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ABSTRACT

The rapid advancement of digital technologies has transformed the competitive dynamics of global
business, compelling firms to strategically integrate innovation and digitalization to sustain long-term
growth. This study aims to analyze the role of innovation and digitalization in enhancing corporate
competitive advantage within the digital economy era. Employing a qualitative descriptive design through
a systematic literature review (SLR), the research examined 25 peer-reviewed articles published between
2020 and 2025 sourced from Scopus, Web of Science, and Google Scholar. Data were collected and filtered
using PRISMA guidelines and analyzed thematically to identify recurring patterns and emerging insights.
The findings indicate that innovation is a critical source of differentiation, enabling firms to create unique
products, services, and business models, while digitalization strengthens efficiency, agility, and customer
engagement. Moreover, the synergy between innovation and digitalization provides dynamic capabilities
that allow firms to anticipate market changes and respond proactively. The discussion highlights that
organizations integrating both elements outperform those adopting them separately, and that failing to
embrace digital innovation increases the risk of market irrelevance.ln conclusion, the study affirms that
innovation and digitalization are complementary strategic levers that collectively sustain corporate
competitiveness in the digital economy. This research contributes by bridging theoretical gaps and offering
practical implications for firms across industries.
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INTRODUCTION

The rapid development of the digital economy has significantly reshaped the
landscape of global competition. Organizations across industries face mounting pressure
to adapt to technological advancements, shifting consumer preferences, and volatile
market dynamics. In this context, innovation and digitalization have emerged as the
cornerstones of corporate survival and long-term competitiveness. Innovation is no
longer confined to product development but encompasses processes, organizational
practices, and business models that enable firms to differentiate themselves in
increasingly saturated markets (Chesbrough, 2021). Similarly, digitalization has
transcended its role as a mere operational tool and has become a strategic enabler that
reshapes how corporations interact with customers, optimize operations, and create
value (Verhoef et al., 2021). The interplay between innovation and digitalization offers a
fertile ground for scholarly exploration, particularly in understanding how they jointly
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contribute to enhancing competitive advantage in the digital economy era. Previous
research has consistently underlined the importance of innovation as a determinant of
competitive advantage.

The rapid development of the digital economy has significantly reshaped the
global competitive landscape, with organizations now facing increased pressure to
innovate and adapt to technological advancements. As Zhang (2025) points out, digital
management practices significantly enhance a company's ability to innovate, thereby
improving overall competitiveness. In this context, innovation is no longer limited to
product development but encompasses processes, organizational practices, and business
models that enable firms to differentiate themselves in increasingly saturated markets.
Similarly, digitalization has transcended its role as merely an operational tool to become
a strategic enabler that reshapes how corporations interact with customers, optimize
operations, and create value (Verhoef et al.,, 2021). According to Liu and Chen (2025),
companies that engage in digital product innovation can achieve greater market
competitiveness, especially in fast-paced industries. Furthermore, Van Hoang (2025)
highlights that SMEs embracing digital capabilities are better positioned to overcome
market disruptions and ensure long-term sustainability, particularly in the face of global
challenges like the COVID-19 pandemic. This dual focus on innovation and digitalization
offers a fertile ground for examining how organizations, regardless of their size, can
leverage both to maintain a competitive edge in the digital economy. Research by Shao
(2025) further emphasizes that digital transformation not only enhances operational
efficiency but also fosters organizational agility, a crucial factor for adapting to the rapidly
changing market environment.

The role of digitalization in improving corporate competitiveness has also been
widely discussed. Research by Zhang et al. (2022) demonstrates that digital
transformation significantly enhances organizational efficiency, supply chain integration,
and responsiveness to market changes. Similarly, Nguyen et al. (2023) argue that digital
platforms facilitate stronger customer engagement, thereby reinforcing competitive
positioning. Yet, despite the growing evidence, most of these studies analyze
digitalization as a standalone phenomenon, overlooking the fact that its impact on
competitiveness is maximized when coupled with continuous innovation. This omission
underscores another gap in the literature, where the interdependent relationship
between innovation and digitalization has yet to be systematically examined in the
context of corporate competitive advantage. Moreover, the academic discourse has
primarily focused on large multinational corporations, while the digital economy impacts
firms of all sizes, including small and medium enterprises (SMEs). For instance, findings
by Kumar et al. (2021) indicate that SMEs adopting digital tools achieve operational
resilience during disruptions such as the COVID-19 pandemic. However, these studies
rarely investigate how SMEs integrate innovation with digitalization to build sustainable
competitive advantage. Addressing this gap is essential, as SMEs constitute a significant
proportion of global economies and their survival hinges on adaptability and strategic
resource allocation.

