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Abstract:

Amidst the contemporary digital scene, realizing Digital Business Model
Innovation (DBMI) is an indispensable strategy for SMEs in Malaysia's F&B
landscape to profoundly elevate their performance and ensure they remain
competitive. This study delves into the pivotal impact of digital literacy,
product innovation, service convenience, and digital interaction quality, with
customer engagement serving as a crucial mediator. By analysing data from
300 SME customers through Multiple Regression Analysis, we uncover vital
performance drivers, backed by Pearson Correlation and Factor Analyses to
confirm the relationships and constructs at play. The results demonstrate that
digital literacy and product innovation markedly boost customer engagement,
establishing a vital connection to enhanced business outcomes. Furthermore,
service convenience and digital interaction quality emerge as indispensable
components, cultivating customer loyalty, advocacy, and seamless
experiences. These insights emphasize the pressing necessity for SMEs to
implement customer-centric digital strategies, harnessing innovation and
exceptional digital interactions to attain sustainable growth, bolster market
resilience, and secure a competitive advantage in an ever-evolving digital
marketplace.
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Introduction

In today's rapidly advancing digital era, adopting Digital Business Model Innovation (DBMI)
is essential for small and medium enterprises (SMEs) to thrive in a competitive market. SMEs
make up 97% of all businesses in Malaysia, significantly contributing to the nation's GDP and
creating numerous job opportunities (SME Corp Malaysia, 2021). However, traditional
business practices are no longer sufficient for today's tech-savvy consumers who demand
convenience, personalized services, and seamless online experiences. DBMI provides SMEs
with the opportunity to transform operations, enhance customer experiences, and create
significant value. According to the OECD (2021), businesses that embrace digital innovations
are better equipped to address market challenges, especially those exacerbated by the COVID-
19 pandemic. The Malaysian government's Digital Economy Blueprint emphasizes the need
for SMEs to adopt digital transformation to drive economic growth and enhance global
competitiveness (MDEC, 2022). Despite this, many SMEs face challenges such as limited
digital proficiency, ineffective customer outreach, and restricted access to modern
technologies, hindering their ability to fully leverage DBMI.

Consumers today have unprecedented influence, and their demand for flawless digital
experiences and personalized engagements is crucial for business success. Studies show that
integrating customer insights into strategic decision-making boosts satisfaction and fosters
deeper connections, driving sustainable growth (Spanos et al., 2023). SMEs must go beyond
merely implementing digital tools and strategically harness these technologies to deliver
significant value and enhance customer loyalty. Malaysian SMEs are at a pivotal juncture,
uniquely positioned to use DBMI as a powerful engine for change. The rise of social media
and digital communication platforms has transformed customer engagement, offering
opportunities to build loyalty and enhance performance (Afdhal Bashri and Samat, 2024). By
aligning digital strategies with evolving consumer expectations, SMEs can navigate the digital
landscape, uncovering innovative growth pathways and sustainable practices.

This study firmly underscores the transformative impact of DBMI on the performance of SMEs
in Malaysia's F&B sector, positioning customer engagement as a critical catalyst for success.
The findings clearly demonstrate that Digital Literacy, Product Innovation, and Service
Convenience are essential in fostering loyalty, advocacy, and exceptional customer
experiences. By fully embracing DBMI, SMEs can significantly enhance efficiency, deliver
personalized value, and gain a sustainable competitive advantage.

Literature Review

Digital Business Model Innovation (DBMI) is an absolute revolution for SMEs, catalysing
strategic transformation, enhancing operational efficiency, and delivering unparalleled
customer value. Given that SMEs contribute a remarkable 38% to Malaysia’s GDP and provide
jobs for nearly 70% of the workforce (OECD, 2021), adopting DBMI is not just an option but
an essential step for success in our rapidly changing digital economy. While many SMEs do
encounter challenges in fully leveraging DBMI due to constrained resources and a lack of
digital skills, there are opportunities for growth and improvement that can enhance their
competitiveness. This review thoroughly investigates the pivotal factors influencing DBMI
from a customer-centric viewpoint, delving into how digital literacy, product innovation,
service convenience, and the quality of digital interactions affect customer engagement and the
performance of SMEs. By scrutinizing recent empirical studies (2021-2024), this research
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uncovers vital gaps and opportunities, establishing a robust foundation for comprehending
DBMTI’s indispensable role in the triumph of SMEs.
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Digital Literacy and Skills

Digital literacy and skills are fundamental for SMEs to fully leverage Digital Business Model
Innovation (DBMI). However, merely having access to digital tools does not guarantee
enhanced business performance. The true impact of digital literacy on customer engagement
depends on employees’ ability to strategically implement digital solutions that prioritize
customer needs. Research by Alsharif et al. (2022) highlights that digital literacy extends
beyond technical proficiency; it serves as a key driver of customer interaction, service
personalization, and digital touchpoint optimization. Employees who possess strong digital
competencies can utilize data-driven insights to better anticipate and fulfil customer
expectations.

Despite its importance, many SMEs struggle to establish structured digital upskilling programs,
leading to gaps in digital adoption and ineffective DBMI implementation. In Malaysia, the
disparity is worsened by inadequate training opportunities and an inconsistent digital
infrastructure (Bashri & Samat, 2024). Even with strong government initiatives like the
Malaysia Digital Economy Blueprint (MDEC, 2022), execution challenges remain a major
barrier. Spanos et al. (2023) found that digital adoption alone is insufficient success depends
on employees' ability to translate digital capabilities into effective customer engagement
strategies. SMEs that fail to address this gap risk low digital adoption, ineffective outreach, and
weaker business performance.

To maximize DBMI’s potential, SMEs must go beyond basic digital literacy and develop
advanced skills in Al-driven analytics, automation, and digital marketing. Digital literacy
should be recognized as a core business strategy, not an optional competency. Investments in
reskilling programs, government-backed education initiatives, and real-time customer
engagement training are essential to ensuring that digital tools act as enablers rather than
obstacles. Without these efforts, digital literacy will remain a barrier rather than a competitive
advantage for Malaysian SMEs.

Hypothesis 1 (H1): There is significant relationship between digital literacy and skills among
SME employees have a positive impact on customer engagement.

Product Innovation

Product innovation stands as the cornerstone of Digital Business Model Innovation (DBMI),
particularly as consumer preferences shift alongside rapid technological progress. SMEs that
commit to innovation not only bolster their market presence but also forge unbreakable
customer loyalty by delivering outstanding value propositions (Manthey et al., 2021). As
emphasized by Alsharif et al. (2022), product innovation is crucial for SMEs to thrive, enabling
them to maintain their competitive edge and adapt to evolving market demands. By creating
meticulously crafted solutions that align with the ever-changing market landscape, businesses
can dramatically enhance customer engagement and propel revenue growth. Yet, despite its
critical importance, numerous SMEs face hurdles in implementing digital-driven innovation,
often stemming from limited resources, slow adoption rates, and a deficiency in organized
R&D efforts. In an increasingly crowded marketplace, clinging to outdated product
development methods is simply unacceptable. By strategically leveraging digital platforms,
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SMEs can accelerate their time-to-market, harness real-time customer insights, and drive

continuous product evolution, ensuring that their offerings remain not just relevant but also

exceptionally competitive. For Malaysian SMEs, embracing digital-led product innovation is

not just a tactical advantage it is an essential strategy for survival. Those who resist innovation

risk stagnation, while those who actively adopt digital-driven methodologies can refine their

operations, enhance scalability, and achieve enduring sustainability in a market where
consumer expectations are evolving at an unprecedented pace.

