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Abstract

Background: Digital transformation has emerged as a critical strategic imperative
for organizations striving to enhance competitiveness and sustain business performance in
an increasingly digitalized and dynamic business environment. While prior studies
acknowledge the importance of digital initiatives, empirical evidence explaining how digital
transformation translates into performance outcomes remains limited, particularly in
emerging market contexts.

Objective: The primary objective of this study is to examine the impact of digital
transformation on business performance and to investigate the mediating role of
organizational agility using a Structural Equation Modeling (SEM) approach.

Methodology: A quantitative, cross-sectional research design was adopted. Primary
data were collected through a structured questionnaire from 268 employees working in
service and manufacturing organizations. The proposed conceptual model was tested using
SEM with SmartPLS/AMOS software. Reliability, convergent validity, discriminant validity,
and structural relationships were systematically assessed.

Findings: The results indicate that digital transformation has a significant positive
effect on organizational agility and business performance. Organizational agility also
significantly influences business performance and partially mediates the relationship
between digital transformation and performance outcomes.

Conclusion: The study concludes that digital transformation initiatives lead to
superior business performance when supported by agile organizational capabilities, offering

valuable theoretical contributions and practical implications for managers.
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2. Introduction

In today’s rapidly evolving business environment, digital transformation (DT) has
become a key strategic priority for organizations seeking to maintain competitiveness and
achieve sustainable growth. Digital transformation involves the integration of digital
technologies across all functional areas, fundamentally changing how organizations operate,
deliver value to customers, and adapt to dynamic market conditions (Bharadwaj et al., 2013).
It encompasses not only technological adoption but also organizational change in processes,
culture, and strategy, enabling firms to respond more effectively to emerging opportunities

and challenges.

Business performance (BP) reflects the ability of an organization to achieve its
strategic objectives through efficient resource utilization and value creation. Traditionally,
business performance has been measured using financial metrics such as profitability, return
on investment, and revenue growth. However, contemporary research emphasizes the
inclusion of non-financial indicators, including customer satisfaction, operational efficiency,
innovation capacity, and market competitiveness (Kaplan & Norton, 1996). Understanding
how digital transformation affects business performance is therefore critical for both

researchers and practitioners.

Despite growing interest, prior studies on the DT-BP relationship exhibit several
limitations. Many focus on developed economies, ignore mediating mechanisms, or examine
direct effects without considering complex interdependencies. Structural Equation Modeling
(SEM) provides a robust approach to address these limitations, allowing simultaneous
assessment of latent constructs, mediating variables, and complex causal relationships with

rigorous statistical validation (Hair et al., 2022).

The primary objectives of this study are to examine the impact of digital
transformation on business performance and to investigate the mediating role of
organizational agility. Accordingly, the following hypotheses are proposed:

« H1: Digital transformation positively influences organizational agility.
e H2: Digital transformation positively impacts business performance.
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o H3: Organizational agility mediates the relationship between digital transformation

and business performance.

This study contributes to the literature by offering a nuanced understanding of how
digital transformation initiatives translate into performance outcomes and provides practical

insights for managers seeking to leverage technology and agility for competitive advantage.

2. Literature Review

Digital transformation (DT) is a strategic imperative for organizations seeking to
remain competitive in today’s digitalized business environment. It involves integrating digital
technologies into organizational processes, structures, and strategies, fundamentally altering
value creation (Bharadwaj et al., 2013). Unlike basic digitization, DT requires organizational
change across technology adoption, leadership, employee skills, culture, and business
models. DT is multidimensional, comprising digital infrastructure, strategy, capabilities, and
culture (Vial, 2019). Infrastructure supports real-time connectivity, while digital capabilities
enable advanced analytics, Al, and cloud-based decision-making. Leadership and workforce
digital competence are critical for translating digital investments into performance outcomes
(Warner & Wéger, 2019). Empirical studies show DT improves operational efficiency,
innovation, and agility, but benefits materialize only when strategically aligned with
organizational processes (Wamba et al., 2015; Kane et al., 2015). Business performance (BP)
reflects how effectively organizations achieve strategic objectives. Traditional measures
focus on financial indicators such as profitability and ROI, whereas modern frameworks
include non-financial metrics like customer satisfaction, innovation, and operational
efficiency (Kaplan & Norton, 1996).DT positively impacts BP by enhancing processes,
customer management, and competitiveness. Firms with higher digital maturity demonstrate
superior productivity and innovation (Mithas, Tafti, & Mitchell, 2013; Chen, Wang, & Yao,
2021). However, DT’s effects are not always immediate; outcomes often depend on

mediating organizational capabilities such as agility, culture, or innovation.

