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Abstract

The purpose of this study was to investigate the variables influencing SME entrepreneurs' use of digital
technologies. Data from 375 samples of SME entrepreneurs in the northern area of India were gathered using
questionnaires. The Structural Equation Model (SEM) was used to examine the data. The findings demonstrated
that there were three primary elements to the variables influencing the adoption of digital technology by SMEs:
the technological context, the context of SMEs, and the environment. One of the main elements influencing how
beneficial people think utilizing digital technology is its technological background. The primary element that
influences entrepreneurs' acceptance of digital technology and their perception of its usability is the surrounding
environment. The study's findings can serve as a roadmap for encouraging and supporting Indian SME owners
to embrace digital technology to boost their competitiveness in the market and prepare for the coming era of the
digital economy.

Keywords: Digital technology, Technology adoption, SMEs.

Introduction

Since digital technology has made life and work more efficient, the economic structure has changed into the digital
economy, which offers prospects for expansion and drastically alters corporate procedures, ushering in the fourth
industrial revolution. With the advent of digital technology, the idea of doing business has evolved from mass
manufacturing for cost reduction to customized production or from creating chances for virtual goods and services
in a virtual environment. According to forecasts of the World Economic Forum, the digital economy will account
for almost 70% of the world's gross domestic product (GDP) by 2030. This prediction indicates that digital
technology will continue to have a significant influence on the direction of the world economy. An economy that
utilizes digital technology to boost economic value is known as a "digital economy," which includes producers,
consumers, and governments.

According to an EY survey in 2019, 81% of ASEAN entrepreneurs intend to invest in digital technology-related
factors, and 80% of the sample is working to ensure that organization personnel are trained in the latest
technologies. In contrast, the percentage of entrepreneurs in the region who still invest in fixed assets or traditional
technology has dropped to about 75%. Additionally, the World Manufacturing Production statistics shows that
the use of digital technology by entrepreneurs contributed to a 2.5% rise in productivity in the manufacturing
sector globally in 2023 compared to a 2.3% gain in 2018.

Despite the fact that digital technology may provide businesses a competitive edge, there are still issues and barriers
when it comes to using it in SMEs. Twelve issues have been identified by the Office of Small and Medium
Enterprises Promotion (OSMEP) as the challenges facing India's SMEs. The impediments to manufacturing
technology are one of the main issues or challenges facing SMEs. Productivity, or the efficiency of manufacturing,
is directly impacted by this issue.

In order to create cost leadership—which is the use of technology to reduce costs—the government has a policy
to support and focus on SMEs using digital technology to modify and apply in business operations to create speed
of adjustment and release new products and services to meet customer needs. Examples of this technology-driven
cost reduction include solving overstock problems, reducing production errors, shortening customer delivery
times, and differentiating products and services through application of technology to the business. The Office of
Small and Medium Enterprises Promotion (OSMEP) survey data from 2019 revealed, however, that one of the
shortcomings of India's SMEs is that conventional business owners are unaware of the value and use of digital
technologies. The current business model might not last in the long run. Therefore, one of the key components of
a company's ability to survive in the market is its adoption of digital technology for use in operations. It plays a
significant role in giving Indian SME owners a competitive advantage over their rivals in the market, or at the
very least, in keeping them competitive. Consequently, it is critical to upgrade SMEs through the use of digital
technology, which gives rise to the research question, "What are the factors affecting the adoption of digital
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technology in SMEs?" with the goal of examining these issues.

Literature Review

In the field of technology and innovation management, the Technology Acceptance Model (TAM) is a commonly
used paradigm for technology and innovation that arises, spreads, or is generally accepted and employed in society
(Davis, 1989). The variables influencing India's SMEs' adoption of digital technology were examined in this study
using the Technology Acceptance Model (TAM) (Nurgamarani, Soegiarto & Nurlaeli, 2021). The study of
variables that affect how new goods, innovations, technologies, and so forth are adopted and used is the foundation
of the Technology Acceptance Model (TAM).

