The Impact of Digital Transformation on the
Performance of Small and Medium-Sized Enterprises
in Saudi Arabia

Chapter 2: Literature Review

2.1. Introduction

This chapter provides a comprehensive review of the existing
literature on digital transformation and its impact on the competitive
performance of small and medium-sized enterprises (SMEs). It
begins by defining key concepts and outlining the dimensions of
digital transformation before delving into its specific benefits and
challenges for SMEs. The chapter then examines the
multidimensional nature of competitive performance, focusing on
operational efficiency, customer satisfaction, innovation, and market
expansion. A dedicated section explores the specific context of
Saudi Arabia, linking the study to national initiatives like Vision 2030
and the role of Monsha'at. Finally, the chapter presents the
theoretical framework and conceptual research model that will guide
this study's empirical investigation.

2.2. Digital Transformation

2.2.1. Concepts and Definitions

Digital transformation (DX) is more than just adopting new
technology; it represents a fundamental change in how an
organization operates, delivers value to customers, and interacts
with all stakeholders (Westerman, Bonnet, & McAfee, 2014). It
involves integrating digital technology into all areas of a business,
fundamentally changing its operations and culture. This process
forces companies to rethink their business models and adapt to a
new, digitally-driven competitive landscape. DX differs from mere
digitization (converting information from analog to digital) and
digitalization (using digital technologies to improve existing
business processes) by focusing on strategic, enterprise-wide
change (Chanias, Myers, & Hess, 2019).

2.2.2. Dimensions and Models of Digital Transformation
The literature identifies several key dimensions of digital
transformation, which often include:

Process Transformation: Automating and optimizing internal
workflows.



Business Model Transformation: Creating new revenue streams or
fundamentally changing how value is delivered.

Domain Transformation: Redefining an organization's business
scope and market.

Cultural/Organizational Transformation: Fostering a mindset that
embraces agility, data-driven decision-making, and collaboration.

Theoretical models, such as the Technology Acceptance Model
(TAM), are useful for understanding individual and organizational
technology adoption. TAM suggests that perceived ease of use and
perceived usefulness are key drivers of an individual's intention to
use a new technology (Davis, 1989). While this model focuses on the
user, it can be extended to understand how perceived benefits
influence an organization's decision to embark on digital
transformation.

2.3. Digital Transformation in Small and Medium-Sized Enterprises
(SMEs)

SMEs are critical drivers of economic growth, but they often face
unique challenges in adopting new technologies compared to larger
firms (Rachinger et al., 2019). Their limited resources, smaller scale,
and less formalized structures can be both a barrier and an
advantage.

2.3.1. Benefits of Digital Transformation for SMEs

For SMEs, digital transformation offers a path to overcoming
traditional limitations and competing more effectively. It can lead to
enhanced customer reach, streamlined operations, and the ability to
offer more personalized services. Digital tools, from cloud-based
software to e-commerce platforms, can level the playing field,
allowing smaller businesses to access global markets and
sophisticated capabilities that were once exclusive to large
corporations.

2.3.2. Global Context of Digital Transformation in SMEs

Globally, research has shown a clear link between digital technology
adoption and improved SME performance. A study on SMEs in
Austria, for instance, found that those who pursued digital
transformation successfully improved their competitive position
(Rachinger et al., 2019). However, the literature also highlights that



the impact is not uniform and depends on factors like industry,
leadership, and national support systems.

2.4. Competitive Performance of SMEs

Competitive performance is a multidimensional construct that goes
beyond simple financial metrics. For SMEs, it encompasses their
ability to sustain and grow in a dynamic marketplace. This study
measures competitive performance through four key dimensions:

2.4.1. Operational Efficiency

Operational efficiency refers to an organization's ability to minimize
waste and maximize output. Digital technologies, such as enterprise
resource planning (ERP) systems, supply chain management (SCM)
software, and automation tools, can significantly reduce costs,
improve accuracy, and speed up processes, thereby enhancing
overall efficiency (Bharadwaj et al., 2013).

2.4.2. Customer Satisfaction

In a digital age, customer satisfaction is heavily influenced by online
experiences, personalized interactions, and efficient service. Digital
transformation enables SMEs to better understand their customers
through data analytics, improve communication via social media and
messaging apps, and streamline customer service through CRM
systems and chatbots. These changes directly contribute to a more
positive customer journey and, ultimately, higher satisfaction and
loyalty.

2.4.3. Innovation

Innovation is a core driver of long-term competitive advantage.
Digital transformation provides the tools and platforms for SMEs to
innovate more rapidly. This includes product innovation (e.g.,
developing new digital services), process innovation (e.g., using data
to optimize manufacturing), and business model innovation (e.g.,
transitioning to a subscription-based service). The integration of new
technologies and data analysis capabilities allows for quicker
experimentation and adaptation (Urbinati, Chiaroni, & Chiesa, 2020).

2.4.4. Market Expansion Capabilities

Digital technologies have democratized market access. E-commerce
platforms, digital marketing, and online collaboration tools enable
SMEs to transcend geographical barriers and reach new customer
segments, both domestically and internationally. This digital-enabled



market expansion is a critical dimension of competitive performance,
especially for smaller businesses looking to scale.

