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This study investigates the impact of government support on the performance of micro,
small, and medium enterprises (SMEs) and explores whether information system strategy
moderates this relationship. Using Structural Equation Modeling (SEM-PLS), data were
collected from 1,514 SMEs engaged in e-commerce, with 402 valid responses analyzed.
The results reveal a significant positive relationship between government support and SME
performance, supporting the first hypothesis (H1). However, the moderating effect of
information system strategy on this relationship was not found to be statistically significant
(H2 not supported). This suggests that government interventions, rather than internal
information system strategies, primarily drive improvements in small, and medium
enterprise (SME) performance. The findings underscore the importance of government
policies and support programs, such as financial aid, training, and infrastructure, in
enhancing the competitiveness of SMEs. The research emphasizes that, in contexts with
substantial government involvement, the strategic autonomy of SMEs is limited, and their
performance improvements are largely dictated by external interventions rather than
internal strategic decisions. This study contributes to the understanding of how government
backing can affect SMEs' operational and financial outcomes, particularly in developing
countries. It also suggests that, in environments where government support dominates, the
role of internal information systems strategy becomes less relevant in moderating the

relationship between government support and SME performance.

1. INTRODUCTION

Small and medium enterprises (SMEs) are recognized as
critical contributors to the economy in developing nations.
Their involvement is substantial in terms of GDP, employment,
and fostering economic dynamism [1, 2]. Globally, SMEs
contribute an estimated 55% to 70% of production,
employment, and GDP [3], signifying their pivotal role in
economic development [4]. In Indonesia, SMEs contribute
approximately 61.1% to the national GDP [5, 6] and can
absorb up to 96.71% of the labor force [7]. Their ability to
create jobs, stimulate economic activity, and enhance income
underscores their significance in strengthening national
economic resilience and competitiveness [8]. SMEs have
shown remarkable endurance during crises, such as financial
downturns, positioning them as the backbone of Indonesia's
economy. However, challenges remain, particularly regarding
accounting literacy and information system use [9]. To
improve SME performance and sustain economic growth,
targeted government support through well-crafted policies is
crucial. Nonetheless, inconsistent or inadequate government
support is also cited as a significant concern among SMEs [10,
11]. Prior research affirms the critical role of government
backing, particularly in the successful adoption of e-commerce
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platforms. Effective government interventions are necessary
in aligning information system strategies with SME operations,
especially in developing countries [12, 13].

According to institutional theory, governmental influence
can steer individuals and organizations toward desired actions
through policy enforcement [14]. Such interventions include
strengthening cybersecurity and supporting SME performance
through e-commerce platforms [15]. Nonetheless, empirical
evidence on the connection between government support and
SME performance remains inconclusive. For instance, while
Khan et al. [16], and Najib et al. [17] reported a positive
correlation, Jeong et al. [18] observed a negative impact from
financial incentives and tax breaks. Additionally, Zulu-
Chisanga et al. [19] found no significant association. These
divergent findings suggest that other influencing variables
may affect the relationship, creating an avenue for deeper
investigation.

Contingency theory suggests that no universal method
exists for managing organizations, as each must adapt to its
specific environment. It posits that various situational factors
shape how organizations respond to external support. Within
this framework, the information system strategy is considered
a critical contingency factor that may mediate the relationship
between government support and SME outcomes [15, 20].
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Some scholars, such as Ukko et al. [21], and Galbreath et al.
[22], argue that the information system strategy can enhance
this relationship, acting as a moderating variable. Based on
these theoretical premises, this study seeks to address two core
questions: First, does government support significantly impact
SME performance? Second, does the information system
strategy function as a moderator in that relationship?

2. LITERATURE BACKGROUND AND HYPOTHESIS
FORMULATION

2.1 Institutional and contingency theoretical framework

Institutional theory and contingency theory provide
complementary perspectives in explaining how organisations,
particularly SMEs, respond to environmental pressures and
align their internal strategies to achieve superior performance.
Institutional theory argues that organisational behaviour is
influenced by regulatory pressures, norms, and imitation
stemming from government policies, professional
expectations, and competitive dynamics [14, 23]. In the
context of SMEs, government incentives, digitalisation
mandates, preferential tax policies, and technology subsidies
function as coercive institutional pressures that drive the
adoption of information systems and business process
modernization [24, 25]. Institutional support provides
legitimacy and resources that enable SMEs to enhance their
digital capabilities, which are closely related to improved
operational and financial performance [26, 27].

