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Abstract: This study aims to analyze traditional food strategies in facing competition with 
foreign foods using Dynamic Capability Theory, with product innovation as a mediating 
variable in Micro, Small, and Medium Enterprises (MSMEs) culinary in Bekasi City. The 
research uses a quantitative approach with a survey design, where data is obtained through the 
distribution of questionnaires to culinary MSME actors in Bekasi City who were selected due 
to the rapid growth of the culinary sector. Data analysis was carried out using the Structural 
Equation Modeling (PLS-SEM) method, including validity, reliability, and path analysis tests 
to test the direct and indirect relationships between variables. The results of the study show that 
Digital Transformation and Knowledge Management as dynamic capabilities have a positive 
and significant effect on the business performance of culinary MSMEs. Product innovation acts 
as a mediator that strengthens the influence of these two variables on business performance, 
thereby increasing the competitiveness of traditional foods in the face of foreign food. 
Theoretically, this study strengthens the application of Dynamic Capability Theory in 
explaining the ability of culinary MSMEs to sense, capture, and reconfigure to maintain a 
competitive advantage. This study has a limited scope that only focuses on Bekasi City, so the 
results cannot be fully generalized to other regions, as well as limitations of secondary data that 
can affect the depth of analysis. However, this research makes an original contribution by 
integrating Digital Transformation and knowledge management within the framework of 
Dynamic Capability Theory with product innovation as a strategic mechanism, while 
highlighting efforts to revitalize traditional cuisine as a strategy to deal with the dominance of 
foreign food in the era of globalization. 

 
Keywords: Dynamic Capability Theory, Digital Transformation, Knowledge Management, 
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INTRODUCTION 
Micro, Small, and Medium Enterprises (MSMEs) are an important pillar of the 

Indonesian economy with significant contributions to GDP and national labor absorption 
(Ariyanti, 2023; Sasongko, 2020). The resilience of MSMEs in facing various crises, including 
the Covid-19 pandemic, shows their ability to adapt through Digital Transformation and the 
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use of e-commerce (Amartha, 2024). This strategic role is also reflected in the culinary sector 
which is one of the most dynamic MSME subsectors in various regions, including Bekasi City. 

The growth of culinary MSMEs in Bekasi City during the 2020–2024 period shows an 
increase in both traditional and foreign foods (Dinkop City Bekasi, 2024). However, data from 
BPS Bekasi City (2024) shows that foreign food grows faster (29.98%) than traditional food 
(9.98%). Traditional food develops through nostalgic factors, cultural identity, packaging 
innovation, and sales digitalization such as the use of GoFood and ShopeeFood platforms 
(Renko & Buvcar, 2014). In contrast, foreign food is experiencing rapid expansion due to the 
influence of global trends, the preferences of the younger generation, conceptual innovations 
such as grab-and-go and fusion food, and the use of technology including AI-based recipes 
(Ali, 2025). This condition shows that there is increasingly fierce competition and demands 
traditional culinary MSMEs in Bekasi to strengthen adaptive strategies to remain competitive. 

The phenomenon of competition between traditional food and foreign food shows that 
there are real challenges for culinary MSMEs in Bekasi. Practically, MSME actors still face 
limitations in the use of Digital Transformation, low Knowledge Management such as recipe 
documentation and innovation, lack of new product development, and stagnation of business 
performance due to competition with foreign products. Theoretically, previous research has 
shown inconsistent results related to the influence of Digital Transformation and Knowledge 
Management on business performance, as well as limited research that places product 
innovation as a mediating variable in this relationship, especially in the culinary MSME sector. 

Based on these gaps, this research provides practical and policy contributions to the 
development of culinary MSMEs, especially through the optimization of Digital 
Transformation and knowledge management to improve product innovation and business 
performance. Theoretically, this study expands the application of Dynamic Capability Theory 
(DCT) by testing its relevance in the context of traditional culinary MSMEs, thereby enriching 
the understanding of how sensing, seizing, and reconfiguring mechanisms are implemented in 
local culture-based sectors facing globalization pressures. 

