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Abstract

Purpose:

This applied research project aims to examine the impact of digital transformation on
business performance, with innovation capability acting as a mediating variable.

Methodology:

A quantitative research approach was adopted using a structured questionnaire distributed
via Google Forms. Data will be analyzed using SPSS.

Findings:
This project prepares the empirical instrument and analytical framework for hypothesis
testing.

Originality & Implication:
The study contributes a practical measurement tool suitable for applied business research.

Keywords:
Digital Transformation, Innovation Capability, Business Performance
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Chapter 1: Introduction
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1.1.Research Background
Organizations across the globe are operating in an environment characterized by
rapid technological advancement, heightened competition, and continuously
evolving customer expectations. The emergence of advanced digital technologies
such as artificial intelligence, cloud computing, big data analytics, and integrated
information systems has fundamentally reshaped how organizations design
processes, deliver value, and compete in both local and international markets. In
this context, digital transformation has moved beyond being a purely
technological initiative and has become a strategic priority that influences
organizational structures, decision-making processes, and overall performance
outcomes. Organizations that fail to adapt to this digital shift risk operational
inefficiencies, reduced competitiveness, and long-term performance decline,
while those that successfully embrace digital transformation may achieve
improved productivity, innovation, and sustainability.
In recent years, digital transformation has gained increasing attention from both
practitioners and academics due to its potential to enhance organizational
capabilities and performance. Digital technologies enable firms to automate
routine processes, improve data-driven decision making, enhance customer
experiences, and foster collaboration across functional boundaries. As
organizations adopt digital platforms and tools, they are better positioned to
respond quickly to market changes, customize offerings, and optimize internal
operations. However, the benefits of digital transformation are not automatic.
Merely investing in digital technologies does not guarantee improved business
performance, as successful transformation requires strategic alignment,
organizational readiness, and the development of complementary capabilities
such as innovation, learning, and adaptability.
Among the capabilities influenced by digital transformation, innovation capability
has been identified as a critical mechanism through which digital initiatives
translate into tangible performance outcomes. Innovation capability refers to an
organization’s ability to develop new products, services, processes, and business
models in response to changing environmental conditions. Digital technologies
support innovation by enabling knowledge sharing, experimentation,
collaboration, and rapid prototyping. As a result, organizations that effectively
leverage digital tools are more likely to generate innovative solutions that
enhance efficiency, customer satisfaction, and competitive advantage.
Consequently, innovation capability is increasingly viewed as a key intermediary
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that explains how digital transformation contributes to improved business
performance.

Despite the growing recognition of the strategic importance of digital
transformation and innovation capability, empirical assessment of these
constructs remains challenging, particularly in applied research contexts. Many
organizations invest heavily in digital initiatives without having standardized
measurement tools to evaluate the extent of digital transformation or its impact on
performance outcomes. Moreover, existing studies often focus on conceptual
discussions or qualitative insights, while fewer applied studies provide validated
quantitative instruments that practitioners and students can use for empirical
analysis. This gap is especially evident in academic settings where applied
research projects require students to translate theoretical relationships into
measurable variables suitable for statistical testing using tools such as SPSS.

The research problem addressed in this study arises from the lack of practical,
standardized instruments for assessing the impact of digital transformation on
business performance through innovation capability. While prior research
suggests that digital transformation enhances organizational performance, the
mechanisms underlying this relationship are not always clearly operationalized in
applied studies. Many organizations struggle to determine whether improvements
in performance are directly attributable to digital initiatives or indirectly driven by
enhanced innovation capability. As a result, there is a need for applied research
that develops and tests measurement tools capable of capturing these relationships
in a systematic and empirically verifiable manner.

In response to this problem, the present applied research project aims to examine
the impact of digital transformation on business performance, with innovation
capability serving as a mediating variable. By operationalizing digital
transformation, innovation capability, and business performance into measurable
constructs, this study seeks to provide empirical evidence that clarifies the nature
of the relationships among these variables. The research builds on the conceptual
foundation established in Final Project 1 and extends it by translating theoretical
constructs into a structured questionnaire suitable for quantitative analysis. This
approach ensures alignment between theory, measurement, and statistical testing,
thereby strengthening the validity and reliability of the research findings.