2.5. Impact of Digital Transformation on Operational Efficiency

The literature consistently supports a positive relationship between
digital transformation and operational efficiency. By automating
repetitive tasks, centralizing data, and providing real-time insights,
digital tools enable SMEs to optimize resource allocation, reduce
human error, and accelerate decision-making (Bharadwaj et al.,
2013). This leads to improved productivity and reduced operational
costs, which is crucial for the lean structures of SMEs.

2.6. Impact of Digital Transformation on Customer Satisfaction
Digital transformation significantly impacts customer satisfaction by
enabling more personalized and efficient service delivery. Through
technologies like CRM systems and social media monitoring, SMEs
can gain a deeper understanding of customer needs and
preferences. This data allows for targeted marketing and the
development of products and services that truly resonate with their
audience.

2.7. Impact of Digital Transformation on Innovation

Digital transformation is not only a consequence of innovation but
also a key enabler. By providing a platform for data collection and
analysis, digital technologies allow SMEs to identify market gaps and
customer needs more effectively, fostering new product and service
development. The agility and flexibility afforded by digital tools also
enable a "fail fast™ culture of experimentation that is essential for
innovation (Urbinati, Chiaroni, & Chiesa, 2020).

2.8. Impact of Digital Transformation on Market Expansion
Capabilities

The digital realm offers unprecedented opportunities for SMEs to
expand their market reach. E-commerce platforms, digital marketing
tools, and online marketplaces allow businesses to sell products and
services beyond their local brick-and-mortar locations. This global
reach, combined with enhanced operational efficiency, allows SMEs
to scale their operations and compete on a much larger playing field.

2.9. Challenges and Success Factors of Digital Transformation in
SMEs

While the benefits are clear, SMEs face significant hurdles in their
digital transformation journeys. Common challenges include:



Limited Financial Resources: High initial investment costs for
technology and training.

Lack of Technical Expertise: A shortage of skilled personnel to
implement and manage new systems.

Resistance to Change: Employee and management hesitation to
adopt new ways of working.

Cybersecurity Concerns: The increased risk of data breaches and
cyber-attacks.

Conversely, critical success factors that enable successful
transformation include:

Strong Leadership Support: Commitment from top management is
vital for resource allocation and driving change.

Clear Strategy: A well-defined roadmap for digital adoption aligned
with business goals.

Employee Engagement and Skills: Investing in training and fostering
a culture that embraces new technology.

Government Support: Policies and programs that provide financial
aid, training, and a supportive regulatory environment (Al-Farsi & Al-
Harrasi, 2021).

2.10. Digital Transformation and SMEs in the Saudi Arabian Context
Saudi Arabia is undergoing a major economic transformation under
Vision 2030, which aims to diversify the economy away from oil. A
core pillar of this vision is the development of a vibrant digital
economy and a thriving SME ecosystem.

2.10.1. Saudi Vision 2030 and Digital Economy Initiatives

Vision 2030 has a strong focus on fostering a digital society, a digital
government, and a digital economy. Initiatives like the National
Transformation Program are actively supporting digital infrastructure
development, e-commerce growth, and technology skills training.
These national-level efforts create a fertile ground for SMEs to adopt
digital technologies.



2.10.2. Role of Monsha'at in Supporting SMEs Digital Transformation
The Small & Medium Enterprises General Authority, known as
Monsha'at, plays a central role in this ecosystem. It provides a wide
range of support, including financial programs, incubators, and
advisory services, all aimed at helping SMEs thrive. Monsha'at has
specific programs dedicated to accelerating digital transformation
and e-commerce adoption among Saudi SMEs.

2.10.3. Existing Research on Saudi SMEs and Digital Transformation
Empirical research on this topic in Saudi Arabia is still emerging.
While some studies have explored general digital readiness and the
impact of Vision 2030 (Haji, 2020; Almaiah & Al-Rahmi, 2019), there is
a significant gap in research that provides a comprehensive,
multidimensional analysis of how digital transformation specifically
impacts the various aspects of competitive performance—
operational efficiency, customer satisfaction, innovation, and market
expansion—within the context of Saudi SMEs. This study aims to fill
that gap.

2.11. Theoretical Framework
This study will be grounded in a combination of theoretical
frameworks to provide a robust foundation for the conceptual model.

Resource-Based View (RBV): This theory posits that a firm's
competitive advantage is derived from its unique, valuable, and
inimitable resources and capabilities. In this context, digital
technologies and the ability to effectively implement them are
considered such resources, which can lead to superior performance.

Diffusion of Innovations (DOI) Theory: Developed by Everett Rogers
(2003), DOI theory explains how, why, and at what rate new ideas and
technologies spread through a culture. It is useful for understanding
the factors that influence the adoption of digital technologies by
SMEs.

Technology-Organization-Environment (TOE) Framework: This
framework suggests that the adoption of technology is influenced by
three contexts: the technological context (internal and external
technologies relevant to the firm), the organizational context (firm
size, management structure), and the environmental context
(industry, government support, competitors). This framework is
particularly relevant for analyzing the challenges and success
factors identified in this study.



2.12. Conceptual Research Model

Based on the literature review and theoretical frameworks, the
conceptual model for this research is designed to illustrate the
relationships between the key variables. The model posits that the
Independent Variable, Digital Transformation Adoption, directly and
positively influences the Dependent Variable, Competitive
Performance of SMEs. This relationship is also moderated or
mediated by the Mediating/Moderating Factors, which include both
Challenges and Success Factors. This model will be empirically
tested to determine the nature and strength of these relationships.

[Conceptual Model Diagram: As provided in the prompt]
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