Dynamic Capability Theory (DCT) is the basis of this research because it explains the 
ability of companies to integrate and reconfigure competencies to deal with changing business 
environments (Teece et al., 1997). In the context of Bekasi culinary MSMEs, DCT is relevant 
to understand shifting consumer preferences due to globalization and digital trends. In contrast 
to static Resource-Based View (RBV), DCT emphasizes dynamic adaptation through sensing, 
recap, and reconfiguration processes (Teece, 2023)), thus providing a comprehensive 
theoretical framework for MSMEs to survive and thrive through internal innovation without 
relying entirely on external factors. 

In this study, the concept of sensing is realized through  the Digital Transformation 
variable that integrates digital technology (Ellström et al., 2022) such as e-commerce, social 
media, and data analysis to improve business efficiency and competitiveness. The reseizing 
process is concerned with the organization's ability to take advantage of opportunities through 
flexible structures, collaborations, and systems that support innovation (Wilden & Gudergan, 
2009) Meanwhile, the reconfiguration/transformation process emphasizes the rearrangement 
of organizational assets and capabilities through decentralization of decision-making and 
effective resource management (Girod & Whittington, 2017) In addition,  Knowledge 
Management plays an important role in managing and utilizing internal and external knowledge 
to increase innovation and strategic decision-making (Hafiz et al., 2025), especially for 
MSMEs that have limited access to information and technology. 

Dynamic Capability Theory (DCT) explains that sustainable competitive advantage is 
built through three main processes, namely sensing, seizing, and reconfiguring (Teece et al., 
1997). In the context of this research, Digital Transformation represents sensing capabilities, 
because through the use of e-commerce, social media, and data analytics, MSMEs are able to 
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detect changes in consumer preferences, foreign food trends, and new market opportunities 
more quickly and accurately. This ability allows traditional culinary MSME actors in Bekasi 
City to read the dynamics of competition and identify innovation needs. 

Furthermore, Knowledge Management plays a role as a seizing capability, which is the 
ability of the organization to take advantage of opportunities that have been identified through 
the management, integration, and utilization of internal and external knowledge. The practice 
of recipe documentation, organizational learning, and business experience sharing allows 
MSMEs to turn market information into strategic decisions and value-added product 
development. 

The product innovation reflects the reconfiguration process, namely the ability to 
recombine resources, update recipes, modify packaging, and adjust the presentation model to 
be more relevant to market trends without losing traditional identity. This reconfiguration 
process ultimately has an impact on business performance, which is reflected in increased sales, 
customer satisfaction, and the competitiveness of traditional culinary MSMEs. 

Thus, the integration of Digital Transformation, Knowledge Management, and product 
innovation in this study is not only a causal relationship between variables, but conceptually 
represents the operational mechanism of Dynamic Capability Theory in the context of 
traditional culinary MSMEs facing the pressure of globalization and foreign food expansion. 

This research also places product innovation as a mediating variable that links internal 
capabilities to improved business performance. Product innovation includes the development 
or improvement of products to meet market needs and increase competitiveness through added 
value for customers (Azhari & Ali, 2024). Meanwhile, Business Performance is defined as 
business performance that contributes to economic growth, productivity, and organizational 
competitiveness (Grifell-Tatjé & Lovell, 2015). Thus, the integration of Digital 
Transformation, knowledge management, and product innovation within the framework of  
Dynamic Capability Theory is expected to be able to improve the performance of MSMEs in a 
sustainable manner. 

Although various previous studies have examined the influence of Digital 
Transformation on the performance of MSMEs and the role of Knowledge Management in 
improving innovation and organizational performance, most of these studies are still conducted 
separately and have not integrated the two variables simultaneously in a single complete 
conceptual framework. In addition, previous research generally has not placed product 
innovation as a mediating variable that bridges the relationship between Digital Transformation 
and Knowledge Management to business performance, especially in the context of traditional 
culinary MSMEs. Furthermore, studies that explicitly use Dynamic Capability Theory (DCT) 
to explain the mechanism of sensing, seizing, and reconfiguring through the integration of 
Digital Transformation and Knowledge Management in improving the performance of MSMEs 
are still limited. Therefore, this study fills the gap by simultaneously testing Digital 
Transformation and Knowledge Management within the framework of DCT, with product 
innovation as a mediator, in traditional culinary MSMEs in Bekasi City. 
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Source : Data processed, 2026 

Figure 1. Conceptual Framework 
 

Recent research has explored the influence of digital technology on the performance of 
MSMEs. Meanwhile (Riawan et al., 2023) noted that digital technology has a positive impact 
on agility strategies, which in turn improves performance. Research (Pradana et al., 2024) 
shows that Digital Transformation has a significant impact on the performance of MSMEs in 
Indonesia. 
H1: There is a Digital Transformation that has a positive effect on Business Performance. 