For example, Teece (2022) highlights that firms that invest in dynamic innovation
capabilities are more likely to sustain competitive superiority in volatile environments.
Likewise, empirical studies by Liu and Chen (2023) reveal that innovation-driven firms
in technology-intensive sectors consistently outperform their peers in terms of financial
growth and market share. However, these studies often examine innovation in isolation,
without fully integrating the role of digitalization in strengthening innovation outcomes.
This creates a gap in the literature, as digitalization can act as both a driver and amplifier
of innovation, allowing firms to unlock synergies that are critical in the digital economy.
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In addition, most prior studies emphasize sector-specific perspectives, such as
manufacturing or service industries, rather than providing a cross-sectoral
understanding. For example, research by Kohli and Melville (2021) emphasizes digital
innovation in information systems, while Porter and Heppelmann (2021) focus on smart
connected products in manufacturing contexts. While these insights are valuable, the lack
of a holistic approach restricts our understanding of how innovation and digitalization
converge across diverse industries in shaping competitive advantage. This limitation
highlights the need for a broader conceptual and empirical framework. From a theoretical
standpoint, many studies have drawn upon the resource-based view (RBV) or dynamic
capabilities theory to explain competitive advantage in the digital era (Barney, 2020;
Teece, 2022). While these frameworks emphasize the importance of firm-specific
resources and adaptive capabilities, they often underplay the interaction between
innovation and digitalization as mutually reinforcing resources. As a result, there remains
a theoretical gap in integrating these constructs into a unified model of competitive
advantage. Developing such an integrated perspective represents a valuable contribution
to both theory and practice.

Innovation and digitalization have become indispensable in ensuring that firms
remain competitive in today's digital economy. De la Torre (2025) underscores that the
integration of dynamic capabilities and digital innovation is key to achieving sustainable
competitive advantage in volatile markets. In alignment with this, Mollah (2024) stresses
the importance of digital leadership in driving both innovation and resource
optimization, thus enabling firms to build stronger competitive positions. Additionally,
research by Xue (2024) suggests that strategic alignment between innovation and digital
transformation is vital for long-term competitiveness, while Xu (2024) highlights that big
data capabilities and organizational agility mediate the relationship between digital
transformation and innovation. These findings indicate that digitalization is not justa tool
for efficiency but a core component of innovation, driving differentiation and resilience
in the market. Furthermore, studies such as those by Agustian (2023) and Zheng (2025)
reinforce the notion that digital transformation is not a mere operational shift but a
strategic imperative that influences business models, ultimately strengthening firms'
market positions.

The novelty of this study lies in its dual focus on innovation and digitalization as
interdependent strategic levers for enhancing corporate competitive advantage. Unlike
previous research that treats them as separate phenomena, this paper argues that
innovation and digitalization are mutually reinforcing processes that, when aligned,
generate greater differentiation, efficiency, and resilience. Specifically, this study
contributes by (1) synthesizing recent empirical evidence on the integration of
innovation and digitalization, (2) offering a cross-sectoral perspective that encompasses
both large firms and SMEs, and (3) extending theoretical discussions by bridging the RBV
and dynamic capabilities perspectives to account for the synergy of innovation and digital
transformation. Furthermore, the digital economy era introduces new competitive logics
such as platform-based competition, ecosystem strategies, and data-driven decision-
making. According to Yoo et al. (2022), digital innovation reshapes the very organizing
logic of firms, demanding new governance structures and collaborative approaches.
Sharma (2024) reinforces this view by showing that firms leveraging big data analytics
not only improve decision-making speed but also anticipate shifts in consumer behavior
more effectively. These developments highlight the urgency for corporations to
simultaneously innovate and digitalize, ensuring that they remain relevant in rapidly
evolving markets. Despite these insights, there remains limited research that holistically
captures how the synergy between innovation and digitalization translates into
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sustainable competitive advantage across industries. Many studies remain fragmented,
focusing either on technological adoption, customer engagement, or operational
efficiency in isolation. The present study addresses this fragmentation by providing an
integrative analysis, drawing from multiple sectors and theoretical frameworks, thereby
offering a more comprehensive understanding of corporate competitiveness in the digital
economy. The aim of this research is to analyze the role of innovation and digitalization
in enhancing corporate competitive advantage in the digital economy era. By examining
their integration, this study seeks to provide a deeper understanding of how corporations
can leverage these strategic levers to build resilience, agility, and long-term superiority.
Ultimately, this research aspires to guide both scholars and practitioners in formulating
strategies that not only respond to digital disruptions but also proactively shape
competitive landscapes.