AIJBES

Hypothesis 2 (H2): There is a significant relationship between product innovation is
associated with customer engagement in Malaysian SMEs.

Service Convenience

Service convenience transcends being just an operational efficiency metric; it has evolved into
a strategic differentiator that profoundly influences customer experience, loyalty, and overall
business success. The expectation for customers to access services with ease and speed is now
a fundamental requirement rather than a simple competitive edge. Research conducted by
Bashri and Samat (2024) reveals that SMEs that harness digital solutions to elevate service
convenience experience remarkable boosts in customer retention and enthusiastic word-of-
mouth referrals essential indicators of enduring business viability. Spanos et al. (2023)
reinforce this notion, illustrating those digital advancements in service convenience act as a
powerful catalyst for increased customer engagement, which subsequently enhances overall
business performance. The true strength of service convenience resides in its profound
psychological and behavioural effects on customers. In today’s hyper-connected marketplace,
where switching costs are negligible and alternatives are plentiful, SMEs that neglect to
prioritize seamless and frictionless service interactions face the peril of losing customers.
Digital innovations such as Al-driven chatbots, user-friendly mobile applications, and
automated service portals have transitioned from being optional enhancements to essential
facilitators of customer trust and loyalty. When service convenience is intricately woven into
DBMI initiatives, it not only elevates operational efficiency but also transforms consumer
expectations and fortifies brand credibility. Overlooking service convenience in a customer-
centric digital economy is a critical strategic blunder. SMEs that take the initiative to invest in
personalized, real-time, and on-demand service solutions are strategically positioned to boost
customer satisfaction, minimize churn, and secure enduring competitive advantages.
Ultimately, service convenience is not just an operational ambition but a revolutionary force in
the digital business landscape, guaranteeing that SMEs remain agile, responsive, and
indispensable in the eyes of their customers.

Hypothesis 3 (H3): There is a significant relationship between Service convenience, facilitated
by digital solutions, effect on customer engagement in SMEs.

Digital Interactions Quality

The caliber of digital interaction is a crucial factor in determining customer engagement;
however, many SMEs erroneously believe that simply having digital channels is enough.
Research conducted from 2021 to 2024 reveals that true engagement stems not from mere
accessibility, but from the effectiveness, responsiveness, and personalization of interactions
(Ratten et al., 2020). SMEs that commit to delivering high-quality digital experiences marked
by clear communication, swift response times, and customized interactions experience
remarkable improvements in customer retention and sales growth (Alsharif et al., 2022).
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Nevertheless, a significant number of SMEs continue to depend on outdated or impersonal
digital engagement tactics, resulting in sluggish response times, inconsistent service, and
disengaged customers (Spanos et al., 2023). In the current post-pandemic, digital-first
economy, customer expectations have skyrocketed functional digital interactions are simply
insufficient; intuitive, value-laden, and real-time engagement has become the new benchmark.
SMEs that neglect to elevate their digital interaction quality face the peril of customer churn,
diminished retention, and compromised competitiveness. To effectively bridge this gap, SMEs
must evolve from basic digital adoption to strategic digital engagement, harnessing Al-driven
chatbots, real-time assistance, and personalized digital communication. Failing to address this
gap will hinder SMEs from fully realizing Digital Business Model Innovation (DBMI),
ultimately restricting their potential for enduring customer loyalty and business triumph.

AIJBES

Hypothesis 4 (H4): There is a significant relationship between Digital Interaction Quality
related to customer engagement in SMEs.

Customer Engagement as a Mediator

Customer engagement is not just an outcome; it is an essential catalyst that connects Digital
Business Model Innovation (DBMI) to outstanding business performance. Bashri and Samat
(2024) emphasize that engagement magnifies the effects of digital literacy, product innovation,
service convenience, and interaction quality, effectively transforming them into quantifiable
business results such as increased revenue, enhanced customer retention, and fortified brand
loyalty. Even though its significance is widely acknowledged, numerous SMEs struggle to
strategically nurture customer engagement, often viewing it as a passive byproduct rather than
an active force driving business triumph. Engagement serves as a vibrant feedback loop,
empowering SMEs to scrutinize customer interactions, fine-tune digital strategies, and elevate
service offerings in real time. Without this relentless optimization, SMEs face the peril of
stagnation, disinterested customers, and missed opportunities for growth. To fully unlock the
potential of DBMI, SMEs must shift from reactive to proactive engagement strategies,
capitalizing on data analytics, personalized digital experiences, and interactive platforms.
Ongoing customer engagement is not merely a statistic it is a crucial engine of business
performance and sustainable competitiveness in the digital marketplace.

Hypothesis S (HS): There is a significant relationship between customer engagement mediates
between digital interaction quality and SME business performance.

Digital Business Model Innovation to SME Performance

Digital transformation in business models (DBMI) is crucial for improving the capabilities of
SMEs in markets that prioritize customer needs, such as Malaysia. Through the amalgamation
of digital literacy, product innovation, service convenience, and the quality of digital
interactions, DBMI significantly improves operational efficiency and fosters customer
engagement, which is essential for achieving success. Empirical research conducted from 2021
to 2024 consistently indicates that SMEs that embrace DBMI substantially outperform those
that rely on traditional methodologies, thereby attaining sustainable growth and resilience. By
adopting these strategic initiatives, Malaysian SMEs are strategically positioned to excel in the
swiftly transforming digital economy. The imperative for action is immediate investing in
DBMI is essential to realizing the complete potential of your enterprise. Below table show
Literature Review by scholar:
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Table 1: Literature Review by Scholar

No | Author(s) | Year | Objective Findings Methodology Journal

1 | Alsharif, 2022 | To identify | Product Quantitative Journal of Small
M. H., & factors innovation analysis using | Business
Others influencing | significantly survey data Management

product contributes to | and model

innovation customer testing.

performance | engagement

in Malaysian | and improves

SMEs. SME business
performance.

2 | Bashri, A., | 2024 | To explore High digital Quantitative Information
& Samat, the role of literacy and survey Management
M. F. digital tools | use of social | analysis from | and Business

in enhancing | media tools SME Review
social positively participants.
media’s affect
impact on customer
SME engagement
performance. | and SME
growth.

3 | Manthey, 2021 | To analyze Effective Quantitative REGEPE
N.B,, the product survey on Entrepreneurship
Cancellier, effectiveness | innovation SMEs and and Small
E.L.P.D, of product boosts analysis of Business Journal
& Tezza, R. innovation customer measurement

measurement | satisfaction scales.
scales and loyalty,
applied to contributing
SMEs. to business
growth.

