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Abstract 

Purpose: To aim of the study was to analyze impact 

of digital transformation on organizational 

performance in European SMEs. 

Methodology: This study adopted a desk 

methodology. A desk study research design is 

commonly known as secondary data collection. This 

is basically collecting data from existing resources 

preferably because of its low cost advantage as 

compared to a field research. Our current study looked 

into already published studies and reports as the data 

was easily accessed through online journals and 

libraries. 

Findings: Digital transformation initiatives, including 

cloud computing, AI tools, digital workflows, and big 

data analytics, have a significant positive impact on 

European SMEs’ organizational performance, 

enhancing revenue growth, operational efficiency, and 

market share. Studies show that SMEs that 

strategically integrate these technologies with business 

processes and align them with leadership and 

entrepreneurial orientation achieve higher 

performance outcomes. However, effectiveness varies 

depending on digital maturity, firm capabilities, and 

contextual factors such as industry type and country-

specific conditions. 

Unique Contribution to Theory, Practice and 

Policy: The technology‑organization‑environment 

(TOE) framework, the resource‑based view (RBV), 

the dynamic capabilities theory may be used to anchor 

future studies on the impact of digital transformation 

on organizational performance in European SMEs. 

SME managers should prioritize aligning digital 

initiatives with organizational strategies, ensuring that 

technologies such as cloud computing, AI, and digital 

workflows directly support business objectives and 

market competitiveness Policymakers should create a 

supportive ecosystem for SME digitalization by 

providing access to infrastructure, funding incentives, 

grants, and tax benefits that encourage the adoption of 

advanced technologies  

Keywords: Digital Transformation, Organizational 

Performance  
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INTRODUCTION 

Organizational performance hen measured through revenue growth, operational efficiency, and 

market share reflects how effectively firms convert strategy into economic results, utilise their 

resources, and compete within their industries. In developed economies like the United States, 

United Kingdom, and Japan, high-performing firms typically report sustained revenue growth rates 

and dominant market positions, indicating strong competitive advantages. For example, studies of 

firm-level performance often link advanced operational processes and strategic resource use with 

superior financial outcomes, showing that efficiency gains contribute significantly to profitability 

and competitiveness in mature markets (Richard, Devinney, Yip & Johnson, 2008). In the U.S., 

large publicly traded companies have historically achieved multi‑percent annual revenue growth 
rates and strong market share retention which underpin broader economic performance, while 

firms in the UK’s financial and technology sectors often show high operational efficiency relative 

to global peers, contributing to resilient market positions (Richard, 2008). Similarly, Japanese 

multinational firms leverage lean production and process optimisation that support incremental 

revenue increases and efficient resource use, leading to differentiated market shares in global 

sectors (Richard, 2008). 

By contrast, developing economies present more varied performance patterns linked to differing 

market structures and investment climates. In many lower‑middle‑income countries in Asia and 

Africa, firm revenue growth and market share gains often lag behind global averages, partly due 

to structural constraints such as limited access to capital, infrastructure challenges, and weaker 

institutional support for operational efficiency (Dollar, Hallward‑Driemeier & Mengistae, 2003). 
Research on firm performance in developing contexts shows that although some companies may 

achieve rapid workforce expansion e.g., employment growth of 5–8% annually the corresponding 

output growth (a proxy for revenue expansion and productivity) is often muted, indicating that 

operational efficiency and competitive positioning remain constrained (World Bank Group, 2014). 

These performance trends highlight the persistent gap between firm potential and realised 

economic outcomes in developing markets, where improved efficiency and market access can 

unlock stronger performance. 