 
Research from Gholami et al. (2013) Knowledge Management Practice directly affects 

the performance of small and medium business organizations. Knowledge Management has a 
positive and significant influence on the performance of MSMEs (Apriliadi & Adman, 2019). 
H2 : Knowledge Management has a positive effect on Business Performance. 

 
According to Almaazmi et al. (2020) Digital  Transformation has a significant impact on 

product innovation, according to Mo (2024) that Digital Transformation has a positive impact 
on product innovation through the mediating role of business model innovation and the role of 
knowledge sharing moderation. 
H3 : Digital Transformation has a positive effect on Product Innovation. 

 
According to Bhardwaj (2019), Knowledge Management, including the creation and 

dissemination of intelligence, facilitates new product innovation in intrapreneurial companies. 
According to Siregar et al. (2019), Knowledge Management has an important role in driving 
innovation, including product innovation. 
H4 : Knowledge Management has a positive effect on Product Innovation. 
 

The results of research from Hadi, (2023a) show that product innovation has a positive 
effect on the performance of MSMEs, the results of this research by Dari & Isfianadewi (2020)  
prove that product innovation has a positive and significant effect on company performance. 
H5 : Product Innovation has a positive effect on Business Performance. 
 

According to (Merín-Rodrigáñez et al., 2024), Business model innovation mediates a 
positive relationship between Digital Transformation and company performance in innovative 
MSMEs. According to (Al-Ayed et al., 2023), Digital Transformation has a positive impact on 
organizational performance through the role of innovation mediators. 
H6 : Digital Transformation has a positive effect on Business Performance through the 
mediation of Product Innovation. 
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According to Turulja & Bajgorić (2018), the acquisition and application of knowledge 
indirectly improves business performance through product and process innovation. According 
to Byukusenge et al. (2016), Innovation fully mediates the relationship between Knowledge 
Management and business performance for MSMEs in Rwanda. 
H7 : Knowledge Management has a positive effect on Business Performance through the 
mediation of Product Innovation 

 
METHOD 

The validity test in this study was carried out by evaluating the outer loading value of 
each indicator. Referring to Hair et al. (2017), a loading factor value of 0.70 indicates strong 
convergent validity. However, in model-based research in the context of heterogeneous 
MSMEs, a loading value between 0.60–0.70 is still acceptable as long as the Average Variance 
Extracted (AVE) value and the reliability of the construct meet the required criteria. The test 
results showed that all indicators had a loading factor value of ≥ 0.70, so they met the criteria 
of strong convergent validity according to the recommendations of Hair et al., (2017).  

 
 

Source : data processed 2026 
Figure 2 Research Model 

 
The convergent validity was also evaluated using the Average Variance Extracted (AVE) 

value presented in Table 1. All constructs have an AVE value above 0.50, so they meet the 
criteria for convergent validity (Hair et al., 2017). Furthermore, the validity of the discriminant 
was tested using the Heterotrait-Monotrait Ratio (HTMT) method as shown in Table 1. The 
results of the analysis showed that all variables had an AVE value above 0.50, namely Business 
Performance (0.63), Digital Transformation (0.59), Knowledge Management (0.55), and 
Product Innovation (0.61), thus meeting the criteria for convergent validity. 