4 | Mohd Zain, | 2021 | To Innovation Survey-based | Management
N. A, & investigate practices, quantitative Research Journal
Ahmad, N. the including research in
H. relationship | digital tools, | Malaysian

between significantly SMEs.
innovation enhance

practices and | customer

firm engagement
performance | and firm

among performance.
Malaysian

SMEs.

5 | Spanos, Y., | 2023 | To examine | Digital Qualitative The Qualitative
& Others sustainability | transformation | case studies Report

innovation practices were | and
practices and | linked to interviews.

470




Advanced International Journal of
Business, Entrepreneurship and SME's

EISSN: 2682-8545

AIJBES

Volume 7 Issue 24 (June 2025) PP. 465-492
DOI 10.35631/A1JBES.724031

No | Author(s) | Year | Objective Findings Methodology Journal
their improved
challenges in | customer
Indonesian engagement
SMEs. and adaptation
of business
models.

6 | Fivi 2023 | To Customer Causal International
Rahmatus determine engagement associative Journal of Civil
Sofiyah, the impact of | stages such as | research with | Engineering and
Yulinda, & customer consumption | a sample of Technology
Iskandar engagement | and curation 100 SMEs:

Muda on customer | significantly | data collected
relationships | influence via
through customer questionnaires.
social media | relationships
in SMEs. in SMEs.

7 | Zaim Aizat | 2024 | To explore Social media | Quantitative Information
Afdhal the impact of | usage analysis using | Management
Bashri & social media | positively a structured and Business
Muhammad on SMEs' influences questionnaire | Review
Faizal performance | SMEs' non- data from 141
Samat through financial respondents.

customer performance,

engagement. | enhancing
customer
service and
interactions.

8 | Mohd Zain, | 2021 | To examine | Product and Survey of 150 | Management
N. A & the process SME owners; | Research Journal
Ahmad, N. relationship | innovations analysed using
H. between significantly | PLS-SEM.

innovation enhance
(including overall firm
customer performance
engagement) | by improving
and firm customer
performance | engagement.
in SME:s.

SMEs in Malaysia serve as a backbone for the economy, playing an important part in job
creation and GDP enhancement. The Malaysia Digital Economy Blueprint highlights the
indispensable importance of SMEs in adopting digital innovation to thrive in an ever-evolving
digital marketplace. DBMI offers a powerful framework for Malaysian SMEs to improve their
adaptability, explore digital markets, and fulfil the needs of a digital-first economy.
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Theoretical Framework and Hypothesis

This research framework emphasizes the indispensable influence of Digital Business Model
Innovation (DBMI) components in revolutionizing customer engagement, which significantly
boosts business performance. By harnessing digital literacy, pioneering product innovation,
unparalleled service convenience, and exceptional digital interactions, SMEs in Malaysia can
cultivate powerful customer relationships. The pivotal role of customer engagement
accentuates its vital function in converting technological and process innovations into
substantial performance advancements, establishing it as a fundamental element of digital
transformation strategies.

This study is firmly anchored in a compelling theoretical framework that thoroughly
investigates how digital business model innovation (DBMI) significantly propels SME
business performance in Malaysia, with a keen emphasis on customer engagement as a crucial
mediator. The framework highlights four essential independent variables, Digital Literacy and
Skills, Product Innovation, Service Convenience, and Digital Interaction Quality, that
collaboratively boost Customer Engagement, ultimately acting as the driving force behind
enhanced Business Performance.

Figure 1 below is the Theoretical Framework for this study:

[ Independent Variables (DVs) ]

M\ H1 Dependent Variable (DV)
> Customer Engagement — HS

WH37
H4
Digital Interaction Quality

Figure 1: Theoretical Frameworks for Transforming Digital Business Model Innovation
to Enhance SME Business Performance in Malaysia: A Customer Perspective

Methodology

This study employs a powerful quantitative research methodology to thoroughly investigate
the game-changing impacts of Digital Business Model Innovation (DBMI) on the performance
of SMEs, with a specific focus on the highly profitable Food and Beverage (F&B) sector in
Malaysia. The F&B industry has been strategically selected due to its impressive digital
adoption rates, increasing reliance on technology-driven business models, and intense market
competition that demands continuous innovation. As emphasized by SME Corp Malaysia
(2021), F&B SMEs are an essential segment of the nation’s small business ecosystem,
significantly contributing to job creation and economic resilience. However, many F&B SMEs
continue to face considerable challenges in fully leveraging digital business innovations,
particularly in key areas such as digital literacy, customer engagement strategies, and service
automation (MDEC, 2022). This sector represents an incredibly relevant case for evaluating
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the effectiveness of DBMI in enhancing customer engagement, operational efficiency, and
overall business success.

Empirical research convincingly reinforces the notion that digital transformation within the
F&B sector significantly boosts customer satisfaction and business sustainability. For instance,
Rahmatus et al. (2023) highlighted that Food and Beverage SMEs embracing digital ordering
systems, Al-driven personalization, and contactless payment solutions saw impressive boosts
in customer retention rates and revenue growth. Similarly, Spanos et al. (2023) emphasized
that Food and Beverage enterprises leveraging digital customer interaction tools foster greater
brand loyalty and an increase in repeat purchases. These insights highlight the vital strategic
importance of DBMI in cultivating competitiveness and lasting success in the F&B industry,
making it the ideal sector for this study.

Sampling Strategy and Justification

To ensure a representative and unbiased data collection process, this study utilizes a robust
random sampling technique focused on SME customers within the Malaysian F&B sector. This
sample size aligns with prior investigations into customer engagement and digital
transformation among small and medium-sized enterprises (Mohd Zain & Ahmad, 2021),
thereby affirming that the results are not only statistically significant but also widely relevant.
A systematic random sampling method was strategically employed, where customers engaging
with digital platforms (e.g., online reservations, QR-based payments, loyalty apps, and social
media interactions) were selected at random intervals. This approach effectively reduces
selection bias and ensures fair representation across diverse demographic groups. The criteria
for including respondents were established as follows:

Regular interaction with F&B SMEs through digital channels, such as online ordering, digital
payment systems, or automated customer service platforms. Experience with DBMI-driven
service models, ensuring that responses accurately reflect genuine digital interactions within
the F&B sector. A varied demographic representation, encompassing different age groups,
income levels, and geographic locations, to capture the diversity in digital adoption trends and
customer expectations.

Respondents and Procedure

This pioneering research, engaging 300 participants, uncovers the game-changing influence of
Digital Business Model Innovation (DBMI) on the performance of SMEs in Malaysia,
particularly spotlighting the crucial Food and Beverage (F&B) industry. As an essential
foundation of Malaysia's economic landscape, the F&B sector stands ready for digital evolution
(Department of Statistics Malaysia, 2022), making it the perfect domain to evaluate the effects
of customer engagement and digital innovation. Respondents were meticulously chosen
through random sampling to guarantee a rich and unbiased representation of customers who
engage with F&B SMEs through digital channels.