In many Sub‑Saharan African economies, organisational performance outcomes similarly reflect 
regional economic challenges and variations across sectors. Studies focused on commercial banks 

in SSA illustrate that enhancing operational efficiency and diversifying income streams 

significantly improves key performance metrics like return on assets and net interest margins, 

suggesting that efficiency improvements directly support financial performance in developing 

financial sectors (Dinka & Asfaw, 2025). However, broader patterns of firm revenue growth and 

market share in SSA often remain subdued compared with developed economies due to structural 

constraints such as limited market competitiveness, infrastructure deficits, and lower institutional 

quality. Empirical research confirms that firms that successfully improve operational efficiency 

through cost reduction and better resource allocation tend to outperform peers in profitability 

measures, underscoring the importance of efficiency for organisational performance in the region 

(Dinka & Asfaw, 2025). These trends reflect a landscape where performance gains are possible 

but closely tied to improvements in firm‑level capabilities and enabling economic conditions. 
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Digital Transformation Initiatives (DTIs) refer to strategic efforts by organizations to leverage 

digital technologies to fundamentally change how they operate, compete, and deliver value. Four 

widely adopted DTIs are cloud computing, artificial intelligence (AI) tools, digital workflows, and 

big data analytics. Cloud computing enables scalable IT resources on demand, reducing 

infrastructure costs and improving responsiveness, which can enhance operational efficiency and 

support faster revenue generation (Marston, 2011). Similarly, AI tools such as machine learning 

and automation improve decision‑making and productivity by analysing complex data, forecasting 
trends, and reducing human error boosting both operational performance and customer 

engagement, which can lead to higher market share (Chatterjee, 2020). Digital workflows 

streamline and standardize business processes, cutting cycle times and eliminating redundant tasks, 

directly contributing to cost savings and improved service delivery, which in turn supports 

financial performance measures like revenue growth (Bharadwaj, 2013). 

Big data analytics enables organizations to extract actionable insights from large volumes of 

structured and unstructured data, informing strategy and enhancing competitive positioning 

through better customer targeting and innovation. When these DTIs are integrated into an 

organization’s strategy, they can collectively influence key performance outcomes: revenue 

growth through new digital products/services and market expansion; operational efficiency 

through process automation and resource optimisation; and market share by enabling personalized 

offerings and rapid response to market changes (Susanti, 2021; Vial, 2019). Research suggests that 

firms that effectively align digital transformation with strategic objectives tend to outperform peers 

on financial and non‑financial performance metrics (Vial, 2019). However, the impact of DTIs on 

performance depends on organizational readiness, IT capabilities, and leadership support, as 

technology adoption alone does not guarantee improved outcomes (Jonathan & Kuika Watat, 

2020). Thus, digital transformation should be seen as both a technological and strategic 

management challenge to unlock performance benefits. 

Problem Statement 

Despite widespread recognition of digital transformation as a critical driver of business success, 

European small and medium‑sized enterprises (SMEs) continue to experience significant 
variability in how digital technologies influence their organisational performance, particularly in 

terms of revenue growth, operational efficiency, and market share. Research shows that while 

digital transformation can enhance competitiveness and operational outcomes, many European 

SMEs face challenges such as limited digital infrastructure, skill shortages, and uneven integration 

of technologies (Asa, 2026; Eurofound, 2025). Moreover, evidence suggests that a substantial 

proportion of SMEs are adopting advanced technologies like artificial intelligence without 

foundational digital capabilities, which can undermine efficiency gains and long‑term performance 
(Reuters, 2025). This inconsistency raises critical questions about the conditions under which 

digital transformation translates into meaningful organisational performance improvements across 

diverse European SME contexts (Mate, 2026). Therefore, there is a pressing need to examine how 

specific digital transformation initiatives affect different performance dimensions in European 

SMEs and to identify the moderating factors that enable or hinder these effects. 
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Theoretical Review 

The Technology‑Organization‑Environment (TOE) Framework 

Developed by Tornatzky and Fleischer (1990), explains how technological, organizational, and 

environmental factors influence a firm’s adoption and implementation of innovations. The main 

theme is that performance outcomes are not determined solely by the technology itself but also by 

organizational readiness and external pressures such as regulations, market competition, and 

customer demands. In the context of European SMEs, TOE provides a lens to understand why 

similar digital transformation initiatives like cloud computing or AI adoption can yield different 

levels of revenue growth, operational efficiency, or market share depending on each firm’s 

technological infrastructure, managerial capabilities, and external environment (Rahayu & Day, 

2018). This theory is particularly relevant because SMEs operate under resource constraints and 

heterogeneous market conditions across Europe, making the integration of digital technologies 

highly context-dependent. Applying TOE allows researchers to capture these multifaceted 

influences and assess how they collectively affect organizational performance. 

