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MANAGEMENT | RESEARCH ARTICLE

The impact of IT capability and organizational 
learning on halal food SMEs’ performance
Liliana Inggrit Wijaya1, Bobby Ardiansyahmiraja1*, Adhika Putra Wicaksono1, 
Andri Rianawati1, Faizal Susilo Hadi1, Marwin Antonius Rejeki Silalahi1 and 
Muhammad Izharuddin Zunairoh1

Abstract:  Halal food is an especially important sector in many developing countries. 
Many of the halal food in those countries are supplied by SMEs. Although the 
importance of this sector is certain, studies investigating the organizational aspect 
of halal food SMEs are still limited. The present study tries to expand the knowledge 
of organizational behaviour aspects in halal food SMEs since it is crucial in creating 
the sustainability of halal food SMEs. The present study uses partial least square 
structural equation modelling (PLS-SEM). The questions used to measure the vari-
ables used in this study were developed by adopting previous studies’ instruments. 
This research discovered the importance of IT capability and organizational learning 
on organizational performance. IT capability, Knowledge transfer effectiveness, and 
Absorptive capacity are found to have a significant relationship with organizational 
performance measured by Balanced Scorecard (BSC). Furthermore, the effect of IT 
capability and Knowledge transfer effectiveness are not only direct but also 
mediated by Absorptive capacity. From the findings, there are key implications. 
First, by utilizing digital capabilities in their business processes, SMEs can more 
easily obtain new knowledge. Second, when SMEs learn new things from digitaliza-
tion, they can associate their knowledge with new information. Third, the ability to 
use technology helps human resources in SMEs to increase knowledge, thus 
encouraging SMEs to create innovation and business competitiveness. This ulti-
mately has an impact on increasing sales and cost-effectiveness.

Subjects: Management of Technology; Small Business Management; Human Resource 
Management; Food and Beverage Management; 

Keywords: organizational learning; IT capability; knowledge transfer effectiveness; 
absorptive capacity; organizational performance; Smes

1. Introduction
The interest towards the Muslim market is currently increasing (Henderson, 2016). The Muslim 
market commercial interest impacted all of the sectors inside the boundaries of the “halal 
industry”, which consists of halal finance, tourism, pharmaceuticals, fashion, cosmetics, and food 
(Ahyar & Wibowo, 2019; Elasrag, 0000). Alongside the overall growth and interest in the halal 
industry, each halal sector has also shown positive growth and academic interest. Studies such as 
those done by (Rasul, 2019) revealed how academic interest is expanding in terms of the volume 
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of publications related to halal tourism and the many dimensions investigated to enrich the 
current body of knowledge of halal tourism. Not just in tourism, similar studies were conducted 
to achieve the same goal in other halal sectors, such as halal finance and halal food (Abedifar 
et al., 2015; Secinaro & Calandra, 2020).

The present study is particularly interested in the food sector. The halal food sector has a special 
place in the halal industry context since it represents the largest pie of the whole halal industry 
($1,267 billion) and how, when compared to halal tourism or fashion, halal food affects most 
significantly the daily life of a Muslim (Alzeer et al., 2018; DinarStandard, 2022). This sector is also 
reported as one of the fastest-growing industries globally (Iranmanesh et al., 2021). In predominantly 
Muslim countries, the halal food sector has a relatively important role since the sector provides most 
of the food in those countries. In Indonesia, for example, holding the title of the biggest Muslim- 
populated country, the availability of the halal food sector is a necessity for the 268 million Muslims 
living and in need of daily halal food (Muryanto et al., 2021; Sumarliah et al., 2023).

In countries with a high demand for daily halal food, such as Indonesia, Pakistan, India, 
Bangladesh, and Nigeria, the emergence of halal food SMEs is critical to their food security. SMEs 
support the provision of halal food by serving food that is allowed by Islamic principles or deemed 
“halal”. Halal itself refers to anything that is allowed in Islam. In a more commercialized context, 
halal foods are defined as any product or service authorized for use or consumption under Islamic 
teachings (Battour & Ismail, 2016). Previous studies reflect the importance of SMEs as a provider of 
halal food in countries with a big Muslim populations (Bashir, 2019; Deku et al., 2022; Mohani et al.,  
2013; Muhammad & Bin Ngah, 2020). These studies focus on sub-topics under the umbrella of 
halal food SMEs: customer behaviour, marketing, and certifications. However, the aforementioned 
studies focused on one aspect of the halal food and SMEs: the product or market. The present 
study is trying to complete the picture by focusing on another aspect of halal food and SMEs: the 
organizational aspect or the SMEs.