METHODOLOGY

This study employs a qualitative descriptive design using a systematic literature
review (SLR) approach to analyze the role of innovation and digitalization in enhancing
corporate competitive advantage. The data were collected from secondary sources such
as peer-reviewed journal articles, conference proceedings, and academic books
published between 2020 and 2025. Searches were conducted through Scopus, Web of
Science, and Google Scholar using keywords including innovation, digitalization,
competitive advantage, and digital economy. The inclusion criteria focused on articles
published in English, indexed in reputable databases, and directly relevant to innovation,
digitalization, and corporate strategy, while outdated or non-peer-reviewed works were
excluded. From an initial pool of around 300 studies, 25 articles that met the criteria were
selected for in-depth review.

The data analysis was conducted using thematic analysis, allowing identification of
recurring themes such as “innovation as differentiation,” “digitalization for efficiency,”
and “synergy between innovation and digitalization.” Each article was coded, categorized,
and compared to reveal both similarities and contradictions in findings. Triangulation
across multiple sources was applied to ensure validity and reduce bias, while a
comparative synthesis highlighted research gaps, including the lack of studies exploring
the integration of innovation and digitalization and the underrepresentation of SMEs.
This methodological approach ensures the study provides a robust, comprehensive, and
credible understanding of how innovation and digitalization, when strategically aligned,
act as critical levers for achieving sustainable corporate competitive advantage in the
digital economy era.

RESULTS AND DISCUSSION

The analysis of 25 selected articles yielded several key themes that explain how
innovation and digitalization contribute to enhancing corporate competitive advantage.
The results indicate that innovation acts as a primary source of differentiation, enabling
firms to create unique value propositions, while digitalization provides efficiency, agility,
and customer engagement. Furthermore, the synergy of these two elements forms a
dynamic capability that allows firms to sustain long-term competitiveness in the digital
economy era. The following discussion elaborates on these findings, connecting them
with prior research and emphasizing the novelty of the present study. One of the
strongest findings is that innovation continues to serve as the backbone of competitive
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differentiation. Companies that consistently innovate in products, services, and business
models are better positioned to attract customers and respond to market volatility.
According to Chesbrough (2021), open innovation strategies allow firms to exploit both
internal and external knowledge to create distinctive offerings, thereby sustaining their
market relevance. This is supported by Liu and Chen (2023), who highlight that
innovation-driven organizations in high-tech industries consistently achieve superior
financial performance compared to their less innovative peers. These findings reinforce
the resource-based view (RBV), which posits that unique and inimitable resources such
as innovation capabilities are fundamental to sustained competitive advantage (Barney,
2020).

In addition to differentiation, digitalization plays a critical role in improving
operational efficiency and resilience. Research by Zhang et al. (2022) shows that digital
transformation significantly reduces transaction costs, enhances supply chain
coordination, and accelerates decision-making processes. This is particularly crucial in
industries facing global disruptions, where digital technologies enable firms to maintain
continuity and adapt to changing environments. Verhoef et al. (2021) emphasize that
digital transformation is no longer a supportive tool but a strategic imperative that
reshapes entire business models. The results of this review confirm these findings,
revealing that firms leveraging digital platforms, cloud computing, and Al achieve higher
efficiency and competitiveness. Another theme emerging from the analysis is the role of
digital platforms in fostering customer engagement. Nguyen et al. (2023) argue that
digital platforms enhance interactive communication, enabling firms to personalize
marketing strategies and strengthen customer loyalty. The reviewed literature confirms
that customer engagement through digital platforms directly contributes to competitive
advantage by increasing brand visibility and building long-term relationships with
consumers. This aligns with the findings of Porter and Heppelmann (2021), who note that
smart connected products enable firms to capture real-time customer data and provide
tailored solutions, thereby reinforcing value creation.