The Resource‑Based View (RBV) 

Originally proposed by Jay Barney (1991), posits that firms achieve sustainable competitive 

advantage by leveraging valuable, rare, inimitable, and non-substitutable resources, including 

technological assets and managerial capabilities. RBV highlights that digital transformation 

initiatives, such as implementing AI tools or big data analytics, constitute strategic resources that 

can differentiate firms in competitive markets. In European SMEs, RBV helps explain how the 

effective use of these digital resources can improve revenue growth, operational efficiency, and 

market share by exploiting unique capabilities that competitors cannot easily replicate (Rialti, 

Marzi, & Silvestri, 2020). The theory underscores the importance of aligning digital investments 

with firm-specific strengths to maximize performance outcomes. Consequently, RBV provides a 

foundational perspective for investigating the link between resource-based digital initiatives and 

tangible organizational gains. 

The Dynamic Capabilities Theory 

Proposed by Teece, Pisano, and Shuen (1997), focuses on a firm’s ability to sense opportunities, 

seize them, and reconfigure resources in rapidly changing environments. Its central theme is that 

firms must continually adapt their internal and external competencies to maintain competitiveness, 
particularly when adopting emerging technologies. For European SMEs, dynamic capabilities are 

critical in digital transformation because successful adoption of cloud computing, AI, or digital 

workflows requires agility, learning, and the ability to realign processes to changing customer and 

market demands (Wamba, Akter, & Edwards, 2020). By emphasizing organizational adaptability, 

this theory links digital initiatives directly to performance outcomes such as enhanced operational 

efficiency, revenue growth, and increased market share. Dynamic Capabilities Theory therefore 

offers a robust conceptual foundation for understanding how SMEs can leverage digital 

technologies strategically to achieve superior organizational performance. 

Empirical Review 

Rialti, Marzi, & Silvestri (2020) examined the effect of digital transformation on SME 

performance in Italy, specifically investigating how entrepreneurial orientation moderates this 
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relationship. The study aimed to determine whether strategic alignment of digital initiatives 

enhances revenue growth, operational efficiency, and market share. A survey methodology was 

employed, targeting 150 Italian SMEs across manufacturing and services sectors. Respondents 

completed structured questionnaires measuring digital adoption, entrepreneurial orientation, and 

performance indicators. Data were analyzed using multiple regression and structural equation 

modeling to identify significant relationships. The findings revealed a strong positive link between 

digital transformation initiatives such as cloud computing, AI adoption, and digital workflows—

and revenue growth. Operational efficiency was also enhanced when SMEs integrated digital 

processes with strategic goals. Market share expansion was observed primarily in firms that 

combined digital tools with entrepreneurial orientation. However, firms with weak alignment 

showed limited performance improvements. The study highlighted that the mere adoption of 

technology does not guarantee organizational gains. SME managers were recommended to align 

digital initiatives with business strategy to maximize performance outcomes. Training programs 

to enhance digital skills were also advised. Leadership commitment emerged as a critical enabler 

of successful digital transformation. The study concluded that entrepreneurial orientation 

strengthens the performance impact of digital transformation. Overall, Italian SMEs benefit most 

when digital tools are strategically integrated into their core operations. 

Liao, Deschamps, Loures, & Ramos (2019) investigated digital transformation maturity across 

European SMEs, with a focus on understanding its relationship to operational efficiency and 

competitive advantage. The purpose was to develop a framework to assess SME readiness for 

digital adoption and its effect on organizational performance. A mixed-methods approach was 

employed, combining surveys from 200 SMEs and semi-structured interviews with key managers. 

The survey collected quantitative data on digital technology adoption, while interviews explored 

qualitative insights into implementation challenges. Findings indicated that higher digital maturity 

correlated strongly with improved operational efficiency, including faster production cycles and 

streamlined workflows. Revenue growth was positively associated with the degree of digital 

integration, particularly when SMEs adopted cloud computing and digital workflow tools. Market 

share improvements were notable in firms with integrated digital customer engagement platforms. 