Although limited, there are previous studies that has a similar aim to the present study, 
Soltanian et al. (2016) tried to explore the variables influencing halalpreneurial propensity 
among SME entrepreneurs, Othman et al. (2019) found a significant positive correlation between 
level of halal practices and the performance of halal food industry in Malaysia, binti Nor et al. 
(2021) also discovered that important technological factors is integral to a halal food SME’s 
performance and competitiveness, Deku et al. (2022) investigates the relevance of 
Entrepreneurial marketing dimension (EMD) as an alternative marketing approach and its influence 
towards Ghanaian halal food and beverage SMEs performance (Binti nor et al., 2022; Deku et al.,  
2022; Othman et al., 2019; Soltanian et al., 2016). Previous studies have tried to explore the 
significance of organizational aspects in halal SMEs, however, emphasis on how technological 
capabilities interrelationship with organizational learning has yet to be explored. This study thus 
looks to expand the current understanding of technology and organizational behaviour aspects in 
halal food SMEs since it is crucial in creating the sustainability of halal food SMEs. This objective is 
in line with the recommendation from a comprehensive literature review of halal food done by 
Secinaro and Calandra, which recommends future halal food research focus the sustainability, 
innovation, and technology (Secinaro & Calandra, 2020). Considering the criticality of halal food 
SMEs, the limited studies on the organizational aspect of halal food SMEs, and the need for studies 
focusing on sustainability, innovation, and technology, the present study thus seeks to understand 
what affects SMEs to improve measured by organizational performance. A theoretical framework 
from Iyengar et al. was used to answer the present study’s research purpose (Iyengar et al., 2015).

2. Literature reviews

2.1. Halal food SMEs
The word halal is an Arabic word that translates to “lawful” or “allowed”; when something is 
“halal”, it means Muslims can do/consume that particular thing. An example of activities that are 
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unlawful or “haram”, which is the opposite word for halal, is gambling. As opposed to gambling, 
activities that are outside of the haram criterion, such as working out and studying, is considered 
halal. Both of these examples follow a set of rules which is known as the sharia law (Iranmanesh 
et al., 2021; Mukhtar & Butt, 2012). Although halal covers every activity/thing, it is especially 
important for foods, or more broadly, consumable products. Most of the halal certification bodies, 
the institution that certifies whether a product is halal, such as the Indonesian organizing body of 
halal product assurance (BPJPH), covers a specific range of things that can be halal certified; this 
includes foods, beverages, medicine, cosmetics, and food-related services (Penyelenggara Jaminan 
Produk Halal, 0000). The Indonesian BPJPH acknowledges the importance of halal food produced 
by SMEs by introducing free halal certification services for SMEs (Pamuji, 2021). As noted by (Deku 
et al., 2022), the definition of Halal SMEs is specific to the country’s economic condition. In Ghana, 
a business lies under the category of SME when its assets are less than 10 million Ghanaian Cedi 
and the number of employees is not more than 9 (Deku et al., 2022), while in Indonesia, SME is 
defined as businesses with annual sales that are less than IDR 500 billion (Presiden Republik 
Indonesia, 2021). As noted by a previous study by Hendijani Fard Seyyed Amiri (2018), most of 
the research trying to understand the halal food market was done in Malaysia (Hendijani Fard & 
Seyyed Amiri, 2018). Since SMEs can differ by definition and Muslim sharia laws can also vary from 
country to country (reflected by how each country has its own halal authority), understanding 
SMEs from a different point of view and context, such as done by the present study, can be 
especially insightful.

2.2. IT capability and SMEs performance
Companies allocate resources to their IT in the hope that it will provide financial returns to the 
company (Santhanam & Hartono, 2003). A company that can combine IT-related resources to 
create IT capability will get a more competitive advantage (Awamleh & Ertugan, 2021; Bharadwaj,  
2000). In addition, IT capability also allows companies to improve organizational learning through 
the capture, representation, storage, retrieval, and communication related to information and 
knowledge that exists both inside and outside the company (Robey et al., 2000). There are three 
reasons why IT can affect organizational learning (Tippins & Sohi, 2003). First, IT speeds up the 
process of obtaining and distributing information and knowledge throughout the company. 
Second, IT allows an individual’s interpretation of information to be developed. Third, IT serves 
as a mechanism for storing and retrieving information and knowledge within the organization. 
Therefore, in this study IT capability was conceptualized as an organizational learning mechanism 
where IT capability allows companies to collect, store, and disseminate knowledge and 
information.