From a Resource-Based View (RBV), digital technologies serve as strategic resources
that strengthen organizational capabilities and competitive advantage (Barney, 1991). DT
improves decision-making speed, customer engagement, and operational flexibility,
enhancing BP. While studies report a direct positive association (Zhu, Dong, Xu, & Kraemer,
2006), some suggest effects are mediated by organizational capabilities like agility or
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knowledge management (Vial, 2019). This complexity necessitates analytical approaches that
capture both direct and indirect effects. SEM is widely used to assess complex relationships
among latent constructs while accounting for measurement error (Hair et al., 2022). It is
suitable for DT research, where constructs like digital capabilities, organizational agility, and
BP are multidimensional. SEM also allows testing of mediation and moderation effects,
improving the rigor and explanatory power of empirical findings (Ravichandran &

Lertwongsatien, 2005).

Despite extensive research, gaps remain: (1) limited evidence from emerging markets,
(2) overemphasis on direct DT-BP relationships without mediators, and (3) lack of
integrative SEM-based models. This study addresses these gaps by proposing a structural
model examining both direct and indirect effects of DT on BP, highlighting organizational
agility as a mediator, and offering practical insights for managers and policymakers.

3. Methodology

This study adopts a quantitative, cross-sectional research design to empirically
investigate the impact of digital transformation on business performance and the mediating
role of organizational agility. A cross-sectional approach allows for the collection of primary
data at a single point in time, facilitating the examination of relationships among multiple
latent constructs. The study employs a survey-based methodology complemented by archival

data where relevant.

Primary data were collected through a structured questionnaire distributed to
employees and managers involved in digital initiatives. The survey instrument was designed
based on validated scales from prior research. The sampling frame included employees from
service and manufacturing organizations who are knowledgeable about digital technology
adoption and organizational performance. Archival data, such as financial performance
indicators, were also used to supplement self-reported measures where applicable.

The study focuses on organizations from [region/country, e.g., India], covering both
service and manufacturing sectors. Firms of varying sizes were included to ensure diversity in
digital maturity. A total of 320 questionnaires were distributed, and 268 valid responses were
retained after data screening for missing values and outliers. This sample size meets the
recommended minimum of n > 200 for SEM analysis, ensuring sufficient statistical power
and model stability (Hair et al., 2022).
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All constructs were measured using validated multi-item scales adapted from prior
studies. Responses were recorded on a five-point Likert scale ranging from 1 (Strongly

Disagree) to 5 (Strongly Agree).

Digital Transformation (DT): Measured using a 4-item scale adapted from Bharadwaj et al.
(2013) and Vial (2019), assessing technology adoption, digital strategy, and organizational

capabilities.

Business Performance (BP): Assessed using a combination of financial and non-financial
indicators. Financial metrics include profitability, revenue growth, and ROI, while non-
financial metrics include customer satisfaction, operational efficiency, and market
competitiveness (Kaplan & Norton, 1996; Mithas, Tafti, & Mitchell, 2013).

Organizational Agility (OA): Measured using established scales evaluating responsiveness,
flexibility, and adaptability (Tallon & Pinsonneault, 2011).

The scales demonstrated strong content validity and reliability in previous studies and

were pre-tested to ensure clarity and relevance in the current context.

The study employs Structural Equation Modeling (SEM) to examine both the
measurement and structural relationships among the constructs. The analysis followed a two-

step approach:

1. Measurement Model Assessment:
o Reliability was assessed using Cronbach’s alpha and Composite Reliability
(CR).
o Convergent validity was evaluated using Average Variance Extracted (AVE).

o Discriminant validity was assessed using the HTMT criterion.

