘e”; 162 3,000 5,000 4238 4,000 0,503
Millennial Gen 44 27,16% ;‘gif‘"‘g{ 162 3,000 5,000 4,650 5,000 0,479
(30_39 years Old) [[‘)‘l‘eill:TySkll]s 162 3,000 5,000 4,112 4,000 0,484
Gen X (40-49 63 38,89% e e 162 3,000 5,000 4305 4,000 0,492
years old) Source: Primary data processed, 2024
Baby Boomers 37 22.84% Based ble 3. i lai h
(>50 years old) 0470 ased on table 3, 1t exp ains that
Length of the average value of the environmental
Business: factor variable is 4.161, meaning that
<10 years 128 79,01%
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MSME actors have a high level of
adaptability in dealing with dynamism
in the external environment and a
standard deviation value of 0.513. If the
average value is greater than the
standard deviation value, it indicates
that the data deviation is low and the
distribution of values is even. For the
average value of the business strategy
variable of 4.238, which means that the
application of business strategies owned
by MSME actors is appropriate in order
to produce products that are superior to
their competitors and the standard
deviation value is 0.503. If the average
value is greater than the standard
deviation value, it indicates that the data
deviation is low and the distribution of
values is evenly distributed. For the
average value of the digital literacy
variable of 4.650, which means that the
level of digital literacy possessed by
MSME actors is high in understanding
information on the use of digital media
and a standard deviation value of 0.479.
If the average value is greater than the
standard deviation value, it indicates
that the data deviation is low and the
distribution of values is evenly
distributed. For the average value of the
digital skills variable of 4.112, which
means that the level of digital expertise
or skills possessed by MSME actors is
high in utilizing digital technology
opportunities and the standard deviation
value is 0.484. If the average value is
greater than the standard deviation
value, it indicates that the data deviation
is low and the distribution of values is
even. For the average value of the
MSME performance variable of 4.305,
which means that the level of success of
business performance achieved by
MSME actors to continue to grow is
good and the standard deviation value is
0.492. If the average value is greater
than the standard deviation value, it
indicates that the data deviation is low
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and the distribution of values is evenly
distributed.

Outer Model Testing
Convergent Validity
Table 4. Outer Loading Value
Outer Descript
Loading ion

X1.1 <~ Environmental 0.983 Valid
Factors

X1.2 <~ Environmental 0,760 Valid
Factors

X1.3 <-  Environmental 0770 Valid
Factors

X1.4 <  Environmental 0,950 Valid
Factors

X2.1 <- Business Strategy 0,810 Valid
X2.2 <- Business Strategy 0,925 Valid
X2.3 <- Business Strategy 0,808 Valid
X2.4 <- Business Strategy 0,863 Valid
X3.1 <- Digital Literacy 0,948 Valid
X3.2 <- Digital Literacy 0,924 Valid
X3.3 <- Digital Literacy 0,825 Valid
X3.4 <- Digital Literacy 0,781 Valid
X4.1 <- Digital Skills 0,851 Valid
X4.2 <- Digital Skills 0,729 Valid
X4.3 <- Digital Skills 0,802 Valid
X4.4 <- Digital Skills 0,924 Valid
X4.5 <- Digital Skills 0,908 Valid
Y.1 <- MSME performance 0,758 Valid
Y.2 <- MSME performance 0,807 Valid
Y.3 <- MSME performance 0,831 Valid
Y.4 <- MSME Performance 0,785 Valid
Y.5 <- MSME performance 0,840 Valid
Y.6 <- MSME Performance 0,793 Valid
Y.7 <- MSME Performance 0,808 Valid
Y.8 <- MSME Performance 0,789 Valid

Source: Primary data processed, 2024

Table 5. AVE Value
AVE |
Environmental 0.760
Factors
Digital Skills 0,715
MSME Performance 0,643
Digital Literacy 0,761

Business Strategy 0,728
Source: Primary data processed, 2024
The results of data analysis shown
in table 4 and table 5 show that all
indicators have an outer loading value
of more than 0.7 and an AVE value of
more than 0.5, which means that all
indicators are valid and can be used as
research instruments. These results are
in accordance with Ghozali's statement
(2021: 28), indicators are considered
valid if they have a loading factor of
more than 0.7. Meanwhile, the AVE
value has criteria with a value of 0.5 to
0.6 which is considered sufficient.
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Discriminant Validity
Table 6. Fornell Larcker Criterion
Test

X4

X1
0,872

-0,138

Y

Environmental Factors

0,84
6
0,41
3
0,38
8

Digital Skills

MSME Performance -0,134

2
0,33
2

Digital Literacy 0,048 0,872

0,30

Business Strategy 3

0,191 0,088

0,853

0,23
8

Source: Primary data processed, 2024

Table 7. Cross Loading Value

< @

XL.1 ,983 0,149 -0,170 0,039 0,190
X1.2 76! -0,045 -0,008 0,188 0,139
X1.3 77 -0,052 -0,027 0,184 0,183
4 95 -0,126 -0,086 003 166