Furthermore, the validity of the discriminant was tested using the Heterotrait–Monotrait 
Ratio (HTMT) method. HTMT values smaller than 0.90 indicate that the constructs in the 
model have adequate discrimination (Hair et al., 2017). The test results showed that all HTMT 
values between variables were below the limit of 0.90, so it can be concluded that each 
construct has good discriminant validity and there is no conceptual multicollinearity problem 
in the research model.  
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Table 1. Discriminant Validity (HTMT) 
Variabel BP DT KM PI 

Business Performance (BP) —       

Digital Transformation (DT) 0.74 —     

Knowledge Management (KM) 0.69 0.72 —   

Product Innovation (PI) 0.77 0.70 0.73 — 

Sumber : data diolah 2026 
 

The reliability test is met if the Alpha Cronbach value is ≥ 0.60 and the Composite 
Reliability ≥ 0.70. The test results showed that all variables, namely Business Performance (α 
= 0.851; CR = 0.893), Digital Transformation (α = 0.789; CR = 0.855), Knowledge 
Management (α = 0.730; CR = 0.832), and Product innovation (α = 0.804; CR = 0.865), has a 
value above the set standard. 

 
Table 2. Construct Reliability and Convergent Validity 

Variabel Cronbach Alpha Composite Reliability AVE 

Business Performance 0.851 0.893 0.63 
Digital Transformation 0.789 0.855 0.59 
Knowledge Management 0.730 0.832 0.55 
Product Innovation 0.804 0.865 0.61 

 Source : data processed 2026 
 

Based on these results, it can be concluded that all variables in the research model have 
a good level of validity and reliability, so that the research instrument is declared consistent, 
reliable, and suitable for further analysis. 

The feasibility test of the model in this study uses the Partial Least Squares Structural 
Equation Modeling (PLS-SEM) approach. In contrast to covariance-based SEM, the evaluation 
of the model in PLS-SEM does not focus on the Chi-square value as the main measure of model 
suitability. Therefore, this study focuses on the evaluation of goodness of fit on the 
Standardized Root Mean Square Residual (SRMR) and Normed Fit Index (NFI) values. 

The results of the analysis showed that the SRMR value of 0.078 was below the cut-off 
limit of 0.08, thus indicating that the model had a good level of conformity. The NFI value of 
0.711 indicates a moderate level of model fit and is still acceptable in the context of PLS-SEM-
based social research. 

The d_ULS and d_G values were reported as an additional measure of discrepancy. 
Although d_G values indicate suboptimal results, this indicator is not the main criterion in the 
evaluation of the PLS-SEM model. Therefore, based on SRMR and NFI values, the research 
model can be declared to have an adequate level of feasibility to continue in the evaluation of 
the structural model. 

 
Table 3. Goodness of Fit Test Results 

Test Estimated Model Results 
SRMR < 0.078 Good Fit 
d_ULS 2.309 Good Fit 
d_G 0.729 Poor Fit 
NFI 0.711 Good Fit 

Source : data processed by researchers 2026 
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Based on the provision that at least one fit indicator is sufficient, the research model is 

declared feasible and can be continued to the next stage of analysis. Significance analysis was 
performed through a bootstrapping procedure with 5,000 resamples and a bias-corrected 
confidence interval approach at a significance level of 5%. This method allows for a more 
stable and robust parameter estimation in the PLS-SEM model. 

Evaluation of the structural model using the R-square value showed that the variables 
Digital Transformation, Knowledge Management, and product innovation were able to explain 
Business Performance by 67.2% (strong influence), while Digital Transformation and 
Knowledge Management explained product innovation by 56.1% (medium influence). This 
shows that independent variables have a considerable ability to explain endogenous variables 
in the research model. 

In addition to the R-square value, this study also evaluated the effect size (f²) to determine 
the contribution of each exogenous variable to the endogenous variable. Referring to Hair et 
al. (2017), the f² value of 0.02 is categorized as small, 0.15 medium, and 0.35 large. The results 
of the analysis show that Digital Transformation and Knowledge Management have varied 
contributions to Product Innovation and Business Performance in the small to medium 
categories. These findings suggest that although the relationship between variables is 
statistically significant, the contribution rate of each construct to endogenous variables differs. 

In addition, this study also tested predictive relevance (Q²) using the blindfolding 
procedure. The model is stated to have predictive capabilities if the Q² value is > 0 (Hair et al., 
2017). The test results showed that the Q² value for Product Innovation and Business 
Performance was above zero, so the model had adequate predictive capabilities in explaining 
the phenomenon of traditional culinary MSMEs in Bekasi City. 