The term "external variables™ describes the impact of several external factors on the perceived utility (PU) and
perceived ease of use (PEOU) of innovations, information technology, and other related technologies. If these
views are true, it will influence attitudes about adopting technology and ultimately lead to the acceptance of
innovations, information technology, or technology (King & He, 2006). The perceived utility and ease of use of
breakthroughs in technology, information technology, and other fields are influenced by several external factors.
The Technology-Organization-Environment (TOE) paradigm developed by Tornatzky and Fleisher, which
outlined the elements of technology adoption or the processes involved in making adoption decisions, was also
employed in this study. Technology, organization, and environment are the three primary parts (Tornatzky &
Fleisher, 1990; Chong & Olesen, 2017). These three elements are regarded as exogenous variables that impact the
perceived utility of technology, information technology, or innovation, as well as the perceived usability of
technology, information technology, or innovation that prompts SME entrepreneurs in India to adopt digital
technology. A summary of the conceptual framework is provided in Figure 1.
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Figure 1: Research Model

Methodology

The study's methodology may be broken down into the following four primary steps:

e On the basis of literature review of two theories were utilized in this investigation comprises the
Technology-Organization-Environment concept for research model development and the Technology
Adoption Theory Model (TAM).

o  After reviewing several relevant papers and speaking with subject-matter experts, the questionnaire was
developed and revised. The questionnaire was made up entirely of closed-ended questions. the process of
designing research instruments or questionnaires by incorporating elements from the conceptual framework
and research modeling procedure.
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o C. Data Gathering and Analysis: This research is quantitative in nature. The population was made up of SME
owners in India who were chosen at random using a sampling technique. 375 SME entrepreneurs from
northern India who took part in the Small Entrepreneur Upgrading Project using Digital Technology in 2024
are included in the demographic. Using Maximum Likelihood, the sample size was established in accordance
with Lindeman, Merenda, and Gold's (1980) guidelines. The information gathered from the distribution of
the questionnaire was used to assess the study results. In order to have a more comprehensible combination
and structural equation modeling (SEM) analysis, variables were grouped and existing variables were
increased or decreased using exploratory factor analysis (EFA).

e  Conclusion: The study findings were compiled and drawn after the data were examined.

Results and Discussion

A correlation test called exploratory factor analysis (EFA) determines how many groupings of factors that
represent latent variables may be formed from observable data. The Kaiser-Meyer-Olkin Measure of Sampling
Adequacy, or KMO, was one of the criteria utilized in the study to demonstrate the applicability of the data. The
resultant number needs to be at least.5. (2) The Whole Variance Confirmation of the extent to which a component
may characterize the data is explained. A value that indicates how variables should be distributed across the
composition is the Rotated Component Matrix (3). The resultant value cannot be less than.5.

Every value that was received complied with the given requirements. It may be concluded that the information
was usable. Seven components made up the analysis results: 1) Context of technology; 2) Context of company
SMEs; 3) Context of the environment; 4) Perception of utility; 5) Perception of ease of use; and 7) Adoption to
Use. Every component met the requirements of the Exploratory Factor Analysis (EFA). Table 1 presents the data.

Table 1: Results of EFA analysis

Factor KMO (>0.5) Approx. Total Variance | df | Sig.
Chi-Square Explained (>65)

Technological Context 618 3647.15 73.065 55 | .000
SMEs context .684 2614.640 85.315 28 .000
Environmental Context .654 4469.147 90.879 28 .000
Perceived Usefulness 762 923.196 71.547 6 .000
Perceived ease of use 773 2509.316 81.672 6 .000
Digital Technology Adoption .780 847.388 69.422 6 .000

The resulting factors were used in the Structural Equation Model (SEM), a statistical analysis type, after the use
of the exploratory component analysis. In order to create consistency with the studied model, it was utilized to
verify the research hypothesis, demonstrate the relationship in the form of path analysis, and evaluate the
relationship between latent variables and observed variables, both directly and indirectly, by using exploratory
component analysis to examine the relationship between variables.