The significance of this study lies in its contribution to both academic and
practical domains. From an academic perspective, the study provides an applied
framework that demonstrates how abstract concepts such as digital transformation
and innovation capability can be operationalized and empirically tested using
statistical techniques. The development of a structured questionnaire and SPSS-
based analytical framework offers a practical reference for students and
researchers conducting similar applied studies in business and management
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disciplines. By focusing on measurable indicators and validated statistical
procedures, the study enhances methodological rigor and supports evidence-based
conclusions.

From a practical perspective, the findings of this study are expected to offer
valuable insights for managers and decision-makers seeking to evaluate the
effectiveness of digital transformation initiatives within their organizations.
Understanding whether and how digital transformation influences business
performance through innovation capability can help organizations allocate
resources more effectively, design supportive policies, and foster an innovation-
oriented culture. By highlighting the mediating role of innovation capability, the
study emphasizes that digital transformation should be accompanied by
organizational practices that encourage creativity, experimentation, and
continuous improvement in order to achieve superior performance outcomes.

To achieve its objectives, the study adopts a quantitative research approach using
a structured questionnaire administered via an online Google Form. Data
collected from employees working in organizations that have adopted digital
technologies will be analyzed using SPSS. The analysis will include descriptive
statistics to summarize respondent characteristics and variable distributions,
reliability analysis to assess internal consistency of the measurement scales, and
regression analysis to test the proposed hypotheses. This methodological
approach ensures that the relationships among digital transformation, innovation
capability, and business performance are examined systematically and
objectively.

The scope of this study is limited to organizations that have implemented digital
technologies in their operations, with data collected through self-reported
perceptions of employees. While this approach allows for efficient data collection
and statistical analysis, it may be subject to limitations such as response bias and
restricted generalizability. Nevertheless, the applied nature of the study makes it
particularly suitable for academic assessment purposes, as it demonstrates the
complete research process from conceptualization and measurement to data
analysis and interpretation.

In conclusion, this introduction has established the broader context of digital
transformation, highlighted the importance of innovation capability as a
mediating mechanism, and identified the research problem addressed by the
study. By clearly articulating the purpose, significance, and methodological
approach of the research, this chapter provides a strong foundation for the
subsequent chapters. The following chapters will review relevant literature,
describe the research methodology in detail, and present empirical findings that
contribute to a deeper understanding of how digital transformation influences
business performance through innovation capability in an applied research setting.
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1.2.Research Problem

In recent years, digital transformation has emerged as a critical strategic priority for
organizations seeking to enhance competitiveness and improve business performance.
While substantial investments are being made in digital technologies, many organizations
remain uncertain about the actual impact of these initiatives on performance outcomes.
Existing research suggests a positive relationship between digital transformation and
business performance; however, the mechanisms through which this relationship operates
are not yet fully understood. In particular, the role of organizational innovation capability
as an explanatory factor remains underexplored in applied quantitative research. As a
result, there is a need to clearly identify both theoretical and practical gaps that justify
further investigation into this area.

1.2.1. Theoretical Gaps
From a theoretical perspective, prior studies on digital transformation have largely

focused on its direct effects on organizational performance, often treating digital
transformation as a standalone technological construct. Many studies emphasize
conceptual discussions or case-based insights, while fewer provide empirically tested
models that explain how digital transformation translates into improved business
performance. Although innovation capability has been acknowledged in the literature as a
critical organizational resource, its mediating role between digital transformation and
business performance has not been sufficiently validated through quantitative models.
Furthermore, inconsistencies in construct definitions and measurement approaches have
resulted in fragmented findings, limiting the development of a cohesive theoretical
framework that integrates digital transformation, innovation capability, and business

performance within a single model.
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1.3.Practical Gaps
At the practical level, organizations face significant challenges in assessing the

effectiveness of digital transformation initiatives. Despite extensive investments in digital
tools and platforms, many firms lack standardized and reliable instruments to evaluate
whether such initiatives lead to meaningful performance improvements. Managers often
rely on intuition or isolated performance indicators rather than comprehensive, data-
driven evaluations. In addition, limited empirical guidance exists on how innovation
capability can be developed and leveraged as a strategic outcome of digital
transformation. This practical gap is particularly evident in applied research contexts,
where decision-makers and practitioners require actionable insights supported by
empirical evidence. Consequently, organizations need practical measurement frameworks
that allow them to assess digital transformation outcomes and understand the role of
innovation capability in driving business performance.