While institutional theory explains Why SMEs respond to

external pressures, contingency theory explains how these
organisations must adapt their internal strategies to
environmental conditions to maximise performance outcomes.
According to contingency theory, there is no universally
practical management approach; organisational effectiveness
depends on the extent to which internal capabilities—such as
information system resources—are aligned with external
variables, including environmental uncertainty, policy
intervention, and industry dynamics [28, 29]. In information
systems research, contingency theory has been widely applied

to show that information systems planning, information
systems capabilities, and digital adoption yield performance
benefits only when they are strategically aligned with
situational factors. For SMEs facing resource constraints and
rapid technological change, this alignment becomes even more
critical [30].

Nugroho et al. [20] identify information system strategy as
an important contingency factor that shapes how information
system capabilities contribute to organisational outcomes. In
this view, the effectiveness of IS capabilities does not stand
alone, but depends on how well they are directed, aligned, and
implemented through an appropriate information system
strategy. For SMEs, information system strategy serves as a
mechanism to reduce operational risks and as a mediator
between government support and business performance [31].
Figure 1 illustrates how institutional theory and contingency
theory intersect to explain the theoretical framework.

2.2 The linkage between government support and SME’s
performance

Government  support encompasses creating legal
frameworks, formulating strategic policies, and providing
various forms of assistance to foster the development of the
business sector, particularly SMEs [16]. Beyond regulatory
efforts, such support is also perceived as an external driver
facilitating access to tangible and intangible resources,
including advanced equipment, innovation in products or
processes, and technological tools [32]. The government
supports SMEs through tax breaks, credit facilities, social
programs, and direct financial aid. This assistance is pivotal in
enhancing SME competitiveness and enabling sustainable
growth [33]. A key constraint commonly faced by SMEs is the
limited availability of essential resources to support daily
operations, leading to a dependency on public sector
intervention [34]. Moreover, government efforts to empower
SMEs are driven by broader objectives such as employment
creation, strengthening business competitiveness, promoting
consumer access to innovative products, and fueling
macroeconomic expansion in developed and developing
economies [19].

\

///Contingency Th eory\\

\

| Environment !
| Factors \
| (1S Strategy) |

T |

\

Outcome \

= \
T Intuitional \
/ Pressure N
(\ (Government Sl
\\\ Support)

7 (SME Performance) J

Figure 1. Conceptual framework

676



Nevertheless, the empirical literature does not always yield
consistent results regarding the impact of government support
on SME performance. For instance, Zulu-Chisanga et al. [19]
reported that government support does not have a significant
relationship with the financial performance of SMEs. This
finding differs from many previous studies that highlight the
important contribution of government programs in improving
business outcomes, strengthening competitiveness, and
supporting the growth of small enterprises [16, 33]. In a more
nuanced perspective, Pergelova and Angulo-Ruiz [35] argued
that while direct financial assistance from the government may
not have an immediate or measurable effect on firm
performance, it can exert an indirect influence by
strengthening both general and specific competitive
advantages. Similarly, Khan et al. [16] provided evidence of a
strong positive effect of government intervention on SME
success, reinforcing the notion that public sector involvement
can yield tangible benefits. Given these contradictory findings
in the literature, the need arises to further investigate the
conditions under which government support is most effective.
Therefore, to address this gap and explore possible moderating
influences, the following hypothesis is proposed:

H1: There is a relationship between government support and
SME performance.

2.3 The influence of information system strategy as a
moderator between government support and SME
performance

Government support has long been recognised as an
external factor that plays an important role in improving the
performance of small and medium-sized enterprises (SMEs).
From an institutional theory perspective, government
intervention—through subsidies, financial assistance, tax
incentives, training, and support for digital infrastructure—
exerts coercive and normative pressure, encouraging
organisations to adopt more modern, technology-oriented
practices [16, 35]. This support not only reduces financial
barriers but also strengthens SMEs’ legitimacy in an
increasingly technology-based business ecosystem [36, 37].
However, some studies show that government assistance does
not always lead to better performance when SMEs lack the
internal capacity to make optimal use of this support [32].
These findings suggest that internal organisational factors play
a key role in determining the success of external interventions.

