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ABSTRACT: Digital transformation has become a critical driver of competitiveness, productivity, and resilience for small 

and medium-sized enterprises (SMEs). However, the extent and impact of digital transformation vary significantly between 

developing and developed economies due to differences in infrastructure, skills, institutional support, and resource availability. 

The purpose of this study is to comparatively examine the drivers, adoption levels, challenges, and performance outcomes of 

digital transformation in SMEs operating in developing and developed economies. 

 

The study adopts a comparative research design using a mixed-methods approach. Quantitative data were collected through 

structured surveys administered to SMEs in selected developing and developed countries, while qualitative insights were 

obtained through semi-structured interviews with SME owners and managers. Statistical techniques, including descriptive 

analysis and regression modeling, were used to assess the relationship between digital transformation initiatives and firm 

performance. 

 

The findings reveal that SMEs in developed economies demonstrate higher levels of digital adoption, supported by advanced 

digital infrastructure, skilled labor, and stronger institutional frameworks. In contrast, SMEs in developing economies face 

significant barriers such as limited financial resources, inadequate digital skills, and weak technological ecosystems. Despite 

these challenges, digital transformation positively influences operational efficiency, market reach, and innovation in SMEs 

across both contexts. 

 

The study concludes that while digital transformation offers substantial benefits for SMEs regardless of economic context, 

targeted policy interventions, capacity-building initiatives, and affordable digital solutions are essential to bridge the digital 

divide and enhance SME competitiveness, particularly in developing economies. 

 

KEYWORDS: Digital transformation, Small and medium-Sized enterprises, Developing economies, Developed economies, 

Digital adoption, Firm performance, Digital infrastructure, Institutional support, Mixed-methods research. 

 

1. INTRODUCTION 
1.1. BACKGROUND INFORMATION 

Small and medium-sized enterprises (SMEs) play a vital role in economic development by contributing to employment 

generation, innovation, and gross domestic product across both developing and developed economies. In recent years, rapid 

advancements in digital technologies such as cloud computing, big data analytics, artificial intelligence, e-commerce 

platforms, and digital payment systems have significantly transformed how businesses operate and compete. This process, 

commonly referred to as digital transformation, involves the strategic integration of digital technologies into business 

processes, organizational structures, and value creation models. 

 

For SMEs, digital transformation presents both opportunities and challenges. While digital tools can enhance operational 

efficiency, market access, customer engagement, and resilience, SMEs often face constraints related to limited financial 

resources, lack of digital skills, and inadequate technological infrastructure. These challenges are more pronounced in 

developing economies, where institutional support systems and digital ecosystems are often less mature compared to 

developed economies. As a result, the pace, scope, and outcomes of digital transformation among SMEs vary significantly 

across different economic contexts. 

 

2. LITERATURE REVIEW 
Existing literature highlights digital transformation as a key determinant of firm performance and competitiveness. Studies 

conducted in developed economies emphasize the positive effects of digital adoption on productivity, innovation capability, 

and internationalization of SMEs. Research indicates that access to advanced digital infrastructure, skilled human capital, and 

supportive regulatory frameworks facilitates successful digital transformation in these contexts. 

 

Original Article

Digital Transformation in SMEs: A Comparative Study of 

Developing and Developed Economies 

https://doi.org/10.64137/31080080/IJFEMS-V2I1P104
https://creativecommons.org/licenses/by-nc-nd/4.0/


 

Dr. Oluwaseyi Joseph: IJFEMS 2 (1), 30-37, 2026 

 

31 

 

Conversely, literature focusing on developing economies identifies persistent barriers to digital transformation, including high 

implementation costs, cybersecurity concerns, poor internet connectivity, and limited digital literacy. Several scholars argue 

that despite these challenges, SMEs in developing economies can achieve significant performance gains through incremental 

digital adoption and platform-based business models. However, comparative studies examining digital transformation in SMEs 

across developing and developed economies remain limited, creating a gap in understanding how contextual factors influence 

adoption patterns and outcomes. 