Based on the identified theoretical and practical gaps, this study seeks to address the
following main research question:

Does digital transformation significantly influence business performance through the

mediating role of innovation capability?

1.4.Research Significance
The significance of this study lies in its contribution to both theoretical development and

practical application within the field of business and management research. By examining
the relationships among digital transformation, innovation capability, and business
performance, the study provides value to scholars, practitioners, and decision-makers
seeking to better understand the strategic implications of digital initiatives.
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1.4.1. At the theoretical level
At the theoretical level, this study contributes to the existing body of knowledge by

integrating digital transformation and innovation capability within a single empirical
framework. By empirically testing the mediating role of innovation capability, the study
extends prior research that has predominantly focused on direct relationships. The
findings are expected to clarify the mechanisms through which digital transformation
influences business performance, thereby strengthening theoretical explanations and
reducing inconsistencies in previous studies. Additionally, the operationalization of key
constructs using measurable indicators enhances methodological rigor and provides a
validated reference model for future academic research, particularly in applied and

guantitative studies

1.4.2. At the practical level
From a practical standpoint, the study offers valuable insights for managers and

organizations aiming to maximize the returns on digital transformation investments. By
demonstrating the importance of innovation capability as a mediating factor, the research
highlights that technological adoption alone is insufficient to achieve superior
performance. Instead, organizations must actively develop innovation-oriented practices
and capabilities to fully realize the benefits of digital transformation. The structured
measurement tool and empirical findings can assist managers in evaluating digital
initiatives, guiding strategic decision-making, and designing policies that foster
innovation and performance improvement. Moreover, the study provides a practical
framework that can be applied across different organizational contexts, making it relevant

for both practitioners and policymakers.
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1.5.Research Questions
This study seeks to examine the relationships among digital transformation, innovation
capability, and business performance within organizations that have adopted digital
technologies. Based on the identified research problem and gaps in the literature, the
study is guided by the following research questions:

RQ1: Does digital transformation have a significant effect on business performance?
RQ2: Does digital transformation significantly influence innovation capability?
RQ3: Does innovation capability have a significant effect on business performance?

RQ4: Does innovation capability mediate the relationship between digital transformation
and business performance?

1.6.Research Objectives
The main objective of this study is to empirically investigate the impact of digital
transformation on business performance, with innovation capability serving as a
mediating variable. To achieve this purpose, the study aims to accomplish the following
specific objectives:
To measure the level of digital transformation within organizations that have adopted
digital technologies.
To examine the effect of digital transformation on business performance.
To analyze the impact of digital transformation on innovation capability.
To assess the effect of innovation capability on business performance.

To determine whether innovation capability mediates the relationship between digital
transformation and business performance.

1.7.Research Hypotheses
Based on the research objectives and the relationships proposed in the conceptual
framework, the following hypotheses are formulated for empirical testing:
H1: Digital transformation has a positive and significant effect on business performance.
H2: Digital transformation has a positive and significant effect on innovation capability.
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H3: Innovation capability has a positive and significant effect on business performance.

H4: Innovation capability mediates the relationship between digital transformation and
business performance.

1.8.Research Model

The research model of this study is developed based on the proposed hypotheses and the
theoretical relationships identified in the literature. The model assumes that digital
transformation acts as the independent variable influencing business performance, which
is the dependent variable. Innovation capability is positioned as a mediating variable that
explains the mechanism through which digital transformation affects business
performance. The conceptual model illustrates a direct relationship between digital
transformation and business performance, as well as an indirect relationship through
innovation capability. This model provides a clear framework for empirical testing using
regression-based mediation analysis in SPSS.