Previous literature has investigated the relationship between IT capability, organizational 
learning, and performance. Organizational performance can be measured by using several 
approaches. Some literature associates IT capability with organizational performance mea-
sured only through financial performance (Bharadwaj, 2000; Mukhtar & Butt, 2012), while 
others compare the organization’s performance with competitors (Akter et al., 2016; Iyengar 
et al., 2015; Popovič et al., 2018; Santhanam & Hartono, 2003). There are still few studies that 
measure organizational performance using the Balanced Scorecard (BSC) to measure SMEs 
performance (Alani et al., 2018; Tuan, 2020). Using the BSC model, companies can identify 
advantages and disadvantages which can improve their business processes (Dudic et al., 2020). 
Measuring organizational performance in halal food SMEs can be interesting. This is because 
although SMEs do not have resources as sufficient as large companies, SMEs are easier to 
communicate with customers and have an informal (unstructured) decision-making process 
which can be one of the advantages. Unfortunately, not many SMEs use BSC to measure 
organisational performance (Dudic et al., 2020). Even though by using BSC, SMEs can find out 
the causes of the change in performance not only seen from the financial report but also from 
the customer side, internal business processes, and learning and growth.
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Some literature has also examined the relationship between IT capability, organizational learn-
ing, and performance in different research contexts. Previous studies associate IT capability with 
organizational learning in the context of franchise companies (the relationship between franchisees 
and franchisors) (Hua et al., 2020; Iyengar et al., 2015); some compare company size as a control 
variable and use SMEs as research objects (Hooi & Ngui, 2014; Popovič et al., 2018; Tian et al.,  
2020).

Although there is no debate that IT capability is the core of a company’s performance, the 
relationship between IT capability and organizational performance is still inconclusive (Nwankpa & 
Roumani, 2016). A holistic and systematic understanding of IT capability in organizational learning 
remains elusive (Bharadwaj et al., 2013). Therefore, this study seeks to affirm the understanding of 
the relationship between IT capability and organizational performance moderated by organiza-
tional learning variables.

2.3. Hypothesis development
An IT system allows a company to acquire, store, and transfer knowledge (Alavi & Leidner, 2001; 
Iyengar et al., 2015; Markus, 2001). A previous study by Merminod and Rowe (2012) has explored 
the relationship between a company’s IT capability and knowledge transfer effectiveness, and the 
study suggested that the use of IT, data transparency, and networking can increase knowledge 
transfer effectiveness (Merminod & Rowe, 2012). The use of IT in the form of a supply chain 
e-business interface positively impacts the exchange of information in a company (Malhotra et al.,  
2005). In a smaller company scale, such as halal food SMEs, the capability of using IT can also be 
more important since it facilitates most of the basic operational activities such as communication 
and transaction recording; thus the first hypothesis is proposed:

H1: IT capability has a positive influence on knowledge transfer effectiveness.

A previous study done by Pavlou (2006) has investigated the use of information technology in the 
context of new product creation and their effect on absorption efficiency and found positive relation-
ships (Pavlou & El Sawy, 2006). Another study done by Malhotra et al., (2005) has also examined how 
information systems in the context of the supply chain can impact absorption efficiency (Malhotra 
et al., 2005). The use of IT is able to facilitate the three main function which makes up the potential 
absorptive capacity of an organization, namely the ability to identify, assimilate, and apply informa-
tion. In the context of halal food SMEs, information can be absorbed more effectively when there is 
a capability of using IT. The capability of using IT in halal food SMEs could facilitate the three aspects of 
absorptive capacity through the use of specific IT tools such as productivity tools and communication 
tools (Malhotra et al., 2005; Pavlou & El Sawy, 2006). Thus, the next hypothesis is proposed:

H2: IT capability has a positive influence on absorptive capacity.