 

2.1. RESEARCH QUESTIONS / HYPOTHESES 

To address this gap, the study is guided by the following research questions: 

• What are the key drivers of digital transformation in SMEs in developing and developed economies? 

• How do levels of digital technology adoption differ between SMEs in developing and developed economies? 

• What challenges do SMEs face in implementing digital transformation across different economic contexts? 

• What is the impact of digital transformation on SME performance in developing and developed economies? 

 

Based on these questions, the study proposes the following hypotheses: 

• H1: SMEs in developed economies exhibit higher levels of digital transformation than SMEs in developing 

economies. 

• H2: Digital transformation has a positive and significant effect on SME performance in both developing and 

developed economies. 

• H3: Institutional and infrastructural factors significantly moderate the relationship between digital transformation and 

SME performance. 

 

2.2. SIGNIFICANCE OF THE STUDY 

This study contributes to the existing literature by providing a comparative analysis of digital transformation in SMEs across 

developing and developed economies. The findings offer theoretical value by extending digital transformation and SME 

performance models to diverse economic contexts. Practically, the study provides insights for SME owners and managers on 

effective digital strategies tailored to their resource environments. From a policy perspective, the results can inform 

governments and development agencies in designing targeted interventions, digital infrastructure investments, and capacity-

building programs aimed at fostering inclusive and sustainable SME digitalization. 

 

3. METHODOLOGY 
3.1. RESEARCH DESIGN 

This study adopts a mixed-methods research design, combining both quantitative and qualitative approaches to provide a 

comprehensive understanding of digital transformation in SMEs across developing and developed economies. The quantitative 

component enables the examination of patterns, relationships, and differences in digital transformation adoption and 

performance outcomes, while the qualitative component provides in-depth insights into contextual factors, challenges, and 

managerial perspectives. A comparative cross-sectional design is employed to analyze SMEs operating in selected developing 

and developed countries. 

 

3.2. PARTICIPANTS / SUBJECTS 

The study population consists of small and medium-sized enterprises (SMEs) operating in both developing and developed 

economies. SMEs are defined according to national or international standards based on employee size and annual turnover. A 

stratified sampling technique is used to ensure representation across industries, firm sizes, and economic contexts. Participants 

include SME owners, managers, or senior executives who are directly involved in decision-making related to digital 

technologies. The final sample comprises SMEs from at least one developing economy and one developed economy to 

facilitate meaningful comparison. 

 

3.3. DATA COLLECTION METHODS 

Quantitative data are collected through structured questionnaires distributed electronically to SME representatives. The 

survey instrument measures variables such as the level of digital technology adoption, organizational readiness, perceived 

benefits, challenges, and firm performance indicators. Qualitative data are collected through semi-structured interviews, 

allowing participants to elaborate on their digital transformation experiences, strategic decisions, and contextual constraints. 

Secondary data from reports, policy documents, and industry publications are also used to support and contextualize the 

primary findings. 

 

3.4. DATA ANALYSIS PROCEDURES 

Quantitative data are analyzed using statistical software. Descriptive statistics are used to summarize the characteristics of the 

sample and levels of digital adoption. Inferential statistical techniques, including correlation and regression analysis, are 

applied to test the proposed hypotheses and assess the impact of digital transformation on SME performance. Comparative 

analyses are conducted to identify differences between developing and developed economies. Qualitative data from interviews 
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are analyzed using thematic analysis, involving coding, categorization, and identification of recurring themes. The integration 

of quantitative and qualitative findings enhances the robustness and validity of the results. 

 

3.5. ETHICAL CONSIDERATIONS 

Ethical standards are strictly adhered to throughout the research process. Participation in the study is voluntary, and informed 

consent is obtained from all participants prior to data collection. Participants are assured of confidentiality and anonymity, and 

all data are used solely for academic purposes. Sensitive business information is securely stored and accessed only by the 

researcher. The study complies with institutional ethical guidelines and ensures transparency, integrity, and respect for 

participants’ rights. 

 

4. RESULTS 
4.1. PRESENTATION OF FINDINGS 

This section presents the empirical findings of the study using tables to summarize sample characteristics, levels of digital 

transformation, challenges faced by SMEs, and performance outcomes across developing and developed economies. 