1 .24 0,109 0,210 052 .810

2 101 0,261 0,383 061 ,925

3 .17 0,29 0,132 ,135 808

4 0,187 )13 191 095 .863

1 0,054 33 ,344 ,948 ,119

2 0,044 .462 ,366 ,924 154

3 -0,034 ,258 , 18 825 -0,065
3.4 0,106 .216 781 -0,012
4.1 -0,068 851 .448 0,164
4.2 -0,077 729 ,253 0,210
4.3 -0,071 802 N 265 0,201
X4.4 -0,141 ,924 454 ,390 ,224
X4.5 -0,165 ,908 461 .213
Y.1 0,032 .424 ,758 263
Y2 0,039 ).442 ,807 » 329
Y. -0, .516 ,831 ,229 ,281
Y. -0, 205 , 785 .407 173
Y. -0, ,292 ,840 354 ,194
Y. -0, .239 ,793 ,272 .241
Y.7 -0,257 0,160 ,808 0,160 0,203
Y.8 0,046 0,288 ,789 0,116 0,284

Source: Primary data processed, 2024

From the results of the Fornell-
Larcker criterion test analysis in table
6, it shows that the value of the variable
with its own indicators is greater than
the value of the variable with other
indicators. In addition, the results of the
cross loading reliability test analysis in
table 7 show that the indicator value on
its own variable is greater than the
indicator value on other variables. This
means that the indicators on each
variable of this study have good
discriminant validity to measure each
variable.

Reliability Test
Table 8. Cronbach's Alpha &
Composite Reliability Value

Cronbac
h's
Alpha

0,927

Composite
Reliability
(rho_a)
1,449

Composite
Reliability
(rho_¢)

0,926

Ket

Environmental

Factors Reliable

Digital Skills 0,907 0,995 0,926 Reliable

MSME Performance 0,921 0,926 0,935 Reliable

Digital Literacy 0,904 0,991 0,927 Reliable

Business Strate; 0,883 1,058 0,914 Reliable

Source: Primary data processed, 2024
The results of the reliability test
analysis shown in table 8 explain that
all variables have a Cronbach's alpha
value of more than 0.7 and a composite

reliability value of more than 0.7, which
means that all variables are reliable or
reliable. This is because according to
Ghozali (2021: 29), the composite
reliability  coefficient = value and

Cronbach's alpha must be greater than
0.7.

Inner Model Testing
R-Square
Table 9. R-Square value
R-Square A‘?‘;‘g:feR- Ket
gggfmm 0276 0258 Moderate

Source: Primary data processed, 2024

From table 9, the data results from
the evaluation of the r-square value of
MSME performance can be seen that
environmental factors, business
strategies, digital literacy, and digital
skills jointly affect MSME
performance, which is 0.258. So it can
be explained that the independent
variables in this study affect the
performance of MSMESs by 26%. While
the remaining 74% is explained by other
variables.

Q-Square
Table 10. Q-Square value
Q? Prediction
0,218

MSME Performance

Source: Primary data processed, 2024
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From table 10, it explains that the
value of Q? is more than 0, namely the
MSME performance variable of 0.218,
which means that the dependent
variable has a good predictive relevance
value. This is because according to
Ghozali (2021: 30), the value of Q* > 0,
means that the model has predictive
relevance. Conversely, the Q value? <0,
means that the model lacks predictive
relevance.

Hypothesis Testing
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Figure 1. Structural Model Analysis
Results
In Figure 1 and Table 11, the test
results show that environmental factors

have a negative and insignificant
relationship with MSME performance.
The path coefficient value is -0.161, the
standard deviation value is 0.133, and
the significance value is 0.113, so Hj is
rejected, which means that
environmental factors do not affect the
performance of MSMEs. Business
strategy has a positive and significant
relationship with MSME performance.

The coefficient value is 0.261, the
standard deviation value is 0.068, and
the significance value is 0.000, then H»
is accepted, which means that business
strategy affects the performance of
MSMEs. Digital literacy has a positive
and significant relationship with MSME
performance. The path coefficient value
is 0.222, the standard deviation value is
0.069, and the significance value is
0.001, then Hs is accepted, which means
that  digital literacy affects the
performance of MSMEs. Digital skills
have a positive and significant
relationship with MSME performance.
The path coefficient value is 0.243, the
standard deviation value is 0.096, and
the significance value is 0.006, then Hy4
is accepted, which means that digital
skills affect the performance of
MSME:s.