The contingency theory framework provides a basis for
understanding these variations. This theory asserts that the
influence of government support on SME performance
depends on internal conditions and organisational strategies
[28, 38]. Previous studies show that strategic orientation can
strengthen the relationship between managerial capabilities
and performance [21] and the interaction between exploration
activities and company results [39]. Thus, organisational
strategy acts as a determining factor in the extent to which
organisations can align external support with internal
capabilities.

In this context, information system strategy emerges as a
critical moderating variable. A mature information system
strategy enables SMEs to translate government support into
increased digital capabilities, operational efficiency, and
innovation [40]. Information system strategy strengthens
SMEs’ ability to utilise technology for planning, decision-
making, and information management, thereby maximising
the benefits of government support. However, when SMEs
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lack a clear information system strategy, the potential of
government support is suboptimal, as demonstrated in studies
of developing countries [41]. Thus, the effectiveness of
government support is not independent but is highly dependent
on SMEs' strategic capabilities for managing and integrating
information systems. Accordingly, the following hypothesis is
formulated:

H2: Information system strategy moderates the relationship
between government support and SME performance.

The preceding discussion highlights the existence of a
relationship between government intervention and the
performance of small and medium-sized enterprises (SMEs).
However, findings in the existing literature reveal
inconsistencies concerning both the strength and the direction
of this relationship, as noted in several prior studies [16, 19,
33, 35]. These divergent results imply that additional factors
may play a role in shaping or moderating this interaction. From
a theoretical standpoint, one such factor is organizational
strategy—more specifically, the strategy related to
information systems. This variable is increasingly viewed as a
critical contingency element that can potentially account for
the observed variability in how government support influences
SME performance [15, 20]. The role of strategy in this context
is not merely operational but strategic, as it may determine the
extent to which external support is effectively translated into
improved organizational outcomes. Guided by this rationale,
the current study proposes a conceptual framework that
integrates these insights. This framework, depicted in Figure
2, reflects the synthesis of previous research and theoretical
underpinnings, offering a structured approach to examine the
moderating role of information system strategy in the
government support—performance linkage within the SME
sector.

Information
System Strategy

\

H2

SN

Government

SME Performance
Support

Figure 2. Framework of the study

3. RESEARCH METHODOLOGY
3.1 Research sample

This research specifically focuses on SMEs operating
through e-commerce marketplace platforms in the Special
Region of Yogyakarta, Indonesia, as the target population of
the study. By concentrating on SMEs that actively use online
marketplace platforms, this research aims to capture business
actors that have already integrated digital channels into their
commercial activities. Kock and Hadaya [42] propose that, for
studies applying the PLS-SEM approach, the minimum
required sample size is typically determined by multiplying by
ten the greatest number of indicators or structural paths
associated with a single latent variable. In the context of this
study, the largest number of structural paths directed toward a



single construct is five. Following the minimum sample size
rule, this results in a recommended minimum sample of 50
respondents, calculated by multiplying five paths by ten
observations. Therefore, based on the application of these two
sample size determination approaches, a sample size of at least
50 participants is considered adequate and appropriate for
conducting the analysis. Nonetheless, this research conducted
a survey involving the entire population of 1,514 SMEs,
ultimately collecting 402 valid responses for further statistical
analysis.

3.2 Variable definition and measurement

This research focuses on three core constructs: government
support, information system strategy, and SME performance.
Government support encompasses regulatory development,
policy formulation, and assistance to foster the business
sector's growth. The concept of strategy in this context pertains
to the effective use of information systems to facilitate shared
perspectives among system components, thereby driving
innovation. On the other hand, SME performance is evaluated
by comparing a firm's outcomes with those of its principal
competitors. To measure these variables, this study adopts four
items on government support from Nugroho et al. [15] and
Wong et al. [43], four indicators of information system
strategy from Sabherwal and Chan [44], Chen et al. [45] and
Nugroho et al. [20], as well as five items assessing SME
performance sourced from Heeseok and Byounggu [46] and
Nugroho et al. [15]. All constructs are evaluated using a 7-
point Likert scale, ranging from 1 (strongly disagree) to 7
(strongly agree). All measurement constructs were adopted
and adapted to fit the context of SMEs in Indonesia, while
carefully considering the country’s cultural characteristics and
contextual conditions. This adjustment was carried out to
ensure that each measurement item was relevant,
understandable, and appropriate for Indonesian SME
respondents. The process of adopting and adapting the
measurement instruments followed the procedures proposed
Tsang et al. [47].