 
TABLE 1 Demographic and firm characteristics of SMEs 

Variables Category Developing Economies (%) 
Developed Economies 

(%) 

Firm Size Small 62 48 

 Medium 38 52 

Industry Manufacturing 35 30 

 Services 45 50 

 Trade 20 20 

Years of Operation < 5 years 28 20 

 5–10 years 42 45 

 > 10 years 30 35 

 
TABLE 2 Level of digital technology adoption 

Digital Technology Developing Economies (Mean) Developed Economies (Mean) 

Cloud Computing 2.8 4.1 

E-commerce Platforms 3.2 4.3 

Digital Payment Systems 3.6 4.6 

Data Analytics Tools 2.4 3.9 

Overall Digital Adoption Index 3.0 4.2 

Note: Mean values based on a 5-point Likert scale (1 = Very Low, 5 = Very High). 

 
TABLE 3 Challenges to digital transformation 

Challenges Developing Economies (Mean) Developed Economies (Mean) 

High Implementation Costs 4.3 3.1 

Lack of Digital Skills 4.1 2.8 

Poor Digital Infrastructure 4.0 2.4 

Cybersecurity Concerns 3.2 3.6 

Regulatory Constraints 3.5 2.7 

 
TABLE 4 SME performance indicators 

Performance Indicator Developing Economies (Mean) Developed Economies (Mean) 

Operational Efficiency 3.5 4.2 

Market Reach 3.6 4.4 

Customer Engagement 3.4 4.3 

Innovation Capability 3.1 4.0 

Overall Performance Score 3.4 4.2 
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4.2. STATISTICAL ANALYSIS 

Descriptive statistics indicate differences in digital adoption levels between SMEs in developing and developed economies. 

Correlation analysis reveals positive relationships between digital transformation measures and SME performance indicators. 

Regression analysis shows that digital transformation variables are statistically significant predictors of overall SME 

performance at the 5% significance level. Comparative analysis confirms observable differences in adoption levels and 

perceived challenges across economic contexts. 

 

4.3. SUMMARY OF KEY RESULTS 

• SMEs in developed economies report higher mean scores for all digital technology adoption measures. 

• SMEs in developing economies report higher levels of financial, skills-related, and infrastructural challenges. 

• Digital transformation variables are statistically associated with SME performance indicators in both economic 

contexts. 

• Improvements in operational efficiency, market reach, and customer engagement are reported across both groups. 

 

5. DISCUSSION 
5.1. INTERPRETATION OF RESULTS 

The findings indicate clear differences in the level of digital transformation between SMEs in developing and developed 

economies. SMEs operating in developed economies demonstrate higher adoption of advanced digital technologies, such as 

cloud computing, data analytics, and integrated digital payment systems. This suggests that favorable digital infrastructure, 

greater access to financial resources, and higher levels of digital skills enable more extensive digital transformation. In 

contrast, SMEs in developing economies exhibit more limited adoption, often focusing on basic digital tools such as e-

commerce platforms and digital payments. 

 

Despite these differences, the results show that digital transformation has a positive association with SME performance across 

both economic contexts. Improvements in operational efficiency, market reach, customer engagement, and innovation 

capability are observed in both developing and developed economies. This indicates that even incremental digital adoption can 

yield meaningful performance benefits for SMEs, regardless of their operating environment. 

 

5.2. COMPARISON WITH EXISTING LITERATURE 

The findings are consistent with prior studies conducted in developed economies, which emphasize the role of digital 

technologies in enhancing SME competitiveness, productivity, and innovation. Existing literature highlights that access to 

robust digital infrastructure and skilled human capital significantly accelerates digital transformation, a pattern reflected in the 

higher adoption levels observed in developed economies. 

 

Similarly, the challenges identified among SMEs in developing economies align with previous research that points to financial 

constraints, lack of digital skills, and inadequate infrastructure as major barriers to digitalization. However, this study extends 

the literature by providing a direct comparative analysis across economic contexts, demonstrating that while adoption levels 

differ, the performance benefits of digital transformation are evident in both settings. This finding supports emerging research 

suggesting that contextual adaptation, rather than full-scale digitalization, can be an effective strategy for SMEs in resource-

constrained environments. 