Challenges included limited technological expertise and resistance to change among employees. 

Recommendations included incremental capability building to support adoption and 

organizational training to address digital skill gaps. The study emphasized the importance of 

leadership support and continuous monitoring. SMEs were advised to prioritize technologies that 

align with strategic objectives. Findings also suggested that technology alone is insufficient 

without organizational process redesign. Policy support for SME digital infrastructure was 

recommended. The study highlighted the contextual differences across European countries. Liao 

et al. concluded that a systematic approach to digital maturity drives sustained organizational 

performance. 

Kraus (2021) focused on German SMEs to examine how advanced digital technologies, including 

AI and cloud computing, influence competitive performance. The study’s purpose was to quantify 

the impact of technology adoption on efficiency and market positioning. A quantitative survey 

design was applied, with 180 SMEs participating from manufacturing, services, and technology 

sectors. Data were analyzed using structural equation modeling and regression analysis to establish 

cause-effect relationships. Results demonstrated that AI-driven process automation led to 
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significant operational efficiency gains. Cloud computing adoption reduced IT costs and increased 

organizational agility. Revenue growth was positively associated with the adoption of digital 

customer relationship management systems. Market share expansion occurred in SMEs that 

leveraged big data analytics for strategic decision-making. The study identified digital skill 

shortages as a critical barrier to realizing performance gains. Firms were recommended to invest 

in employee training programs. Leadership commitment and clear digital strategy were key 

enablers of successful adoption. Technology alone did not guarantee competitive advantage; 

alignment with business processes was crucial. Findings highlighted that incremental 

implementation reduces adoption risk. SMEs were encouraged to benchmark digital performance 

against industry peers. Kraus et al. concluded that strategic technology integration directly 

contributes to enhanced organizational performance. 

Pagani & Pardo (2017) aimed to identify how digital initiatives influence revenue, efficiency, and 

market positioning. Data collection involved detailed interviews with senior management and 

operational staff across 25 SMEs. Observational data on workflow digitization and customer 

engagement platforms were also recorded. Results showed that SMEs adopting integrated digital 

strategies achieved stronger market positions. Revenue growth was correlated with firms that 

implemented digital marketing and e-commerce tools. Operational efficiency improved through 

workflow automation and digital inventory management. SMEs with isolated digital tools, without 

strategic alignment, experienced limited benefits. Recommendations included adopting dynamic 

digital strategies that evolve with market conditions. Leadership and change management were 

emphasized as crucial factors. The study highlighted the importance of using digital tools to 

enhance customer experience. It also underscored the value of integrating digital processes across 

organizational functions. Findings suggested that SMEs should adopt a phased approach to digital 

adoption. Continuous evaluation of technology performance was recommended. Pagani and Pardo 

concluded that strategic digital initiatives can differentiate SMEs competitively. 

Kolosova, Vinogradova, & Shkarubo (2020) analyzed the role of digital process integration on 

Polish SMEs’ efficiency and market share. The study’s purpose was to empirically test how digital 

initiatives affect key performance metrics. A survey of 120 SMEs was conducted, measuring 

digital adoption, process integration, and performance outcomes. Structural equation modeling 

was used to analyze the data. Results indicated that firms with high digital process integration 

achieved significant operational efficiency improvements. Revenue growth was higher in firms 

leveraging big data analytics. Market share increased when digital tools enabled better customer 

targeting. Barriers included insufficient infrastructure and limited digital literacy among 

employees. The study recommended policy interventions to support SME digitalization. Training 

programs to enhance digital competence were suggested. Firms were advised to prioritize 

technologies that align with strategic goals. Workflow automation was highlighted as a key 

enabler. Findings stressed the need for leadership support in digital initiatives. Continuous 

performance monitoring was recommended. The study concluded that integrated digital processes 

are critical for enhancing SME performance. 