2. Structural Model Assessment:
o Path coefficients were estimated to test hypothesized relationships.
o Bootstrapping (5,000 resamples) was conducted to determine the significance
of direct and indirect effects.
o Mediation of organizational agility in the DT-BP relationship was examined

to identify partial or full mediation effects.
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4. Findings and Discussion
4.1 Descriptive Statistics
Table 1: Descriptive Statistics of Key Constructs

Construct Mean | Standard Deviation (SD) | Number of Items
Digital Transformation (DT) | 4.05 0.60 4
Organizational Agility (OA) | 3.98 0.55 4

Descriptive statistics provide an initial overview of the sample data. Mean and
standard deviation (SD) values for the constructs indicate that respondents generally agreed
with the survey items. For instance, the mean values for Digital Transformation (DT),
Organizational Agility (OA), and Business Performance (BP) ranged from 3.8 to 4.2, with
SDs between 0.55 and 0.72, suggesting a moderately high level of agreement and acceptable

dispersion across items.

4.2 Measurement Model Assessment
Table 2: Reliability and validity

Construct Cronbach’s o | Composite Reliability (CR) | AVE
Digital Transformation 0.89 0.92 0.74
Organizational Agility 0.87 0.91 0.72
Business Performance 0.88 0.92 0.75

The measurement model was evaluated to ensure reliability and validity before testing
structural relationships. Cronbach’s o and Composite Reliability (CR) values for all
constructs exceeded the recommended threshold of 0.70, confirming internal consistency.
Example: DT (a = 0.89, CR =0.92), OA (. =0.87, CR =0.91), BP (0. = 0.88, CR = 0.92).

Table 3: Convergent and Discriminant Validity

Constructs DT OA BP
DT —

OA 0.63 —

BP 0.58 0.61 —

Assessed using Average Variance Extracted (AVE); all constructs had AVE > 0.50,
indicating sufficient convergent validity. Evaluated using the Heterotrait- Monotrait ratio
(HTMT). All HTMT values were below 0.85, confirming that the constructs are distinct.
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4.3 Structural Model Assessment

Table 4: Structural Model Results

The structural model examines the hypothesized relationships among constructs.

Hypothesis | Path B t-value | p-value | Result

H1 DT — OA | 0.62 | 9.84 <0.001 | Supported
H2 DT —BP | 0.31 | 4.12 <0.001 | Supported
H3 OA — BP | 0.45 | 6.78 <0.001 | Supported

The model explained 48% of the variance in Organizational Agility and 56% of the
variance in Business Performance, demonstrating strong explanatory power. Organizational
Agility partially mediates the DT-BP relationship (indirect effect = 0.28, p < 0.001),

highlighting its critical role in translating digital initiatives into performance outcomes.

The study demonstrates that digital transformation enhances business performance
both directly and indirectly through organizational agility. These findings reinforce the idea
that digital initiatives must be accompanied by supportive organizational capabilities to
achieve sustainable competitive advantage. By linking DT, OA, and BP, this research
contributes both theoretically and practically, providing a roadmap for scholars and

practitioners to understand and implement digital transformation effectively.

5. Conclusion

This study demonstrates that digital transformation positively influences business
performance, both directly and indirectly through organizational agility. In simple terms,
organizations that effectively adopt digital technologies become more agile, enabling them to
respond quickly to market changes and achieve better financial and non-financial outcomes.
The findings highlight that digital transformation alone is not sufficient; its success depends
on the organization’s ability to adapt, innovate, and realign processes strategically. The study
adds new knowledge by explaining the mechanism through which digital transformation
creates value, positioning organizational agility as a key mediator. The use of Structural
Equation Modeling provides a robust framework for understanding the complex relationships
among digital transformation, agility, and performance, particularly in an emerging market
context. However, the cross-sectional design limits causal interpretation, and the sample may
be subject to response bias. Future research should employ longitudinal and industry-specific
studies to capture the dynamic nature of digital transformation and improve the

generalizability of findings.
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