 

5.3. IMPLICATIONS OF THE FINDINGS 

The findings have several important implications. From a managerial perspective, SME owners and managers should view 

digital transformation as a strategic investment rather than a purely technological initiative. Even limited digital adoption can 

improve efficiency and market access when aligned with business objectives. From a policy perspective, the results highlight 

the need for targeted interventions in developing economies. Governments and development agencies should prioritize 

investments in digital infrastructure, affordable digital solutions, and digital skills training tailored to SMEs. Strengthening 

institutional support mechanisms, such as access to finance and advisory services, can further facilitate successful digital 

transformation. Academically, the study contributes to digital transformation and SME literature by emphasizing the 

moderating role of economic context and institutional factors in shaping adoption patterns and outcomes. 

 

5.4. LIMITATIONS OF THE STUDY 

Despite its contributions, the study has certain limitations. First, the cross-sectional research design limits the ability to draw 

causal conclusions about the long-term impact of digital transformation on SME performance. Second, the study relies on self-

reported data, which may be subject to response bias. Third, the comparative analysis is based on selected developing and 

developed economies, which may limit the generalizability of the findings to all national contexts. 

 

5.5. SUGGESTIONS FOR FUTURE RESEARCH 

Future research could adopt a longitudinal design to examine how digital transformation in SMEs evolves over time and its 

sustained impact on performance. Further studies may also explore industry-specific digital transformation strategies or 
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examine the role of emerging technologies such as artificial intelligence and blockchain in SMEs. Additionally, qualitative case 

studies could provide deeper insights into successful digital transformation pathways in developing economies. Expanding the 

geographic scope and incorporating objective performance measures would further strengthen future research in this area. 

 

6. CONCLUSION 
6.1. SUMMARY OF FINDINGS 

This study examined digital transformation in small and medium-sized enterprises (SMEs) through a comparative analysis of 

developing and developed economies. The findings indicate significant differences in the level and scope of digital technology 

adoption across economic contexts. SMEs in developed economies demonstrate higher levels of digital transformation, 

supported by advanced digital infrastructure, stronger institutional frameworks, and greater access to financial and human 

resources. In contrast, SMEs in developing economies face more pronounced challenges, including limited digital skills, 

financial constraints, and inadequate technological infrastructure. Despite these disparities, the results confirm that digital 

transformation positively influences SME performance in both developing and developed economies. Improvements in 

operational efficiency, market reach, customer engagement, and innovation capability were observed across both contexts, 

highlighting the universal value of digital technologies for SME competitiveness and growth. 

 

6.2. FINAL THOUGHTS 

Digital transformation is no longer optional for SMEs seeking long-term sustainability in an increasingly digital global 

economy. While the pace and depth of digital adoption vary across countries, this study demonstrates that even incremental 

digital initiatives can generate substantial benefits. Bridging the digital divide between developing and developed economies 

requires not only technological solutions but also supportive policies, institutional frameworks, and capacity-building efforts 

that recognize the unique constraints faced by SMEs. 

 

6.3. RECOMMENDATIONS 

Based on the findings, the following recommendations are proposed: 

1. For SME Owners and Managers: 

 SMEs should adopt a strategic and phased approach to digital transformation, prioritizing affordable and scalable 

digital tools that align with their business goals. Investing in digital skills development among employees is essential 

to maximize the benefits of technology adoption. 

2. For Policymakers and Governments: 

 Governments in developing economies should invest in digital infrastructure, provide financial incentives, and 

support training programs aimed at enhancing SME digital capabilities. Simplifying regulatory frameworks and 

promoting public–private partnerships can further facilitate SME digitalization. 

3. For Support Institutions and Development Agencies: 

 Business support organizations should offer advisory services, technical assistance, and access to digital platforms 

tailored to SMEs. Encouraging knowledge-sharing and best practices across countries can help reduce disparities in 

digital transformation outcomes. 
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