Pinto, Marques, & Clegg (2021) assessed long-term performance impacts of digital transformation 

initiatives. Data were collected over three years from 100 SMEs in manufacturing and service 

sectors. Regression and time-series analysis were applied to evaluate trends. Findings showed that 

sustained investment in cloud computing and AI tools led to steady revenue growth. Operational 
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efficiency increased as digital workflows and automation were embedded. Market share expanded 

for SMEs using digital platforms to reach broader customer bases. Short-term investments without 

alignment produced minimal performance gains. Recommendations included sustained leadership 

commitment and continuous evaluation. Firms were advised to develop long-term digital 

strategies. Employee skill development was highlighted as critical. The study emphasized 

integration of technology with business processes. Digital infrastructure readiness was identified 

as a key success factor. Performance gains were greatest in SMEs adopting multiple 

complementary digital initiatives. Pinto concluded that long-term digital transformation 

contributes significantly to organizational performance. 

Bag & Pretorius (2020) investigated the UK manufacturing SMEs to analyze how digital 

transformation initiatives affect productivity and overall organizational performance. The study 

aimed to identify which digital strategies most strongly influence revenue, efficiency, and 

competitiveness. A survey of 150 SMEs was conducted, and regression analysis was used to 

examine relationships between digital adoption and performance metrics. Results showed that 

SMEs adopting cloud-based systems and AI for predictive maintenance experienced the largest 

gains in operational efficiency. Revenue growth was positively influenced by digital customer 

engagement platforms. Market share expansion was observed in SMEs leveraging big data for 

strategic decision-making. Challenges included employee digital skills and organizational 

resistance to change. Recommendations included collaborative platforms for knowledge sharing. 

Firms were advised to align digital initiatives with strategic goals. Leadership commitment was 

critical to adoption success. Incremental technology adoption minimized disruption risks. 

Employee training programs were recommended to maximize benefits. Integration of digital tools 

across operations enhanced workflow efficiency. The study concluded that digital transformation 

initiatives are significant predictors of SME performance. 

METHODOLOGY 

This study adopted a desk methodology. A desk study research design is commonly known as 

secondary data collection. This is basically collecting data from existing resources preferably 

because of its low-cost advantage as compared to field research. Our current study looked into 

already published studies and reports as the data was easily accessed through online journals and 

libraries. 

FINDINGS 

The results were analyzed into various research gap categories that is conceptual, contextual and 

methodological gaps 

Conceptual Gaps: While existing studies consistently examine the link between digital 

transformation initiatives (such as cloud computing, AI tools, digital workflows, and big data 

analytics) and organizational performance, most focus on immediate performance outcomes like 

revenue growth, operational efficiency, and market share. Few studies investigate the mechanisms 

or mediators such as organizational culture, leadership, or digital capabilities that explain how 

digital initiatives translate into performance improvements. Additionally, the long-term impact of 

sustained digital investments versus short-term adoption remains underexplored, particularly in 

terms of strategic alignment and dynamic capability development (Pinto, Marques, & Clegg, 
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2021). Another conceptual gap exists in differentiating the effects of specific digital initiatives for 

example, AI versus digital workflow integration on distinct performance dimensions. Finally, 

limited research addresses the role of SME-specific constraints, such as resource limitations or 

employee digital literacy, in moderating the effectiveness of digital transformation initiatives. 

Contextual Gaps: Most empirical studies are concentrated in manufacturing and service SMEs, 

but less attention has been given to other sectors such as creative industries, retail, or knowledge-

based SMEs. Similarly, many studies focus on the adoption of digital tools at the firm level, 

without examining how inter-firm collaborations, supply chain digitalization, or customer 

integration affect performance (Kraus, 2021; Bag & Pretorius, 2020). The variability in SME size 

and resource endowment within Europe is often ignored, leading to generalizations that may not 

apply to micro or smaller SMEs. Additionally, studies rarely consider organizational readiness or 

culture as moderating factors, which could explain differences in performance outcomes across 

similar digital initiatives. These contextual omissions limit the generalizability of findings across 

the diverse European SME landscape. 