A previous study has stated that IT capability has a positive effect on organizational performance 
(Bharadwaj, 2000; García-Sánchez et al., 2018; Mithas et al., 2011; Nwankpa & Roumani, 2016; Tan 
& Teo, 2000). As widely recognized, IT plays an important role in improving business and company 
performance (Akter et al., 2016). The use of IT in companies can increase productivity in both 
tangible (e.g. with technology, the company can reduce the number of paper reports produced) 
and intangible ways (e.g. company reputation and more effective information flow) (Wang et al.,  
2018).
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IT capability allows companies to enhance their business processes and perform more effec-
tively and efficiently (Tan & Teo, 2000). According to a previous study, companies with better IT 
capability have higher operating performance in terms of profit ratio and operating costs 
(Bharadwaj, 2000; Santhanam & Hartono, 2003). Additionally, prior studies have shown that 
companies with IT capability can mobilize, disseminate, and utilize IT resources with other 
resources to achieve better organizational performance (Bharadwaj, 2000; Mithas et al., 2011; 
Nwankpa & Roumani, 2016; Tan & Teo, 2000). Thus, the proposed hypothesis is:

H3: IT capability has a positive effect on organizational performance (BSC).

Previous research has emphasized that knowledge transfer across all units in a company is an 
important factor in developing absorptive capacity (Liao et al., 2007; Merminod & Rowe, 2012). 
Several previous studies have also stated that absorptive capacity is influenced by the effective-
ness of knowledge transfer (Argote & Miron-Spektor, 2011; Cohen & Levinthal, 1990; Iyengar et al.,  
2015; Roberts et al., 2012; Teigland & Wasko, 2003). The absorptive capacity of the recipient of 
knowledge in the knowledge transfer relationship depends on the degree of similarity of the 
recipient of the knowledge and the source (Iyengar et al., 2015). This is because the new ideas 
learned will be linked to what the recipient already knows. Therefore, the effectiveness of knowl-
edge transfer is necessary to generate the necessary associations to absorb new knowledge. 
Knowledge transfer effectiveness is an important driver for the development of absorptive capa-
city. Previous research reviewed the construction of absorptive capacity and noted that enterprise 
absorptive capacity depends on the transfer of knowledge across organizational boundaries (Tan & 
Teo, 2000). Thus, the following hypothesis is:

H4: Knowledge transfer effectiveness has a positive influence on absorptive capacity.

A previous study argued that absorptive capacity has an impact on performance as 
a mediating variable. Organizations that have good absorption capabilities will be better 
able to continuously increase knowledge and utilize it to react appropriately to any changes 
in their environment. Previous research has found that improving a team’s absorption ability 
leads to better team outcomes (García-Sánchez et al., 2018; Lane et al., 2006; Lee et al.,  
2014; Malhotra et al., 2005; Pradana et al., 2020)

IT capability enables companies to improve the company’s business processes and enables 
companies to operate effectively and efficiently (Dudic et al., 2020). This means that by utilizing 
IT capability, the company will be able to improve its financial performance. IT capability enables 
companies to create market opportunities and reinforce the differentiation of products offered to 
customers in an increasingly competitive business environment (Merminod & Rowe, 2012). 
(Nwankpa & Roumani, 2016; Tan & Teo, 2000)Companies with a greater degree of absorption 
capacity are able to continuously integrate new knowledge with existing knowledge, replenish 
knowledge, and leverage that knowledge to respond to potential customer needs (Mukhtar & Butt,  
2012). Thus, the last hypothesis is proposed:

H5: Absorptive capacity has a positive influence on organizational performance (BSC).

According to the previous development of hypotheses, it can be presumed that absorptive capacity 
may have a more substantial role in the relationships between IT capability, knowledge transfer 
effectiveness, and organizational performance (Wu et al., 2021). IT Capability translates to 
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increased efficiency and effectiveness of business processes. However, performance, which has 
many facets, especially when measured by Balanced Scorecard dimensions, can not only be seen 
as an efficiency-based or an effectiveness-based construct. Organizational performance aspects 
other than financial or internal business process performance, which in the perspective of 
Balanced Scorecard are known as Organization performance toward customers and Growth and 
learning, are more closely tied to how an organization can identify, assimilate, and apply informa-
tion—the absorption capacity.