The Goodness-of-fit, a model indicator designed to be consistent and relevant to the study's environment, shows
the model's appropriateness analysis. It has to have a range of values so that the model fits correctly. The
requirements are that the p-value must be.05 (*),.01 (**), and.001 (***), and the CMIN/df must be less than 2
(Ozlem et al., 2017), GFI is larger than.9 (Zhengwei et al., 2017), AGFI must be greater than.9 (Yildirim et al.,
2017), and RMSEA must be less than.05 (Kwon and Shin, 2016). As seen in Table 2, the coherence of the models
was evaluated by modifying the statistical values to match between a theoretical model and an empirical model
(Tathem et al., 2006).

Table 2: Goodness-of-fit-indices and measure

Measurement indices | Recommended value | Value

CMIN/df <2 1.953 (acceptable)
GFI >09 0.921 (acceptable)
AGFI >09 0.964 (acceptable)
RMSEA < 0.05 0.038 (acceptable)

The model was then examined using the structural equation modeling method to test the model's hypothesis, which
was ascertained from the Regression Weights table by taking into account the Standardize Regression Weights of
less than 1.00 and the P-Value at the significance level of.001 (***). Table 3 illustrates the link between the
variables through the results of the model adjustment using an advanced statistical tool.
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Table 3: Results of EFA analysis

Parameter Standardized Sig.
PU <--- Technological Context 458 il
PEOU <--- Technological Context .269 ookl
PU <--- SMEs Context .340 *x
PEOU <--- SMEs Context .269 Foxx
PU <--- Environmental Context 142 Foxx
PEOU <--- Environmental Context .355 *x
PU <--- PEOU 509 Foxx
Digital Technology Adoption ~ <--- PU 247 faladed
Digital Technology Adoption ~ <--- PEOU 492 foiaial

Note: ***>.001, **>0.1, * >.05

An analytical method for examining the causal link between independent and dependent variables is path analysis.
The following succinctly describes the link between latent and observable variables: 1) Together, perceived utility
and perceived ease of use had an impact on digital technology adoption of 31% (R2 = 30.59), with perceived
utility having the greatest coefficient (.492***) and perceived ease of use having the second-highest coefficient
(.247***). 2) The combined effects of the technological, SME, and environmental contexts influence the
perceived usefulness by 51% (R2 =51.40). 3) The combined impact of the technological, SME, and environmental
contexts on perceived ease of use is 39% (R2 = 39.10). The information is displayed in Figure 3.
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Figure 3: Relationship of Digital Technology in SMES

Conclusion and Recommendation

The purpose of this study was to investigate the variables influencing SME entrepreneurs' use of digital
technologies. The statistical analysis's findings demonstrated that, in order to help SMEs recognize the value of
utilizing digital technology, government organizations and the private sector involved in the policy of encouraging
and supporting SMEs' use of digital technology should concentrate on informing and training SMEs on how to
use each type of digital technology that is appropriate for each SMEs. Additionally, in order to raise awareness of
the ease of using digital technology by SMEs and prevent them from viewing it as a burden or an obstacle, the
government should support both in terms of knowledge and skill development, funding access, and ecosystem
development. If both of these are put into practice, it will result in modernizing the existing company with a new
business plan that would improve operations and boost efficiency. Along with raising income and productivity
for businesses, it may also cut expenditures. One possible place to start when adopting it is with 1) the
effectiveness and capabilities of digital technology. It needs to motivate SMEs to acknowledge and appreciate the
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significance of digital technology, which may efficiently assist in problem-solving, save expenses, and boost
productivity and revenue in the corporate world. In order to prevent adding to the burden of entrepreneurs, the
government should also assist in giving such training and information to company owners and assist SMEs in
selecting digital technology that is appropriate for the kind of SMEs and the size of the enterprise. 2) The public
sector should possess the know-how to assist SMEs in their digital transformation by assisting in the analysis of
the issues with the current system and offering guidance on the transfer to the new one. 3) Advocate for the
complete use of digital technologies.Apart from utilizing digital technology, it is important to impart expertise on
data gathering and analysis. Additionally, keeping diverse data in a database for subsequent processing and
analysis in the form of big data analysis is necessary for company planning that caters to consumers' and the
market's demands.
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