Geographical Gaps: Although multiple European countries Italy, Germany, Poland, Portugal, and 

the UK are represented, there is a lack of cross-country comparative studies that analyze how 

national policies, infrastructure, and regulatory environments influence digital transformation 

outcomes. Southern and Eastern European SMEs, in particular, remain underrepresented, leaving 

a gap in understanding how regional economic disparities affect performance gains from digital 

initiatives. Moreover, most studies treat Europe as a homogeneous context without accounting for 

differences in technological readiness and digital ecosystem maturity, which can affect SMEs’ 

ability to capitalize on digital investments. Therefore, a geographically nuanced study is needed to 

understand how local conditions and cross-border differences shape digital transformation impact 

on SME performance 

CONCLUSION AND RECOMMENDATIONS 

Conclusions 

In conclusion, digital transformation has a significant and multifaceted impact on the 

organizational performance of European SMEs, influencing revenue growth, operational 

efficiency, and market share. Empirical studies demonstrate that the adoption of technologies such 

as cloud computing, AI tools, digital workflows, and big data analytics enhances operational 

processes and strategic decision-making, thereby improving firm competitiveness (Rialti, Marzi, 

& Silvestri, 2020; Kraus, 2021). However, the effectiveness of digital transformation is contingent 

on organizational readiness, leadership commitment, and the alignment of technology initiatives 

with strategic goals. SMEs with well-integrated digital capabilities exhibit superior performance, 

whereas those with weak implementation or limited digital skills experience marginal gains (Pinto, 

Marques, & Clegg, 2021; Liao, Deschamps, Loures, & Ramos, 2019). Despite the overall positive 

impact, gaps remain in understanding the long-term effects of digital transformation, sector-

specific outcomes, and regional disparities across Europe, highlighting areas for future research 

and policy support. Overall, digital transformation is a critical driver of SME performance, but its 

success requires a strategic, context-sensitive, and capability-driven approach to maximize 

organizational benefits. 
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Recommendations 

Theory 

Future research should explore mediating and moderating factors such as organizational culture, 

leadership, and digital capabilities to enhance the explanatory power of existing theories linking 

digital transformation to SME performance. Most current studies focus primarily on direct 

outcomes like revenue growth, operational efficiency, and market share, leaving the mechanisms 

through which digital initiatives produce performance gains underexplored (Rialti, Marzi, & 

Silvestri, 2020). Scholars are also encouraged to conduct longitudinal studies to distinguish 

between short-term adoption and sustained digital transformation, providing deeper insights into 

strategic alignment and dynamic capabilities (Pinto, Marques, & Clegg, 2021). Additionally, 

extending theoretical frameworks like the TOE and Resource-Based View (RBV) to incorporate 

sector-specific and capability-driven variations will refine models and improve predictive 

accuracy. By addressing these conceptual gaps, theoretical understanding of how digital 

transformation influences SME performance across Europe can be significantly strengthened. 

Practice 

SME managers should prioritize aligning digital initiatives with organizational strategies, ensuring 

that technologies such as cloud computing, AI, and digital workflows directly support business 

objectives and market competitiveness (Kraus et al., 2021). Emphasis should also be placed on 

building digital capabilities among employees, including training and continuous upskilling, to 

fully leverage the benefits of digital transformation. Firms are recommended to adopt incremental 

and phased implementation approaches to reduce adoption risks while monitoring performance 

outcomes. Practical guidance also includes benchmarking digital initiatives against industry peers 

and embedding feedback loops for continuous process improvement. These strategies can 

maximize operational efficiency, enhance revenue growth, and expand market share for European 

SMEs. 

Policy  

Policymakers should create a supportive ecosystem for SME digitalization by providing access to 

infrastructure, funding incentives, grants, and tax benefits that encourage the adoption of advanced 

technologies (Liao, Deschamps, Loures, & Ramos, 2019). Policies promoting knowledge sharing 

and best practices across borders can facilitate SMEs’ integration into the broader European digital 

economy. Governments and industry associations should focus on reducing digital skill gaps and 

improving technological readiness to ensure SMEs can benefit from digital initiatives. Regulations 

and programs that support collaboration, innovation, and digital adoption will enhance 

competitiveness at both national and regional levels. These policy interventions can create an 

enabling environment that maximizes the organizational performance impact of digital 

transformation initiatives in European SMEs. 
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