Digital Transformation — Innovation Capability — Business Performance

1.9.Scope of The Study

The scope of this study is confined to examining the impact of digital transformation on
business performance through innovation capability within organizations that have
implemented digital technologies. The study focuses on employees’ perceptions of digital
transformation practices, innovation capability, and performance outcomes. Data are
collected using a structured questionnaire distributed online via Google Forms. The
analysis is limited to quantitative techniques, including descriptive statistics, reliability
analysis, and regression analysis using SPSS. Due to time and accessibility constraints,
the study employs a convenience sampling technique, and the findings are applicable
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within the context of the selected sample rather than being generalized to all
organizations.

1.10. The Project Structure
This project is organized into four main chapters. Chapter One presents the introduction
to the study, including the research background, problem statement, research questions,
objectives, hypotheses, significance, scope, and research model. Chapter Two reviews
relevant literature related to digital transformation, innovation capability, and business
performance, and discusses the relationships among these variables. Chapter Three
outlines the research methodology, including research design, population and sampling,
data collection methods, and statistical analysis techniques. Chapter Four presents and
discusses the results of the data analysis, including descriptive statistics, reliability
analysis, hypothesis testing, and interpretation of findings. The project concludes with
appendices containing the questionnaire, SPSS output placeholders, and dataset
descriptions.
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Chapter 2: Literature Review
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1.11. Introduction
This chapter reviews the relevant literature related to the key variables of the study,
namely digital transformation as the independent variable and business performance as
the dependent variable. The purpose of this chapter is to establish a theoretical foundation
for the research by examining existing definitions, concepts, and empirical findings
associated with these variables. Reviewing prior studies helps to clarify how digital
transformation has been conceptualized and measured, as well as how business
performance is assessed in organizational research. In addition, this chapter discusses the
relationship between digital transformation and business performance as reported in
previous studies, thereby supporting the development of the research hypotheses and
model proposed in Chapter One.

1.12. The independent variable
Digital transformation refers to the integration of digital technologies into organizational
processes, activities, and strategies with the aim of improving efficiency, innovation, and
value creation. It involves more than the mere adoption of new technologies; rather, it
represents a fundamental change in how organizations operate and deliver products or
services. Digital transformation typically includes the use of technologies such as cloud
computing, data analytics, artificial intelligence, and digital platforms to enhance
organizational capabilities and responsiveness to market changes.
Previous studies have emphasized that digital transformation enables organizations to
streamline operations, improve communication, and enhance decision-making through
real-time data availability. By digitizing processes and automating routine tasks,
organizations can reduce costs, minimize errors, and increase operational efficiency.
Moreover, digital transformation supports organizational flexibility by allowing firms to
adapt quickly to environmental changes and customer demands. As a result, digital
transformation is widely regarded as a critical driver of organizational competitiveness in
the modern business environment.
In empirical research, digital transformation is often measured through indicators related
to technology usage, digital integration across departments, management support for
digital initiatives, and continuous investment in digital infrastructure. These dimensions
reflect both the technological and strategic aspects of digital transformation, making it a
multidimensional construct suitable for quantitative analysis in applied research settings.
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1.13. The dependent variable
Business performance represents the extent to which an organization achieves its
objectives and desired outcomes. It is a multidimensional concept that encompasses both
financial and non-financial indicators. Financial performance typically includes measures
such as profitability, revenue growth, and cost efficiency, while non-financial
performance may involve customer satisfaction, operational effectiveness, and overall
organizational success.
In many applied studies, business performance is assessed using perceptual measures
obtained from employees or managers, particularly when objective financial data are not
readily available. Perceptual measures have been shown to provide reliable insights into
organizational performance, as they capture respondents’ evaluations of outcomes
relative to competitors or internal expectations. Such measures are especially suitable for
survey-based research conducted across multiple organizations.
The literature indicates that strong business performance is often associated with
effective management practices, strategic alignment, and the ability to leverage
organizational resources efficiently. In the context of digital transformation, business
performance is expected to improve as organizations utilize digital technologies to
enhance productivity, improve service quality, and create value for customers. Therefore,
business performance serves as an appropriate dependent variable for examining the
outcomes of digital transformation initiatives.
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1.14. The relationship between the independent and the dependent variables
The relationship between digital transformation and business performance has received
increasing attention in the academic literature. Numerous studies suggest that digital
transformation positively influences organizational performance by enabling efficiency
gains, enhancing innovation, and improving customer experiences. Digital technologies
allow organizations to optimize processes, reduce operational costs, and respond more
effectively to market dynamics, which in turn contributes to improved performance
outcomes.