To enrich the study's richness, secondary data from industry analyses, governmental reports,
and academic research (Malaysian Digital Economy Corporation, 2023) was seamlessly
combined with primary data, providing a well-rounded perspective on digital trends and
customer behaviours. Ethical research practices were rigorously upheld, with participants
giving informed consent to maintain transparency and confidentiality (Saunders et al., 2019).
By merging random sampling with both primary and secondary data, this study delivers
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invaluable insights for F&B SMEs to harness DBMI as a strategic instrument to elevate
business performance in a fiercely competitive, digital-first environment.
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Instruments

The cornerstone instrument of this groundbreaking study was a structured survey
questionnaire, meticulously crafted to gather quantitative data that would effectively evaluate
the transformative impact of Digital Business Model Innovation (DBMI) on the business
performance of SMEs within Malaysia's thriving Food and Beverage (F&B) sector. This
questionnaire was developed by integrating and refining validated questions from previous
studies, guaranteeing that the constructs measured were not only reliable but also robust and
perfectly aligned with the ambitious objectives of this research.

Structure of the Instrument
The questionnaire is the most appropriate instrument for this study as it provides a structured
method for collecting data from 300 respondents while allowing flexibility in designing
questions. The questionnaire is designed to measure the influence of the independent variables,
the mediator, and their collective impact on the dependent variable, business performance, from
the customer perspective. The instrument consists of three main sections:

i). Demographic Information
This section gathers general information about respondents, including age, gender, education
level, occupation, and experience with the SMEs' digital platforms. The demographic data will
provide insights into the customer profiles and their potential influence on the study variables.
ii). Likert Scale Questions
Respondents will rate their agreement with various statements on a 5-point Likert scale ranging
from 1 (Strongly Disagree) to 5 (Strongly Agree).

Part A: Digital Literacy and Skills

This section assesses the respondents' perceptions of the SMEs' digital capabilities and skills
in leveraging digital tools to enhance customer experiences. The questionnaire construct was
based on the studies of the authors as depicted in Table 2.

Table 2: Digital Literacy and Skills Instruments

Author(s) Year  Variable Instruments
Teoh, M. F., 2023 Digital 1. How confident are you in using digital tools
Hazlina, A. N., Literacy and to engage with SMEs for purchasing
Abdul-Halim, & Skills decisions?
Kan Wen Huey, 2. How frequently do you utilize digital
H. platforms (e.g., websites, social media) to

research SMEs?
3. How proficient are you in using online
payment systems when purchasing from

SMEs?
Anas, A.J., 2023 Digital 4. How often do you engage with SMEs
Murdipi, R., Literacy and through digital marketing channels (e.g.,
Abdul Razak, Skills email, ads)?

5. How comfortable are you with providing
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D., & Mohd personal information online when interacting
Alwi, N. with SMEs?

Pour, H., 2022 Digital 5. How frequently do you read reviews or
Hosseinzadeh, Literacy and ratings of SMEs on digital platforms before
M., & Others Skills making a purchase?

Part B: Product Innovation
This section evaluates the extent to which SMEs innovate their product offerings to meet
customer needs. Items are derived from the literature, including frameworks from Table 3:

Table 3: Product Innovation Instruments

Author(s) Year  Variable Instruments
Mohd Zain, N. 2021 Product 1. How satisfied are you with the range of
A., & Ahmad, Innovation products offered by SMEs in the digital
N. H. marketplace?

2. How often do you discover new products from
SMEs through digital platforms (e.g., social
media, websites)?

Manthey, N. 2021 Product 3. How important is product innovation to your

B., Cancellier, Innovation decision to purchase from an SME?

E.L.PD.& 4. How would you rate the quality of products

Tezza, R. offered by SMEs that utilize digital business
models?

Yusr, M. M., & 2022 Product 5. How frequently do you provide feedback or

Others Innovation reviews on new products from SMEs?

Rosli, M., & 2022  Product 6. How likely are you to recommend innovative

Garcia, A. Innovation products from SMEs to others?

Part C: Service Convenience
Questions in this section measure the ease and convenience provided by SMEs in their service
delivery, with items inspired by studies as shown in Table 4:

Table 4: Service Convenience Instruments

Author(s) Year  Variable Instruments

Mohd Zain, 2021 Service 1. How easy is it for you to find information about

N. A, & Convenience SME services online?

Ahmad, N. H. 2. How satisfied are you with the speed of service
delivery from SMEs when using digital
platforms?

Afdhal 2024 Service 3. How often do you use online channels (e.g.,

Bashri, Z., & Convenience websites, apps) to access SME services?

Samat, M. F. 4. How convenient do you find the online

payment options provided by SMEs?
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Alsharif, M. 2022 Service 5. How would you rate the overall user experience

H., & Others Convenience of SME websites or apps in terms of
navigation?

Ratten, V., & 2020 Service 6. How likely are you to choose an SME based on

Others Convenience the convenience of their digital service

offerings?

Part D: Digital Interaction Quality

This section focuses on the quality of digital interactions, such as the usability of online
platforms, responsiveness, and overall customer satisfaction. The questionnaire construct was

based on the studies of the authors as depicted in Table 5.

Table 5: Digital Interaction Quality Instruments

Author(s) Year Variable Instruments
Afdhal 2024 Digital 1. How would you rate the clarity of
Bashri, Z., & Interaction communication during your interactions with
Samat, M. F. Quality SME:s online?

2. How satisfied are you with the responsiveness
of SMEs to your inquiries through digital
channels?

Manthey, N. 2021 Digital 3. How often do you experience technical issues

B., Interaction (e.g., website crashes, slow loading times)

Cancellier, E. Quality when interacting with SMEs digitally?

L.P.D, & 4. How would you rate the overall user experience

Tezza, R. of the digital interfaces (e.g., websites, apps)

provided by SMEs?

Mohd Zain, 2021 Digital 5. 5. How well do SMEs provide relevant

N.A, & Interaction information during your digital interactions?

Ahmad, N. Quality

H.

OECD 2021 Digital 6. How likely are you to continue engaging with
Interaction an SME based on the quality of your digital
Quality interactions?

Part E: Customer Engagement (Mediator)

This section examines the level of customer engagement with SMEs, assessing aspects such as
interaction, emotional connection, and participation in co-creation processes. Items are adapted

from works such as shown in Table 6:

Table 6: Customer Engagement (Mediator) Instruments

Author(s) Year  Variable Instruments
Alsharif, M. H., 2022 Customer 1. How often do you interact with our brand
& Others Engagement through digital channels (e.g., social media,

email, website)?

2. How satisfied are you with the level of
engagement you receive from our brand online?
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Mohd Zain, N. 2021 Customer 3. How likely are you to participate in online
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A., & Ahmad, Engagement promotions or contests offered by our SME?

N. H. 4. How relevant do you find the content shared by
our brand on digital platforms?

Ratten, V., & 2020 Customer 5. How would you rate your overall experience

Others Engagement with our customer service during digital
interactions?

Afdhal Bashri, 2024 Customer 6. How often do you provide feedback or reviews

Z., & Samat, M. Engagement about our products/services after purchase?

F.