3.3 Method of analyzing data

This study adopts a Structural Equation Modeling (SEM)
approach to examine and test the hypotheses proposed in the
research model. In conducting the analysis, the study uses the
Partial Least Squares (PLS) technique as the main analytical
method, as it is considered suitable for evaluating relationships
among constructs and assessing the overall structure of the
proposed model. Specifically, both the measurement model
and the structural model are estimated using SmartPLS 4
software. This estimation process follows the procedures
outlined by Hair et al. [48], ensuring that the assessment of
construct validity, reliability, and structural relationships is
conducted systematically and in accordance with established
PLS-SEM guidelines. The constructs incorporated into the
research model are measured using data obtained through an
interval scale. This scale is considered appropriate because it
supports quantitative analysis and is consistent with the
analytical assumptions, procedures, and methodological
requirements commonly applied in the Partial Least Squares
(PLS) approach [48]. When applying the PLS approach, it is
important to treat the measurement model and the structural
model as two separate components of the analysis. The
measurement model focuses on assessing the quality of the
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indicators, including their validity and reliability, while the
structural model examines the relationships among the latent
constructs and evaluates the proposed hypotheses. Hulland [49]
advocates for a sequential testing process to ensure the
robustness and validity of the results. This stepwise evaluation
helps to maintain analytical rigor and ensures that both the
reliability of the measurement instruments and the
hypothesized relationships among constructs are thoroughly
assessed.

4. RESEARCH RESULTS
4.1 Construct measurement

The assessment process begins by examining the
measurement model to ensure that the research instrument
meets the required standards of validity and reliability. This
step is important because the quality of the measurement items
must be confirmed before proceeding to the next stage of
analysis. After the instrument has been shown to be valid and
reliable, the study then continues with the evaluation of the
structural model to test the proposed hypotheses and examine
the relationships among the constructs. The indicators
employed in this study fulfill the criteria for convergent
validity, as demonstrated by factor loadings greater than 0.7
and Average Variance Extracted (AVE) values exceeding 0.5
[48]. Discriminant validity is also satisfied if the Heterotrait-
Monotrait (HTMT) ratio is below 0.9, or if the square root of
a construct's AVE is higher than its correlations with other
constructs (see Table 1) [50, 51]. Furthermore, the reliability
of the instrument is confirmed when Cronbach's alpha (o), tho
alpha (pa), and Composite Reliability (pc) scores all surpass
the 0.7 threshold (see Table 2) [48, 52].

4.2 Structural model

This study investigates the influence of government support
on SME performance, with information system strategy
considered a moderating factor (see Figure 3). Hypothesis
testing uses the SEM-PLS method with 5,000 bootstrap
resamplings [50]. The analysis reveals that government
support has a significant positive effect on SME performance
(B =0.280; p < 0.01), thereby confirming the first hypothesis
(H1). However, the role of information system strategy as a
moderator in the relationship between government support and
SME performance is not statistically significant (B = -0.044;
p > 0.05), resulting in the rejection of the second hypothesis
(H2). A detailed summary of the hypothesis testing outcomes
is presented in Table 3.

Information

System Strategy *P<0.01

SME Performance
R2=0.137

Government
Support

Figure 3. Path model



Table 1. Discriminant validity test result

Fornell-Larcker HTMT
GS ISS opP GS ISS
GS 0.848
ISS 0.675 0.890 0.756
OP 0279 0364 0.882 | 0.304 0.386