Discussion
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Source: Primary data obtained through
smartpls, 2024

Table 11. Direct Effect

Path Standard

foe) T-Statistic ~ P-value
Deviation

Ket

Environmental
Factors -> MSME
Performance

-0,161 0,133 1,214 0,113 Rejected

Digital ~ Skills ->

MSME Performance 0,243

0,096 2,536 0,006 Accepted

Digital Literacy ->

MSME Performance 0,222

0,069 3212 0,001 Accepted

Business Strategy ->

MSME Performance 0,261

0,068 3,826 0,000 Accepted

Source: Primary data processed, 2024

The Effect of Environmental Factors
on MSME Performance

The first hypothesis (Hi ) is
rejected because the results of the study
explain that environmental factors have
a negative and insignificant relationship
with MSME performance, meaning that
environmental factors have no impact
on MSME performance. This result is
not in accordance with the Dynamic
Capability View (DCV) theory which
states that organizations are seen as
adaptive systems and are able to adapt
to environmental changes (Teng et al.,
2022). (Teng et al., 2022).. MSMESs that
have poor adaptability cannot keep up
with  changes in the external
environment that occur so quickly. This
is in accordance with the statement
Sentiago & Hidayatulloh (2019) which
explains that the high level of extreme
environmental change if the adaptability
of an organization is too weak, it will
result in the results of their business
performance  which  continues to
deteriorate.

The Effect of Business Strategy on
MSME Performance

The second hypothesis (Hz ) is
accepted because the research results
explain that business strategy has a
positive and significant relationship
with MSME performance, meaning that
business strategy has an impact on
MSME performance. These results are
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in line with the Dynamic Capability
View (DCV) theory (Teng et al., 2022)
where MSME players who have the
ability to do something unique in
product development can show that
these MSMEs have succeeded in
achieving strategic advantage. This is in
line with the statement (Armiani et al.,
2021) that continuous innovation,
operational efficiency, and adaptation to
market changes can help achieve
financial goals and also ensure the
sustainability and growth of MSMEs in
a dynamic environment.

The Effect of Digital Literacy on
MSME Performance

The third hypothesis (Hsz ) is
accepted because the results explain that
digital literacy has a positive and
significant relationship with MSME
performance, meaning that digital
literacy has an impact on MSME
performance. This result is relevant to
the Resource Based View (RBV) theory
where MSME players who have high
digital literacy are better able to survive,
so that they can improve their business
performance to achieve competitive
success. (Bintariningtyas et al., 2021)..
This is in accordance with the statement
(Firmansyah et al.,, 2022) that by
utilizing digital literacy, MSMEs can
improve operational efficiency, access
wider information and resources, and
expand their market networks.

The Effect of Digital Skills on MSME
Performance

The fourth hypothesis (Hs ) is
accepted because the research results
explain that digital skills have a positive
and significant relationship with MSME
performance, meaning that digital skills
have an impact on MSME performance.
This result is in line with the Resource
Based View (RBV) theory where
MSME players need to develop their
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digital skills because all business
activities can be carried out
automatically through digital media,
which in turn can make business
performance more effective and
efficient. (Teng et al., 2022).. This is in
line with the statement (Kusumawati &
Saputri, 2023) that MSMEs that have
good digital skills can continue to
innovate and adapt to change, which is
important for sustainability and growth
in the dynamism of the business
environment.

CONCLUSIONS

The results of the research and
discussion in this study can be
concluded that business strategy, digital
literacy, and digital skills have an
influence on the performance of
MSMEs. Meanwhile, environmental
factors have no influence on the
performance of = MSMEs.  The
implication of this research is the
importance of adaptability for MSMEs
to maintain their business performance
in a dynamic environment. MSMEs
need to focus on product innovation
development strategies and improving
operational efficiency towards the
market to achieve long-term success.
Increased digital literacy can help
MSMEs to understand the various
information available on various digital
media sources. MSMEs with good
digital skills are better able to innovate
in the business environment, making
them more likely to achieve long-term
sustainability and growth.

Limitations

This study has limitations, namely
time limitations, where researchers only
have a certain period of time to collect
data, this can affect the amount of data
that can be collected and sample
limitations, samples that are too small
and only taken from limited geographic
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locations may not be sufficient to
provide significant results.

Advice

Suggestions can be made for the
Sidoarjo Regency Government, for
environmental factors, it is advisable to
ensure adequate internet access so that
MSMEs are able to respond to the
market quickly. For business strategies,
it is recommended to provide assistance
in formulating effective business
strategies. For digital literacy, it is
recommended to provide educational
programs such as the use of digital
media to improve the digital literacy of
MSME players. For digital skills, it is
suggested to work with educational
institutions and organizations to develop
digital skills training programs that suit
the needs of MSME:s.

For all Sidoarjo Regency MSME
owners, for environmental factors, it is
recommended to remain proactive in
order to maintain their adaptability. For
business strategies, it is recommended
to strengthen commitment to the
development  of  the  strategies
implemented. For digital literacy, it is
recommended to increase awareness of
the importance of literacy. For digital
skills, it is recommended to identify
digital skills needs by using technology
from all aspects.

For future researchers, it is
recommended to conduct research not
only in Sidoarjo Regency so that the
sample size is larger, this needs to be
done to get more generalizable results
and extend the period span in the study
so that the results obtained become
more qualified.
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