Part F - Dependent Variable (Business Performance)

This research compellingly evaluates Business Performance through the lens of the customer
by utilizing refined questions derived from previous studies. These inquiries effectively capture
vital components of SME performance, encompassing service quality, efficiency, customer
satisfaction, loyalty, and perceived value. Items are adapted such as shown in Table 7:

Table 7: Business Performance Instruments

Author(s) Year Instrument

Tan, C., & Lim, W. 2022 1. Ifeel SMEs that adopt digital technologies provide more
reliable and efficient services.

2. Employee engagement in digital transformation

initiatives ~ significantly boosts overall business

performance.
Ahmad, S., & Ismail, 2023 3. The SMEs I interact with offer high-quality services that
H. meet my expectations.
Ng, J., & Wong, P. 2021 4. SMEs that use online platforms enhance my satisfaction

with their products and services.

Lee, T., & Chan, Y. 2024 5. The overall value I receive from SMEs is worth the
money I spend.

Distribution and Accessibility

The survey was disseminated electronically to enhance outreach, optimize cost-efficiency, and
foster engagement with tech-savvy participants who resonate with the study's emphasis on
DBMI and customer engagement. Drawing from established research, the instrument
guaranteed dependability and construct validity, adeptly illustrating the intricate connection
between DBMI, customer engagement, and the performance of SMEs.

Results and Analysis Discussions

This section reveals the study's groundbreaking findings, which are crucial for grasping how
digital business model innovation (DBMI) significantly impacts SME business performance in
Malaysia from a customer viewpoint. The analysis employs diverse statistical methods to
deliver thorough and compelling insights. The demographic analysis underscores the rich
diversity of respondents, creating a vivid representation of their backgrounds, including gender,
age, education, and income levels. This ensures that the findings encapsulate a wide array of
customer perspectives, especially from those who actively engage with SMEs in the dynamic
digital environment. In the correlation between the identified DBMI factors and SME business
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performance, Multiple Regression Analysis was utilized. This analysis uncovers the pivotal
drivers of business performance, highlighting the variables that wield the most substantial
influence. Concurrently, Reliability Analysis was executed to affirm the consistency and
validity of the constructs employed, guaranteeing the dependability of the data for insightful
interpretation. As well, Pearson Correlation Analysis was engaged to study the robustness
and course of the relationships connecting the variables. This methodology provides invaluable
insights into how various factors, such as customer engagement, digital literacy, and service
convenience, interact and bolster business performance. To authenticate the dimensionality of
the constructs, Factor Analysis was conducted, validating the robustness of the measurement
model and amplifying the credibility of the findings.

Collectively, these analyses lay a solid groundwork for comprehending the pivotal factors that
shape SME business performance in Malaysia's swiftly advancing digital economy. The
findings not only illuminate the efficacy of DBMI strategies but also deliver actionable insights
for SMEs to elevate their competitiveness and enhance customer satisfaction.

Demographic Analysis

Age groups participate in online purchases within SMEs in the F&B Sector.
This compelling demographic analysis examines the diverse age groups engaging in online
purchases within Malaysia's SME F&B sector, revealing groundbreaking findings from
researchers that illuminate crucial insights into consumer behaviour. Figure 2 shows an age
group analysis of online purchases within SMEs in the F&B sector.

Age Group Analysis of Online Purchases
for SME in F&B Sector

M 18-24 Years
W 25-34 Years
35-44 Years

45 Years and
Above

Figure 2: Age Group Analysis of Online Purchases for SMEs in the F&B Sector

i). Younger Age Groups (18-34 Years):
Consumers aged 18-24 (40%) and 25-34 (35%) are the driving force behind online purchases,
accounting for an impressive 75% of transactions in Malaysia’s SME F&B sector. This tech-
savvy demographic embraces digital platforms, leveraging mobile apps, social media, and
services like Grab Food and Food Panda for unmatched convenience, speed, and captivating
experiences. Statista (2023) powerfully illustrates its dominance in e-commerce, fuelled by
mobile-first interactions and captivating social media advertisements.

ii). Middle-Aged Consumers (35-44 Years):
Middle-aged consumers, making up 15% of online purchases, are increasingly engaging with
digital platforms. Despite their smaller percentage, their significant purchasing power is driven
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by a strong emphasis on quality, reliability, and trustworthiness. Statista (2021) highlights their
surge in online shopping during the pandemic, motivated by convenience and heightened health
considerations.

iii). Older Consumers (45+ Years):
Older consumers account for 10% of online purchases, reflecting their gradual engagement
spurred by rising disposable incomes and an evolving mindset towards digital shopping. While
traditionally inclined towards conventional shopping methods, they are increasingly embracing
online platforms for essential goods. MCMC (2023) highlights a steady increase in their
utilisation of digital services, signalling a remarkable opportunity for businesses to tap into this
demographic's potential for greater participation.

Income analysis on online purchasing behaviour within SMEs in the F&B sector.
This demographic analysis compellingly illustrates the profound impact of income levels on
online purchasing behaviour within SMEs in the F&B sector. Figure 3 below, shows the
income level analysis of online purchases within SMEs in the F&B sector.

i). Middle-Income Group (RM2001-RM4000):

The dominant segment (40%) for the middle-income group, earning between RM2001 and
RM4000, constitutes the largest segment of online purchases, representing an impressive 40%
of total transactions. This group embodies Malaysia's urban working-class population,
distinguished by its unwavering preference for affordability, convenience, and quality. Their
purchasing decisions are profoundly influenced by platforms like Grab Food, Food Panda, and
e-commerce sites, which adeptly meet their practical needs. According to the Department of
Statistics Malaysia (DOSM, 2023), middle-income households comprise the most significant
portion of the population, propelling consumer spending across various sectors.

Income Level Analysis of Online Purchases
towards SME in F&B Sector

= Below RM2000

®RM2001 - RM4000
RM4001 - RM6000

ERM6001 and Above

Figure 3: Income Level Analysis of Online Purchases towards SME in F&B Sector

ii). Low-Income Group (Below RM2000):
A significant contributor (30%) for consumers earning below RM2000 accounts for 30% of
online purchases, marking them as a vital segment despite their budget-conscious nature. This
group emphasizes affordability, consistently seeking discounts, cashback offers, and cost-
effective options. Digital platforms have remarkably empowered this group by granting access
to reasonably priced products and services, as highlighted by The Edge Markets (2022). The
incorporation of e-wallets and cashback incentives has notably spurred participation from low-
income consumers. Initiatives such as Touch 'n Go and Boost cashback promotions have
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significantly lowered financial barriers, making online purchasing more achievable and
enhancing engagement with digital platforms.
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iii). High-Income Group (RM4001 and Above):

The affluent demographic in Malaysia, characterized by individuals earning RM4001 or more,
stands out as a vital segment in the online retail industry, representing an impressive 30% of
total transactions. This group includes upper-middle-income (20%) and high-income (10%)
classifications, inspired by a strong enthusiasm for premium, exclusive, and innovative
offerings. Their robust disposable income leads them toward niche and customized food and
beverage brands, perpetually searching for convenience and extraordinary experiences
(Statista, 2024).