 
Table 4. Effect Size (f2)  

Variable Relationships f² Category 

Digital Transformation → Business Performance 0.12 Small 

Knowledge Management → Business Performance 0.08 Small 

Digital Transformation → Product Innovation 0.07 Small 

Knowledge Management → Product Innovation 0.21 Medium 

Product Innovation → Business Performance 0.18 Medium 

 
Table 5. Predictive Relevance (Q2) 

Variable endogenous Q² Remarks 
Product Innovation 0.327 Predictive relevance 
Business Performance 0.412 Predictive relevance 

Source : data processed 2026 
 

With the fulfillment of the R², f², and Q² criteria, the structural model in this study can 
be stated to have adequate explanatory ability and predictive relevance in explaining the 
performance of traditional culinary MSMEs. 

The results of the special indirect effects test showed that the indirect influence through 
product innovation was statistically significant. Digital Transformation → Product innovation 
→ the Business Performance pathway has a coefficient value of 0.053 (T = 2.549; p = 0.011), 
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and Knowledge Management → Product Innovation → Business Performance is 0.102 (T = 
3.054; p = 0.002), and the other pathways are also significant (T = 2.669; p = 0.008). 

 
Table 6. Special Indirect Effect Value 

Variabel Original 
sample (O) 

T 
statistics P values 

Digital_Transformation	->	Product_Innovation	-
>	Business_Performance	 0.053	 2.549	 0.011	

Knowledge_Management	->	Product_Innovation	
->	Business_Performance	 0.102	 3.054	 0.002	

Source : data processed 2026 
 

Thus, product innovation has proven to play an important role in the relationship between 
internal capabilities and MSME business performance. 

 
RESULTS AND DISCUSSION 

This study involved 165 respondents of traditional food MSME actors in Bekasi City, 
with the majority of respondents aged 35–44 years old who have experience and skills in the 
culinary business as well as family economic motivation.  

The results of the hypothesis test showed that all research hypotheses were supported 
because they had a p < value of 0.05, both for direct and indirect influences between variables. 
 

Table 7. Results of Direct and Indirect Influence Hypothesis Test 

Hipotesis Description Forecast nilai-p Conclusion 

H1 
There is a positive influence of Digital 
Transformation on Business 
Performance 

0.257 0.000 Supported 

H2 
There is a positive influence of 
Knowledge Management on Business 
Performance 

0.195 0.012 Supported 

H3 There is a positive influence of Digital 
Transformation on Product innovation 

0.183 0.002 Supported 

H4 
There is a positive influence of 
Knowledge Management on Product 
innovation 

0.353 0.000 Supported 

H5 There is a positive influence of Product 
innovation on Business Performance 

0.288 0.000 Supported 

H6 

There is a positive influence of Digital 
Transformation on Business 
Performance mediated by Product 
innovation 

0.053 0.011 Supported 

H7 

There is a positive influence of 
Knowledge Management on Business 
Performance mediated by Product 
innovation 

0.102 0.002 Supported 

Source : data processed 2026 
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The path coefficients on H6 and H7 show that product innovation mediates the 
relationship between Digital Transformation and Knowledge Management and Business 
Performance, with indirect influence values of 0.053 and 0.102. 

The results of this study not only show the significance of the relationship between 
variables, but also provide empirical validation of the Dynamic Capability Theory (DCT) 
mechanism. Digital Transformation in the context of traditional culinary MSMEs plays a role 
as sensing capability, which is the ability to detect changes in the business environment quickly 
and accurately. Through the use of e-commerce, social media, and market analytics, MSME 
actors are able to identify shifts in consumer preferences towards foreign foods, modern 
packaging trends, and the consumption patterns of the younger generation. Thus, Digital 
Transformation is not just an operational tool, but a strategic mechanism to read market 
opportunities and threats in real-time. 

Meanwhile, Knowledge Management in this study reflects more of the function of 
reconfiguring capability. After opportunities and threats are identified through the sensing 
process, MSMEs need to reorganize their internal resources. The practice of recipe 
documentation, business experience sharing, organizational learning, and external knowledge 
integration allows business actors to make product updates, adjust marketing strategies, and 
improve operational processes. This process is a form of reconfiguring assets and internal 
competencies to remain relevant to changing market dynamics. 