Table 2. Validity and reliability test results

Average
. Variance
Constructs Code Loading Extracted a pa pc
(AVE)
GS1 0.793
GS2 0.876
Government support GS3 0.884 0.719 0.870 0.873 0911
GS4 0.838
ISS1 0.871
. ISS2 0.901
Information system strategy 1SS3 0.903 0.792 0.912 0.915 0.938
ISS4 0.884
OP1 0.842
OPpP2 0.884
SME Performance OP3 0.905 0.777 0.929 0.939 0.946
OP4 0.908
OP5 0.867
Table 3. Hypothesis test result aid may adversely affect firm performance, often due to
inadequate technical infrastructure. In addition, resource
Path B Mean _ St.Dev t P values constraints and technological capabilities may hinder SMEs
GS=> OP 0.280 0.287  0.048 5.885  0.000 from accessing and utilizing transformative technologies.
ISSxGS> OP _-0.044 -0.044 0.043 1.024  0.306 Zulu-Chisanga et al. [19] also reported that institutional
support does not have a significant relationship with SME
performance. They explained that this condition may occur
5. DISCUSSION

Because of its important contribution to economic
development, SME performance in many developing
countries has increasingly become a major concern for
scholars, policymakers, and the wider public. This growing
attention reflects the strategic role of SMEs in supporting
employment, income generation, innovation, and overall
economic resilience. This condition emphasizes the
importance of identifying the key factors that can improve
SME performance. [19]. Understanding these factors is
essential because they can help SMEs strengthen their
competitiveness, increase productivity, and achieve more
sustainable business growth. In the context of Indonesia, this
study presents notable findings. While some results are
consistent with previous research, others present opposing
evidence. A statistically significant positive correlation was
found between government support and SME performance (p-
value: 0.000), supporting earlier findings that emphasize the
beneficial impact of government involvement in fostering
SME growth [16, 17, 33, 53]. For instance, Khan et al. [16]
stressed that SMEs in Pakistan gained access to critical
resources such as financing, training, subsidies, and
collaborations with professional bodies through government
initiatives. Similarly, Najib et al. [17] observed that financial
and technical support provided by the Indonesian government
positively influenced innovation and SME performance.

Conversely, several studies present conflicting findings,
suggesting that government support may have no or even a
detrimental effect on SME performance [18, 19, 54]. Jeong et
al. [18] reported that government tax incentives and financial
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because market support structures in developing economies
are still relatively weak, while SMEs often have limited access
to strategic resources needed to convert institutional support
into improved business outcomes. As a result, firms in such
environments often rely more on external networks and inter-
firm collaboration than on government support.

The current study revealed that information system strategy
does not moderate the relationship between government
support and SME performance (p-value = 0.306), indicating
that the second hypothesis is not supported. This finding aligns
with the studies by Yayla and Hu [55] and Huo et al. [56], who
argued that organizational performance is largely process-
oriented and shaped by the effectiveness of internal
operational practices rather than strategy alone. Despite this,
other research has shown that strategy may significantly
influence performance outcomes [21, 39, 57, 58]. However, in
this case, the results suggest that strong and direct government
support may render the influence of information system
strategy negligible. Due to heavy governmental involvement,
SMEs may not rely on internal strategic planning for adopting
information systems, particularly e-commerce platforms [15].
Government agencies often implement mandatory regulations
and offer consistent assistance and oversight, thereby reducing
the autonomy of SMEs in developing and executing their
system strategies. In this scenario, government support
dominates strategic decision-making and potentially limits the
implementation of independent information system strategies.
The structured mentoring and regulatory guidance provided by
the government may suppress innovation or adaptation of
system strategies at the firm level.

In practical implementation, these findings underscore the



critical role of strong government policies and well-structured
regulatory frameworks in boosting the competitiveness of
small, and medium-sized enterprises (SMEs). This becomes
particularly important when SMEs must compete with larger
corporations that generally possess more established resources
and internal strategies. In situations where SMEs are still
lacking in well-developed internal strategic capabilities, active
government involvement—through practical forms of support
such as funding, training, access to digital technologies, and
managerial assistance—can serve as an effective substitute.
Moreover, government oversight and strategic guidance can
provide a more stable foundation for SMEs to navigate the
challenges of digital transformation. Therefore, the
government’s strategic role is not merely complementary, but
can be a decisive factor in enabling MSME:s to adapt and grow
amid increasingly complex and digital business competition.