Demographic Analysis of Preferences for Online Purchases of Local SME F&B
Products in Malaysia.
The bar chart in Figure 4. delivers a compelling demographic analysis of consumer preferences
for online purchases of local SME F&B products in Malaysia. These insights empower SMEs
to fine-tune their digital strategies, cater to consumer desires, and fortify their standing in
Malaysia's rapidly evolving F&B market.

i). Dominance of Food Delivery Platforms:
Grab Food (52.9%) and Food Panda (49.6%) stand out as the leading platforms for online
F&B purchases. Their supremacy underscores the increasing dependency on food delivery
services, especially among urban dwellers. As highlighted by Exabytes (2023), the ascent of
these platforms is attributed to their exceptional capability to incorporate SME offerings and
deliver seamless digital ordering experiences. SMEs that strategically enhance their visibility
on these platforms can dramatically elevate their sales and expand their reach.

ii). Emergence of Premium Coffee Brands:
ZUS Coffea (49.2%) emerges as one of the most sought-after local F&B brands, epitomizing
the escalating demand for premium beverages among Malaysian consumers. This phenomenon
resonates with insights from Vodus (2024), revealing that urban millennials and Gen Z are
propelling the rise of speciality coffee brands owing to their discerning taste for quality and
convenience.

iii). Established SME Brands:
Renowned brands such as Secret Recipe (21.7%) and The Chicken Rice Shop (13.5%)
continue to hold substantial market share. Nevertheless, their comparatively lower online
purchase rankings indicate a wealth of untapped potential for enhanced digital engagement. By
embracing DBMI strategies, including exclusive online promotions or loyalty initiatives, these
brands can significantly fortify their presence in the digital arena.

iv). Opportunities for Smaller Players:
Emerging brands like Bask Bear Coffee (15.2%) and Gigi Coffee (15.2%) signify niche
markets that are bursting with potential for expansion. Innovative digital strategies such as
social media campaigns and influencer partnerships can empower these brands to vie against
larger competitors and cultivate a devoted customer base.
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Analysis of Popular Local SME F&B Products
in Online Purchases(%)

GRABFOOD
FOODPANDA

ZUS COFFEA

FAMILY MART

SECRET RECIPE

OTHERS

CU MART

GIGI COFFEE

BASK BEAR COFFEA

THE CHICKEN RICE SHOP
OLDTOWN WHITE COFFEE

49.60%

49.20%

M Percetage (%)

|
0% 10% 20% 30% 40% 50% 60%

Figure 4: Analysis of Popular Local SME F&B Products in Online Purchases

v). Convenience-Driven Retail:

Family Mart (32%) and CU Mart (15.2%) exemplify the soaring demand for quick-service
retail solutions, highlighting the imperative for SMEs to diversify their offerings and cater to
the convenience-driven consumer segment. The supremacy of food delivery services and e-
commerce platforms accentuates the urgent need for SMEs to cultivate a robust online
presence. SMEs must strategically integrate their offerings with leading platforms like Grab
Food and Food Panda while fine-tuning their digital storefronts to elevate the customer
experience.

The interval from 2021 to 2024 has ushered in transformative changes for Malaysia's F&B
SMEs, with consumer behaviour increasingly tilting towards online purchasing. The findings
stress the pivotal importance of Digital Business Model Innovation (DBMI) in empowering
SMEs to navigate this transition and maintain competitiveness. By aligning their business
models with the evolving preferences of consumers, SMEs can unveil new avenues for growth,
amplify their market visibility, and achieve enduring success within Malaysia's dynamic F&B
landscape.

Multiple Regression Analysis

The regression analysis illuminates the dynamic relationships among the independent
variables, the mediator, and the dependent variable Business Performance. Here is a
compelling, robust, and persuasive interpretation of the results. Fit model R-squared (58.5%):
The model accounts for 58.5% of the variance in Business Performance, demonstrating a
moderately strong fit that cannot be overlooked. F-statistic (59.44, p < 0.001): The overall
model is statistically significant, underscoring the substantial impact of the independent
variables collectively on Business Performance. Here are key variables and their impacts:

i). Digital Literacy and SKkills - Coefficient: 0.085 (p = 0.164)
Although this variable presents a positive correlation with Business Performance, its effect
lacks statistical significance (p > 0.05). Digital literacy could benefit from further enhancement
or integration with other elements to substantially affect business performance.
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ii). Product Innovation - Coefficient: 0.135 (p = 0.050)
Product innovation demonstrates a borderline significant positive influence on Business
Performance. The capacity of SMEs to launch innovative products is poised to elevate their
performance, albeit the effect is modest yet promising.

iii). Service Convenience - Coefficient: 0.041 (p = 0.571)
This variable does not achieve statistical significance (p > 0.05), indicating it does not
independently bolster Business Performance. Service convenience by itself may fall short
in boosting performance, necessitating complementary factors such as quality or innovation to
make a real difference.

iv). Digital Interaction Quality - Coefficient: 0.432 (p < 0.001)
This variable exhibits the strongest and statistically significant positive effect on Business
Performance. Exceptional digital interactions (e.g., responsiveness, and user-friendly
platforms) are crucial for enhancing customer satisfaction and propelling SME performance to
new heights.

v). Customer Engagement (Mediator) - Coefficient: 0.139 (p = 0.018)
Customer engagement yields a significant positive effect on Business Performance. Strategic
engagement initiatives, like interactive content and feedback incorporation, effectively mediate
the relationship between various factors and business performance.

This study underscores the vital role of Digital Interaction Quality and Customer
Engagement in boosting SME performance in Malaysia. Enhancing digital platforms for
seamless, responsive, and impactful customer experiences is key to success. SMEs must also
actively engage customers with personalized experiences, innovative products, and compelling
content to meet evolving demands and build lasting loyalty. Boosting employees' digital
literacy is transformative, driving performance and creating a competitive edge. This blend of
convenience, innovation, and engagement enhances customer satisfaction, underscoring the
need for a solid strategy. SMEs must refine digital business models to stay ahead in Malaysia's
dynamic F&B market, ensuring agility and long-term success in the digital economy. The
visualization in Figure 5 below, compellingly illustrates the regression coefficients for the
predictors of Business Performance. Key takeaways include:

The orange bars prominently showcase the statistically significant predictors (p < 0.05), such
as Digital Interaction Quality and Customer Engagement, which reveal remarkably strong
positive effects. On the other hand, predictors represented by blue bars, including Digital
Literacy and SKkills, Product Innovation, and Service Convenience, exhibit lesser or
statistically insignificant effects in this model. This chart highlights the critical essence of the
study, showcasing the undeniable connection between key elements such as the quality of
digital interaction, the impact of product innovation, and the vital role of customer engagement
on the outstanding performance of SMEs.
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Regression Coefficients for Predictors of Business Performance
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Figure 5: Impact of Predictors on Business Performance: Regression Coefficients
Analysis

Reliability Analysis Results

Figure 6 presents Cronbach's Alpha Score for six essential constructs that gauge the influence
of Digital Business Model Innovation (DBMI) on SME business performance in Malaysia.
With Cronbach's Alpha values exceeding 0.7 (illustrated by the orange dashed line), we can
confidently assert that these scores indicate acceptable to outstanding internal consistency.
Below is an insightful analysis:

1). Digital Interaction Quality attained the highest reliability score of 0.84, showcasing
excellent internal consistency. This emphasizes the critical nature of factors such as
responsiveness, user experience, and communication clarity in propelling SME
performance. Customers recognize these elements as intricately connected and vital for
successful digital interactions.

i1). Customer Engagement closely followed with a score of 0.80, also reflecting strong
reliability. This underscores the seamless measurement of elements like participation
in promotions, feedback sharing, and interactive content. It validates that engagement
strategies serve as a pivotal mediator in elevating business performance.

i11). Business Performance, the dependent variable, achieved a score of 0.82, indicating high
reliability. This guarantees that the construct adeptly captures the diverse aspects of
business success influenced by DBMI.

iv). Service Convenience and Digital Literacy and Skills both secured a score of 0.72,

reflecting good reliability. These constructs effectively measure the ease of accessing
SME services and the digital competence of customers.
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Figure 6: Reliability Analysis of Constructs for DBMI and SME Business Performance:
A Customer Perspective

v). Product Innovation garnered a score of 0.66, denoting moderate reliability. While this
is acceptable, it suggests some inconsistency in customer perceptions of innovation.
Future refinements in item design could significantly boost this construct's consistency.

The findings affirm that the instrument employed in the study is robust and dependable for
measuring the constructs. Digital Interaction Quality and Customer Engagement stand out
as the most reliable constructs, further reinforcing their essential roles in enhancing SME
business performance. This chart highlights the critical necessity of creating reliable measures
to ensure meaningful and actionable insights in DBMI research.

Pearson Correlation Analysis

The heatmap above brilliantly illustrates the Pearson correlation coefficients among vital
constructs in the study of Digital Business Model Innovation (DBMI) and their significant
effect on SME Business Performance from a customer Perspective. The following are the
essential insights derived from this enlightening analysis:

i). Digital Interaction Quality: The strongest predictor of business performance
Boasting a correlation of 0.73, Digital Interaction Quality reveals the most influential
relationship with Business Performance. This compelling finding highlights the indispensable
necessity of meticulously designed, responsive, and user-friendly digital platforms as driving
forces behind SME triumph.

ii). Customer Engagement: A key mediator
The correlation between Customer Engagement and Business Performance stands at 0.63,
signifying that actively involving customers through dynamic and personalized digital
experiences markedly boosts performance. This underscores the crucial mediating role of
engagement in connecting other predictors to outstanding business outcomes.

iii). Service Convenience: A fundamental driver

Service convenience exhibits a robust correlation with both Business Performance (0.61) and
Digital Interaction Quality (0.71). This reveals the paramount importance of accessible and
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time-efficient services in enhancing customer satisfaction and loyalty, which are pivotal for
business prosperity.
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iv). Product Innovation and Digital Literacy and Skills
Product Innovation (0.60) and Digital Literacy and SKkills (0.55) present positive correlations
with Business Performance, though slightly less potent. These elements significantly
contribute to success but may necessitate integration with other constructs like customer
engagement and interaction quality to amplify their overall impact.

v). Synergies Between Constructs
Strong inter-construct relationships (e.g., Service Convenience and Digital Interaction
Quality: 0.71) indicate that these factors collaborate synergistically to elevate business
outcomes. SMEs that harmonize convenience, interaction quality, and engagement strategies
are strategically positioned to attain superior performance levels.

The findings underscore that Digital Interaction Quality, Customer Engagement, and
Service Convenience are the most vital drivers of SME business performance. SMEs in
Malaysia must prioritize these constructs to optimize their digital business models, gain a
competitive edge, and enhance customer satisfaction. Figure 7 offers actionable insights for
researchers and practitioners eager to fortify digital strategies for SMEs.

Pearson Correlation Matrix of Constructs

1.0
R - “ I
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Product Innovation + 1.00 0.65 0.63 0.62
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Service Convenience - 0.65 0.65 1.00 0.71 0.65 0.61
Digital Interaction Quality : 0.63 0.71 0.71 073 -0.7

Customer Engagement
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Figure 7: Pearson Correlation Analysis of Digital Business Model Constructs and SME
Business Performance: A Customer Perspective

Key drivers in the findings
The quality of digital interaction emerges as the most significant predictor of business
performance, with a correlation coefficient of 0.73. This underscores the imperative for small
and medium-sized enterprises (SMEs) to prioritize effective communication, ensure fluid
digital experiences, and develop user-centric platforms to fully realize their operational
potential. Customer engagement serves a pivotal mediating function, evidenced by a
correlation of 0.63 with business performance and 0.71 with digital interaction quality. To
enhance performance outcomes, SMEs must synchronize their engagement strategies with
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advancements in digital innovation to foster more profound customer relationships and
sustained loyalty.

The Synergy Between Service Convenience and Other Factors

The convenience of services shows a robust connection to the quality of digital engagement
(0.71) and the amount of customer involvement (0.65), underlining the necessity for SMEs to
provide both novel and highly reachable services. A balanced emphasis on innovation and
competencies is critical, as product innovation (0.60) and digital literacy (0.55) exert a
favourable impact on organizational performance. Strategic allocations of resources in these
domains should serve to augment customer engagement and enhance the quality of digital
interactions. The results substantiate that Digital Interaction Quality and Customer
Engagement represent pivotal determinants of the success of SMEs. The integration of
convenience, innovation, and engagement is essential for optimizing performance and
reinforcing the market position of SMEs within the digital economy.

Factor Analysis

Factor analysis offers invaluable clarity into the fundamental framework of the constructs
examined in this study. This analysis is vital for uncovering the critical traits that underpin the
theories related to digital business model innovation, as these factors significantly contribute
to boosting the efficiency of SMEs. Figure 8 below illustrates the Factor Analysis of cumulative
variance for DBMI and SME performance. Below is an interpretation founded on the results,
shows key factors identified from the scree plot and the cumulative variance analysis:

Scree Plot of Factor Analysis

100 Cumulative Variance

80

60

Explained Variance (%)

40

20

]

1 2 3 4 5
Factors

Figure 8: Scree Plot of Factor Analysis: Identifying Key Dimensions of Digital Business
Model Innovation from a Customer Perspective

Key Factors Identified

Factor 1 elucidates 68% of the variance, thereby designating Digital Interaction Quality and
Customer Engagement as paramount determinants of Small and Medium-sized Enterprise
(SME) performance. Their significant influence accentuates the necessity of strategic digital
engagement for achieving business success. Factors 2 and 3 further contribute an additional
22% of the variance, encapsulating Service Convenience and Product Innovation, which
facilitate business growth albeit subordinate to customer engagement. Factors beyond 3 exert
a negligible impact, thereby reinforcing the imperative for SMEs to prioritize the top three
factors for optimal innovation within digital business models.
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Implications for constructs

The quality of digital interaction and the level of customer engagement constitute the
fundamental tenets of Digital Business Model Innovation (DBMI), serving as catalysts for
customer satisfaction, brand loyalty, and overall organizational performance. High-quality
digital interactions coupled with proactive engagement are imperative for sustainable success.
Service convenience and product innovation function as ancillary elements. Service
convenience facilitates effortless, rapid, and user-centric accessibility, whereas product
innovation augments perceived value and fortifies competitive positioning in the market.
Although digital literacy and skills may not be predominant, they are instrumental in fostering
interaction, engagement, and innovation. Small and medium-sized enterprises (SMEs) must
address digital skill deficiencies to optimize the efficacy of DBMI initiatives.