The mediation effect of Absorptive capacity was also investigated by previous studies. In Stoffels 
and Leker (2018) study, Absorptive capacity was found to have a fully mediating effect of IT assets 
(measured partially by IT Capability) towards Firm innovation performance (Stoffels & Leker, 2018). 
In Al-Shami et al. (2022) study, three out of four dimensions of IT were found to be mediated by 
Absorptive capacity, whether it is a partial or full mediation (Al-Shami et al., 2022). Absorptive 
capacity also mediates the relationship between Knowledge transfer effectiveness and 
Organizational Performance. Previous studies have found that the relationship between 
Knowledge transfer effectiveness and organizational performance is not only directly, but also 
mediated by Absorptive capacity (Sikombe, 2021; Zhao et al., 2021).

H6: Absorptive capacity mediate the relationship between IT Capability and organizational perfor-
mance (BSC).

H7: Absorptive capacity mediate the relationship between Knowledge Transfer Effectiveness and 
organizational performance (BSC).

The proposed hypotheses is illustrated in the conceptual model in Figure 1.

3. Methods

3.1. Respondent characteristics
In this study, the target population is SMEs providing halal food in Indonesia. There are 65 million 
MSMEs in Indonesia (Prakoso, 2021) and only 1% have halal certification. Therefore, the estimated 
population of MSMEs providing halal food in Indonesia is 650,000. Using sample size calculators 
developed by ((Soper, 0000) with the theoretical foundation of (Cohen, 1988; Westland, 2010) with 
0.3, 0.8, 8, 34, and 0.05 used as the parameters for anticipated effect size, desired statistical power 
level, number of latent variables, number of observed variable, probability level respectively, the 
minimum required sample is 177. After the questionnaire was distributed, the number of respon-
dents who took part in the survey was 402 people. All the respondents are owners or managers of 
an SME in the halal food sector spread throughout Indonesia. The demographic and relevant 
information of the respondent is shown in Table 1.

3.2. Measures and instrument development
The present study uses partial least square structural equation modelling (PLS-SEM), a multivariate 
analysis technique that is used to test the relationship between variables in a model. PLS-SEM is 
able to overcome the limitations of previous techniques, such as regression analysis, path analysis, 
and confirmatory factor analysis. Analysis using PLS-SEM requires two stages of evaluation: model 
evaluation and relationship evaluation. At the model evaluation stage, the results of the inner 
model and outer model will be used to determine whether the hypothesized model’s instruments 
or indicators are representative of their constructs and have good predictive capabilities (Hair 
et al., 2021) This research will run an additional set of tests to improve the robustness of the PLS- 
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SEM method, especially to ascertain in terms of non-linear effects, endogeneity, and unobserved 
heterogeneity.

The questions used to measure the variables used in this study were developed by adopting previous 
studies’ instruments. The measurements of IT Capability adopt the set of questions developed by (Bi 
et al., 2019). Organizational learning utilizes an instrument previously used by (Iyengar et al., 2015). 
Lastly, to measure halal food SME’s performance, a BSC-based instrument was adopted from (Dudic 
et al., 2020). There are several steps that are carried out in the process of formulating the question-
naire to increase clarity and validity. The steps include 1. Internal FGD to perfect the contents of the 
questionnaire; 2. External Expert review of each question point; 3. Randomization of the order of 

Figure 1. Conceptual model.

Table 1. Respondent characteristic
Percentage Total

Location Sumatra 22.14% 89

Java 58.71% 236

Borneo 5.97% 24

Sulawesi and Maluku 
Islands

8.21% 33

Bali and Nusa Tenggara 3.98% 16

Papua 1.00% 4

IT Usage Online Food Delivery 
Services (OFDS)

45.27% 182

E-wallet 72.89% 293

Social Media 98.51% 396

Founding of the SME <1 year 26.37% 106

1–3 year 40.55% 163

>3 year 33.08% 133

Number of Employee <10 93.78% 377

10–20 4.48% 18

20–50 1.49% 6

>50 0.25% 1

Capital < IDR 50 milion 66.67% 268

IDR 50–500 milion 28.61% 115

IDR 500 juta − 10 billion 4.73% 19
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questions; 4. Back-translation; 5. FGD with halal SMEs and experts; and 6. Pilot test. These approaches 
have been used by various studies with SME objects with the aim of minimizing bias (Bagheri & 
Harrison, 2020; Deku et al., 2022; Fard & Amiri, 2018; Mendes & Lourenço, 2014). The questionnaire 
was distributed online using Google Forms between June 2022 to September 2022.