Product innovation in this model serves as a concrete manifestation of the reconfiguration 
process. When Digital Transformation allows MSMEs to read market trends (sensing) and 
Knowledge Management allows strategic information processing and integration, product 
innovation becomes the actual result of the combination of these two capabilities. Therefore, 
the mediating role of product innovation shows that the competitive advantage of MSMEs is 
not formed instantly, but through a dynamic process involving opportunity detection, 
knowledge processing, and resource restructuring. 

These findings reinforce the argument that in traditional culinary sectors facing the 
pressures of globalization and the expansion of foreign foods, success is not only determined 
by the ownership of resources, but by the ability to dynamically adapt and reconfigure those 
resources. Thus, the results of this study provide empirical support for the implementation of 
DCT in the context of MSMEs based on local culture.  

Knowledge Management also has a positive effect on Business Performance and product 
innovation, although its application is still not optimal, especially in technology exploration 
and strategic knowledge utilization. A culture of knowledge sharing, organizational learning, 
and internal resource management are important factors in improving innovation and 
performance of MSMEs. In addition, product innovation has been shown to have a positive 
effect on Business Performance by increasing customer satisfaction, product diversification, 
and market expansion.  

In addition to direct influence, research also shows that product innovation plays a 
significant mediator in the relationship between Digital Transformation and Knowledge 
Management on business performance. Based on the results of the path analysis, both direct 
and indirect influences on both mediation relationships were proven to be significant. 
Therefore, product innovation is classified as partial mediation in the relationship between 
Digital Transformation and Knowledge Management to business performance. This shows that 
Digital Transformation and Knowledge Management continue to have a direct influence on 
business performance, while product innovation plays a role in strengthening these 
relationships. 

Digital Transformation and Knowledge Management drive product innovation, such as 
packaging innovation and recipe development, which strengthens the competitive position of 
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traditional culinary MSMEs. These findings confirm that strengthening internal capabilities is 
a key adaptive strategy in responding to market changes without losing local identity. 

Practically, the findings of this study provide strategic direction for traditional culinary 
MSMEs in dealing with the expansion of foreign food in Bekasi City. Business actors need to 
utilize Digital Transformation not only as a means of promotion, but as a tool to monitor market 
trends, analyze consumer preferences, and evaluate customer responses on an ongoing basis. 
In addition, strengthening Knowledge Management through recipe documentation, 
standardization of production processes, and experience sharing forums between MSME actors 
can accelerate the adaptation of product innovation without eliminating traditional identities. 
MSMEs are also advised to develop differentiation based on local cultural values, such as 
product storytelling, halal certification and food safety, as well as modern packaging 
innovations that maintain the authenticity of taste. With this approach, traditional culinary 
MSMEs are not only able to survive foreign food competition, but also create unique 
positioning that is difficult for global trend-based products to replicate. 

 
CONCLUSION 

This research resulted in three main findings. First, Digital Transformation and 
Knowledge Management have proven to have a positive effect on the business performance of 
traditional culinary MSMEs, showing that technology-based and knowledge-based internal 
capabilities are strategic factors in facing foreign food competition. Second, these two 
capabilities also encourage product innovation as a form of adaptation to changing consumer 
preferences and market dynamics. Third, product innovation acts as a partial mediator that 
strengthens the relationship between Digital Transformation, Knowledge Management, and 
business performance, thus emphasizing the importance of reconfiguring mechanisms within 
the framework of Dynamic Capability Theory (DCT). 

This study has limitations in the scope of the area that only includes traditional culinary 
MSMEs in Bekasi City, so the generalization of findings to other regions needs to be done 
carefully. In addition, the use of survey methods with a cross-sectional approach has the 
potential to cause a bias in respondents' perceptions and has not been able to capture the 
dynamics of longitudinal capability changes. 

Further research is suggested to expand the scope of the region and use a longitudinal 
design to observe the development of dynamic capabilities in more depth. In addition, follow-
up studies can test moderation variables such as market orientation or digital marketing 
capabilities to enrich understanding of factors that strengthen or weaken the influence of Digital 
Transformation and Knowledge Management on the performance of MSMEs. 
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