However, the literature also highlights that the impact of digital transformation on
business performance is not always direct or immediate. Some studies argue that digital
transformation initiatives require complementary organizational capabilities, such as
innovation, learning, and change management, in order to generate performance benefits.
Without these capabilities, investments in digital technologies may fail to produce the
expected results. This perspective suggests that the relationship between digital
transformation and business performance may be complex and influenced by internal
organizational factors.

Empirical findings generally support a positive association between digital
transformation and business performance, particularly when digital initiatives are
strategically aligned with organizational goals. These findings provide theoretical and
empirical justification for examining digital transformation as a key determinant of
business performance in applied research. Consequently, the present study builds on this
body of literature by empirically testing the effect of digital transformation on business
performance using quantitative methods.

1.15. Conclusion
This chapter reviewed the relevant literature related to digital transformation and business
performance. The discussion highlighted the importance of digital transformation as a
strategic organizational initiative and emphasized business performance as a critical
outcome variable. In addition, the chapter examined prior research on the relationship
between digital transformation and business performance, providing theoretical support
for the proposed research model and hypotheses. The insights gained from the literature
review form the foundation for the research methodology presented in the next chapter,
which outlines the procedures used to empirically test the relationships discussed in this
chapter.
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Appendix A: Questionnaire for Research Variables

Introduction (Google Form Text)

This questionnaire is part of an academic research project examining the impact of digital
transformation on business performance. Your responses will be used for research
purposes only and will remain confidential. There are no right or wrong answers. Please
answer honestly based on your experience.

Scale:

1 = Strongly Disagree

2 = Disagree

3 = Neutral

4 = Agree

5 = Strongly Agree

Section A: Demographic Information

Gender

[0 Male OJ Female

Age

[0 18-25 [ 26-35 [0 36-45 [ Above 45

Years of work experience

[ Less than 2 years [0 2-5 years [ 6-10 years [1 More than 10 years
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Section B: Digital Transformation (Independent Variable)

DT1. Our organization extensively uses digital technologies in daily operations.
DT2. Digital systems are integrated across different departments.

DT3. Management actively supports digital transformation initiatives.

DT4. Digital technologies improve work efficiency and productivity.

DT5. Our organization continuously invests in new digital technologies.

Section C: Innovation Capability (Mediating Variable)

IN1. Our organization frequently introduces new or improved products or services.
IN2. Digital technologies support innovation activities within the organization.
IN3. Employees are encouraged to suggest innovative ideas.

IN4. Our organization quickly adapts to changes in the business environment.

INS. Innovation is considered a strategic priority in our organization.

Section D: Business Performance (Dependent Variable)

BP1. Our organization has achieved strong overall business performance.
BP2. Customer satisfaction has improved over the past years.

BP3. Our organization operates more efficiently than competitors.

BP4. The organization’s financial performance has improved.

BP5. Overall organizational goals are being successfully achieved.

Appendix B: Table of Research Instruments
Table B1: Research Instruments

Number of Measurement

Variable Type Variable Name Code Source

Items Scale
Independent  Digital DT 5 5-point Likert Bharadwaj et al.
Variable Transformation Scale (2013); Vial (2019)
Mediating Innovation IN 5 5-point Likert Teece (2018);
Variable Capability Scale Kraus et al. (2019)
Dependent Business BP 5 5-point Likert Nwankpa &
Variable Performance Scale Roumani (2016)
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