4. Results

4.1. Measurement Model
The data in this study was analyzed using SmartPLS 3. Since the SEM approach was used, there is 
a need to test the reliability and validity of the data. To do the necessary tests, several measures, 
which include loadings, composite reliability, and convergent validity average variance extracted or 
AVE, will be evaluated (Hair et al., 2021)

According to (Risher & Hair, 2017) the outer loading indicator should be greater than 0.6. The 
lowest loading value in the model is 0.640, as can be seen in Table 2. The CR indicator, which must 
be greater than 0.70, is used to assess the reliability of the model (Hair et al., 2021) Table 2 shows 
that all constructs/variables have CR values greater than 0.70, indicating that constructs can be 
considered reliable. Next, the AVE value is used to assess convergent validity. A minimum AVE of 
0.50 can be considered appropriate as it implies that the construct accounts for 50% of the 
variance (Hair et al., 2021) Table 2 shows that AVE is greater than 0.50 for all constructs, indicating 
that AVE for all constructs is acceptable for subsequent analysis.

Furthermore, to assess the discriminant validity, the the heterotrait-monotrait ratio of correla-
tions (HTMT) test was conducted. Table 3 shows that discriminant validity is achieved since the 
HTMT value is below 0.9 among all the variables.

4.2. Structural Model
Since the measurement model was showing adequate results, an evaluation of the structural 
model can then be conducted. Figure 2 and Table 4 show the result of the structural model.

From the result, IT capability was found to have a positive and significant influence on knowl-
edge transfer effectiveness (β = 0.724; p < 0.001). The magnitude of the influence of IT Capability 
on knowledge transfer effectiveness is relatively strong, giving support to the first hypothesis. IT 
capability is also found to have a significant influence on absorptive capacity (β = 0.421; p < 0.001), 
and H2 is declared significantly supported. Furthermore, a positive and significant effect was also 
found between IT capability and organizational performance (β = 0.485; p < 0.001), supporting the 
third hypothesis. Knowledge transfer effectivenhess was found to have a positive and significant 
effect on absorptive capacity (β = 0.329; p < 0.001), which means that H4 supported. Following H4, 
it was discovered that absorptive capacity has a positive influence on organizational performance 
(β = 0.457; p < 0.001). Lastly, the two hypotheses related to the mediating effect of AC on the 
relationship of IC → Performance and KTE → Performance also show positive and significant effect 
(β = 0.192; p < 0.001 and β = 0.151; p < 0.001), supporting H6 and H7.

5. Discussion
The acceptance of the first hypothesis was supported by the results of previous studies (Alavi & Leidner,  
2001; Iyengar et al., 2015; Markus, 2001). IT capabilities of SMEs have an influence on the ability of SMEs 
to have higher effectiveness in terms of disseminating and transferring new knowledge. By utilizing IT in 
their business processes, SMEs can get new information and knowledge. The SMEs are then enabled to 
transfer the new information or knowledge to all parts of the organization (SMEs). The support for 
the second hypothesis is also in line with previous research, such as the study done by (Pavlou & El Sawy,  
2006) that investigated the use of information technology in terms of the creation of new products 
enhanced by absorption capacity. The result of the present study provides evidence that the IT cap-
abilities of SMEs have a significant influence on their absorption capacity. By having higher IT capabilities, 
SMEs can improve their ability to acquire, exploit, assimilate and transform knowledge into real action 
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(Iyengar et al., 2015). In support of the third hypothesis, IT capability increases effectiveness and 
efficiency in SME activities. The capability of IT in an SME facilitates the coordination of operational 
activities from production to customer relationships. IT capability increases the speed of capturing 
information and consumer needs so that SMEs can respond well (Bai et al., 2022) IT capability helps 
HR increase knowledge, encouraging SMEs to innovate through the exploration and exploitation of 

Table 2. Reliability and validity tests result
Constructs Items Loadings Composite 

Reliability 
(CR)