The finding that information system strategy does not
moderate the relationship between government support and
SME performance can be understood from the perspective of
Contingency Theory. This perspective suggests that the
effectiveness of a strategy depends on how well it fits with
external conditions, so the role of information system strategy
may not be strong enough to change the impact of government
support on SME performance in this context. Government
support is not always provided as fully flexible or
discretionary assistance that SMEs can use according to their
own strategic preferences. Instead, such support is often
accompanied by specific regulatory requirements, the
obligation to use standardized digital platforms, and strict
reporting procedures that businesses must follow to remain
compliant. These conditions encourage SMEs to adopt a
compliance-oriented strategic stance, in which many strategic
decisions are ultimately determined by external policies rather
than internal organisational considerations [59]. This
government dominance effectively suppresses the strategic
autonomy of SMEs: managerial discretion is reduced,
decisions related to information systems become
homogeneous across businesses, and IS strategies are used
primarily to meet regulatory obligations rather than to create
differentiation or competitive advantage [59]. In such
situations, the performance benefits of government support
appear more as a direct effect of resource provision (e.g.,
funding, training, legitimacy, or infrastructure), so that
variations in IS strategies do not have sufficient scope to
strengthen or weaken these relationships. In other words, the
moderating role of information system strategies does not
appear empirically, as the institutional logic driven by
government support tends to override the internal strategic
logic that underpins information system strategy formation
[60].

6. LIMITATIONS AND PROSPECTS FOR FUTURE
RESEARCH

This study recognizes that there are several limitations that
should be carefully considered when interpreting the findings.
These limitations do not reduce the value of the study, but they
indicate that the results should be understood within certain
methodological and contextual boundaries. At the same time,
these constraints offer useful directions for future research by
highlighting areas that require further investigation,
refinement, or broader empirical testing. First, the data were
gathered using an online survey disseminated via the
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WhatsApp Messenger platform. While this method offers
efficiency and wide reach, it introduces a potential weakness
in confirming whether the individuals who responded were
indeed the intended and appropriately qualified participants.
This raises concerns about the validity and reliability of the
responses collected. Second, the research sample was limited
to SMEs that had received comprehensive government
assistance in adopting e-commerce marketplace platforms.
This specific context could potentially result in biased
responses, as the participants’ perspectives might have been
influenced by the benefits and support they received, thereby
not fully representing the broader population of SMEs. Third,
the analytical findings indicate that information system
strategy does not serve as a mediating variable in the
relationship between the use of e-commerce platforms and
SME performance outcomes. In other words, the adoption of
e-commerce platforms does not appear to improve SME
performance indirectly through information system strategy,
suggesting that this strategy may not be the main pathway
through which e-commerce use contributes to business results.
This unexpected result suggests that other factors may be at
play and highlights the need for future studies to explore
alternative explanatory variables. Researchers are encouraged
to examine constructs such as website quality, perceived
usefulness and ease of use, perceived risk, or the degree of
strategic alignment [20], as these elements may offer deeper
insights into the dynamics between digital platform usage and
SME performance.

7. RESEARCH CONCLUSION

This study underscores the critical role of government
support in enhancing SME performance in developing
countries like Indonesia, where a strong positive correlation
was found between such support and performance outcomes,
particularly through access to financing, training, and
technical assistance. While this aligns with previous findings,
some studies report contrasting results, indicating that
government incentives may have limited or negative effects
when technical infrastructure is lacking or market systems are
underdeveloped. In addition, the study shows that information
system strategy does not strengthen or weaken the relationship
between government support and SME performance. This
finding indicates that when institutional intervention is strong,
external pressures and policy-driven support may become
more dominant than internal strategic efforts, including the
adoption of e-commerce or other information system
initiatives within SMEs. In such contexts, government
oversight may replace internal planning but potentially hinder
innovation. The study also notes several limitations, including
the use of WhatsApp-based online surveys, which may affect
respondent validity, and a sample limited to SMEs receiving
full government support, possibly biasing perceptions.
Furthermore, the analysis indicates that information system
strategy does not play a moderating or mediating role in
explaining SME performance. This result suggests that the
contribution of information system strategy may be limited in
the current model, thereby opening opportunities for future
studies to examine other relevant factors, such as website
quality, perceived usefulness, perceived risk, and strategic
alignment, which may provide a stronger explanation of SME
performance. Overall, the findings suggest that in
environments dominated by institutional support, contingency



variables like information system strategy may lose relevance,
emphasizing the need for strong, well-structured public
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