Strategic Insights for SMEs

Small and medium-sized enterprises (SMEs) ought to prioritize the caliber of digital
interactions and customer engagement by guaranteeing the presence of seamless, user-centric
platforms that actively engage customers. These factors operate as significant influences on
business performance within the field of digital business model innovation (DBMI).
Furthermore, the augmentation of convenience alongside perpetual innovation fortifies
customer trust and competitive positioning, thereby rendering engagement strategies
significantly more effective. The empirical findings indicate that SMEs should concentrate on
high-impact determinants namely, the quality of digital interactions, customer engagement,
service convenience, and product innovation rather than excessively allocating resources
across numerous areas. Together, these four dimensions represent about 90% of the variation
in business performance, highlighting their critical role in the success of SMEs. A strategic
alignment with these components is likely to enhance competitiveness, foster customer loyalty,
and facilitate sustained growth within the dynamic landscape of the digital economy.

Conclusion

The outcomes of this investigation elucidate that Digital Business Model Innovation (DBMI)
considerably augments the operational performance of Small and Medium Enterprises (SMEs)
in Malaysia, with customer engagement serving as a pivotal mediating variable. The most
substantial predictor of business performance is identified as Digital Interaction Quality, which
indicates that coherent, responsive, and user-centric digital experiences are fundamental
catalysts for customer satisfaction and retention. This assertion aligns with prior research
conducted by Ratten et al. (2020), which underscores the significance of efficacious digital
interactions in fostering consumer trust and loyalty. SMEs that allocate resources towards Al-
driven automation, omnichannel integration, and real-time engagement methodologies are
predisposed to attain a sustainable competitive edge. The analysis further substantiates that
customer engagement notably mediates the connection between components of DBMI and the
performance of SMEs. This corroborates the assertions of Bashri & Samat (2024), who contend
that proactive engagement correlates with heightened customer retention and brand advocacy.
Nevertheless, engagement is not an automatic phenomenon; it necessitates personalized
interactions, loyalty initiatives, and data-informed content strategies. The practical
ramifications suggest that SMEs ought to transition from passive digital adoption towards
strategic engagement endeavours that perpetually involve customers in brand-centric activities.
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While Product Innovation exhibits a positive yet moderate influence on business performance,
the findings imply that the mere development of new products is inadequate. This is consistent
with the perspectives of Manthey et al. (2021), who emphasize that innovation must be
bolstered by effective digital marketing and customer feedback systems. SMEs should
capitalize on real-time consumer insights, co-creation platforms, and digital branding strategies
to optimize product efficacy. Conversely, Service Convenience does not demonstrate a
significant impact on business performance, which contradicts the conclusions drawn by
Spanos et al. (2023), who identified a robust correlation between convenience and customer
satisfaction.

AIJBES

This observation suggests that within a highly digitalized market, convenience has become an
anticipated norm rather than a competitive differentiator. SMEs should concentrate on
delivering distinctive value propositions that transcend convenience, such as exemplary
customer support and exclusive digital experiences. The investigation also reveals that Digital
Literacy and Skills exert a minimal influence on business performance, signifying that merely
possessing fundamental digital knowledge is insufficient. The findings are congruent with the
arguments posited by Alsharif et al. (2022), who assert that SMEs must cultivate advanced
digital capabilities to fully exploit the advantages of DBMI. The implication is clear: SMEs
should invest in ongoing upskilling programs, forge partnerships with technological providers,
and implement cross-functional digital training to address competency deficiencies.

In summation, this study reinforces the premise that Digital Interaction Quality and Customer
Engagement are the paramount determinants of SME success. To sustain competitiveness,
SMEs must transcend rudimentary digital adoption and concentrate on comprehensive
engagement strategies, exceptional user experiences, and ongoing innovation. By embracing
these methodologies, Malaysian SMEs can bolster customer loyalty, enhance revenue, and
cultivate enduring digital resilience in a dynamically evolving business milieu.

Limitation and Future Research

This investigation predominantly concentrates on the Food and Beverage (F&B) sector,
thereby yielding significant insights while concurrently constraining its applicability to
alternative industries. To achieve a more extensive comprehension of Digital Business Model
Innovation (DBMI), subsequent research endeavours should assess its ramifications within the
domains of tourism, retail, and manufacturing, where variances in customer experience, digital
adoption, and operational efficiency are likely to be pronounced. A comparative analysis across
various industries would provide a more expansive view of DBMI's transformative capabilities,
thereby enhancing the robustness and applicability of the findings to a broader spectrum of
enterprises. Moreover, although this analysis is centered on designated areas of Malaysia, it
presents a crucial opportunity to appreciate the rich diversity of SMEs across the country.
Broadening the sample to encompass SMEs from all states would significantly improve the
generalizability of the findings, facilitating a more precise evaluation of the influences of
customer engagement and DBMI strategies on business performance across differing economic
and cultural frameworks. In addition, while this study identifies customer engagement as a
pivotal mediator, it does not extensively investigate the methodologies through which SMEs
devise and enact engagement strategies. Future research should delve into specific engagement
methodologies, such as Al-driven personalization, loyalty initiatives, and interactive digital
content, while assessing their efficacy in enhancing customer satisfaction, retention, and
overall organizational growth. A thorough understanding of the role of personalized digital
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interactions in nurturing enduring customer relationships would furnish SMEs with profound
insights into optimizing their engagement methodologies.

AIJBES

The results underscore that Digital Interaction Quality and Customer Engagement constitute
the most impactful determinants of SME performance. To ensure ongoing business viability,
SMEs must prioritize the cultivation of seamless digital experiences alongside proactive
customer engagement strategies. Allocating resources toward user-centric digital platforms,
Al-enabled automation, and omnichannel integration will augment interaction quality,
resulting in elevated customer satisfaction and brand loyalty. Additionally, the expansion of
digital literacy initiatives for employees is imperative to fully leverage the advantages of DBMI
adoption. Moreover, SMEs should harness real-time customer feedback and data analytics to
perpetually refine service convenience and product innovation, thereby ensuring that their
offerings remain competitive and congruent with the evolving expectations of consumers. As
DBMI continues to transform the business milieu, SMEs are urged to undertake proactive
measures to fortify their digital transformation initiatives, enhance customer engagement, and
propel long-term business performance. By utilizing these techniques, small and medium
businesses will not only enhance their competitive ability in the digital sector but also forge a
reliable and sustainable framework for growth ahead. Future research might focus on
enhancing DBMI frameworks, addressing challenges specific to various industries, and
investigating creative engagement strategies to assist SMEs in achieving digital excellence and
enduring business success.
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