Average 
Variance 

Extracted (AVE)
IC IC1 0.764 0.902 0.570

IC2 0.640

IC3 0.691

IC5 0.807

IC6 0.818

IC7 0.760

KTE KTE1 0.788 0.923 0.751

KTE2 0.849

KTE3 0.877

KTE4 0.835

AC AC1 0.903 0.943 0.703

AC2 0.733

AC3 0.835

AC4 0.859

AC5 0.857

AC6 0.875

AC7 0.869

F F1 0.833 0.880 0.650

F2 0.695

F3 0.868

F4 0.891

C C1 0.755 0.913 0.677

C2 0.797

C3 0.835

C4 0.801

C5 0.839

I I1 0.774 0.920 0.658

I2 0.774

I3 0.824

I4 0.760

I5 0.874

I6 0.796

L L1 0.835 0.947 0.749

L2 0.789

L3 0.905

L4 0.854

L5 0.887

L6 0.903
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information. By doing this, SMEs will have an increased competitive advantage (Wu & Ding, 2020). The 
effectiveness and efficiency created through IT capability within the organization will ultimately impact 
increasing sales, reducing costs, and improving the overall performance of SMEs. The fourth hypothesis is 
in line with findings in previous studies (Iyengar et al., 2015; Liao et al., 2007). The result of the fifth 
hypothesis is in line with research (Iyengar et al., 2015) absorptive capacity has a positive influence on 
organizational performance (Lee et al., 2014)(Iyengar et al., 2015). This is because the absorption of 
knowledge from changing situation and learnings affects an organisation’s performance speed. An SME 
that absorp new knowledge well such as emerging business trends or new business technology, will 
inevitably gained a competitive leverage compared to their competitors.

Table 3. Discriminant validity test result
AC IC KTE

AC

IC 0.725

KTE 0.698 0.818

Performance 0.825 0.880 0.757

Figure 2. Structural model 
result.

Table 4. Structural model result
Path β-values, t-values, Bias Corrected Lower and 

Upper Limits
F2

2.5% 97.5%
IC→KTE 0.329 21.957 0.652 0.777 1.101

IC→AC 0.421 7.333 0.301 0.523 0.164

IC→Performance 0.485 11.734 0.403 0.554 0.504

KTE→AC 0.329 4.865 0.182 0.438 0.100

AC→Performance 0.457 11.068 0.383 0.534 0.448

IC→AC→Performance 0.192 7.596 0.145 0.241

IC→KTE→Performance 0.151 4.297 0.090 0.231
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The relationship between knowledge transfer effectiveness and absorption capacity shows that 
there is an overlap between the knowledge obtained by halal food SMEs when utilizing IT and 
these SMEs’ ability to absorb new knowledge. When an SME learns new things from the use of IT, 
the SME can then associate the knowledge that has been learned with new information that was 
previously meaningless. An SME that previously did not understand and see the positive values of 
financial records may later absorb, manage, and utilize knowledge of financial records. This can 
happen when the SME has previously interacted with a particular technology (e.g. digital wallets) 
and then associates the learning gained from using that technology with a new concept (e.g. 
financial recording). This means that when SMEs can transfer knowledge well, the knowledge 
absorption stage will also be good, which is aligned to the sixth and seven hypothesis.

6. Conclusion
Technology has become very commonly used in business. However, not all SMEs are able to utilize 
technology optimally. This research discovered the importance of IT capability and organizational 
knowledge, which act as mediators in predicting SMEs’ performance. First, SMEs can more easily obtain 
new knowledge by utilizing digital capabilities in their business processes. Second, when SMEs learn new 
things from digitalization, they can associate their knowledge with new information. Third, the ability to 
use technology helps human resources in SMEs to increase knowledge, thus encouraging SMEs to create 
innovation and business competitiveness. This ultimately has an impact on increasing sales and cost- 
effectiveness. The effectiveness of information absorption and management is strongly influenced by 
the organization’s learning ability to utilize IT by acquiring new knowledge that is absorbed internally by 
the organization to be commercially implemented. Governments need to increase support for SMEs, 
especially in the creation of digital SME governance across many aspects, such as access to capital, the 
institutionalization of SMEs, HR training, and business processes digitalization. We recommend increas-
ing the SME digitalization program by strengthening the ability of SMEs to create and process their 
knowledge.

6.1. Limitation and future research
This study has several limitations, firstly the respondents technology are dominated by uses of 
social media, e-wallet, and OFDS, a more advanced business technology have not been used by 
SMEs in Indonesia. Secondly, studies using the specific variables in this study applied to the context 
of SMEs is limited, making comparison of findings not possible. The present research suggests that 
future studies should further examine the role of technology in improving organizational perfor-
mance through various mediators, such as the culture of innovation and leadership. In addition, 
future studies should investigate the role of technology and organizational knowledge in SMEs 
across various sectors other than halal food, such as retail and fashion.
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