A critical insight from this study is that innovation and digitalization should not be
viewed as separate, independent drivers but rather as complementary forces. Kohli and
Melville (2021) suggest that digital innovation integrates both technological adoption
and innovative thinking, leading to disruptive solutions that redefine competitive
dynamics. The thematic analysis confirms that firms integrating digital tools into their
innovation processes are better equipped to anticipate customer needs, optimize
operations, and create new revenue streams. Yoo et al. (2022) further explain that digital
innovation reshapes the organizing logic of firms, requiring them to adopt new
governance structures and collaborative models. This perspective underscores the
novelty of the present study, which highlights the synergy between innovation and
digitalization as a central mechanism for sustaining competitive advantage. The results
also reveal that data-driven decision-making has become an indispensable element of
competitiveness. Big data analytics enables firms to detect consumer behavior patterns,
forecast market trends, and respond proactively to environmental shifts. Sharma (2024)
shows that organizations adopting big data analytics achieve greater agility, allowing
them to maintain competitiveness in volatile markets. The articles reviewed demonstrate
that when combined with innovation, data analytics allows firms to design customer-
centric products and services more effectively. This combination not only enhances
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efficiency but also strengthens differentiation, fulfilling the dual objectives of
competitiveness.

An interesting dimension uncovered in the review is the impact of innovation and
digitalization on small and medium enterprises (SMEs). Kumar et al. (2021) observe that
SMEs adopting digital technologies during the COVID-19 crisis managed to build
resilience and sustain market operations despite resource constraints. However, the
literature also reveals that SMEs often face challenges in integrating innovation and
digitalization due to limited resources and skills. This highlights a research gap where
more empirical studies are needed to understand how SMEs can strategically balance
resource allocation between digital investments and innovation initiatives. By addressing
this gap, the present study contributes a broader perspective that encompasses not only
large corporations but also smaller firms operating in the digital economy. The
comparative synthesis further indicates that sectoral variations exist in the integration of
innovation and digitalization. In manufacturing, innovation often takes the form of
product design improvements and process automation supported by digital tools (Porter
& Heppelmann, 2021). In services, digitalization primarily facilitates customer
interaction and service delivery, while innovation is more organizational and process-
oriented (Verhoef et al, 2021). Despite these differences, the common thread across
industries is that firms aligning both innovation and digitalization outperform those
relying on only one dimension. This confirms the novelty of this study in providing a
cross-sectoral perspective, bridging fragmented findings in the literature.

The findings also reveal that dynamic capabilities theory provides a useful lens to
explain how firms align innovation and digitalization. According to Teece (2022),
dynamic capabilities allow firms to sense opportunities, seize them, and reconfigure
resources to sustain competitiveness. The reviewed studies confirm that firms with
strong dynamic capabilities are able to integrate digital technologies into innovative
practices, thereby enhancing adaptability. For instance, Liu and Chen (2023)
demonstrate that innovation-driven firms that also embrace digitalization are more
capable of seizing emerging opportunities in fast-changing markets. By combining the
RBV and dynamic capabilities perspectives, this research strengthens the theoretical
understanding of competitive advantage in the digital economy. Another important point
concerns the risks associated with failing to integrate innovation and digitalization. Firms
that remain stagnant or resistant to digital transformation risk losing market relevance
and competitiveness. Yoo et al. (2022) argue that in the digital era, the organizing logic of
firms must change, or they will face obsolescence. This review found multiple cases
where firms that delayed digital transformation or limited their innovation capacity
suffered market decline. Such findings reinforce the urgency for corporations to
proactively integrate these two strategic levers.
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Digitalization Trend and Its Impact on Competitive Advantage by Sector
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Figure 1. Digitalization Trend and Its Impact on Competitive Advantage by
Sector

The graph above illustrates the Digitalization Trend applied in key business

sectors and its impact on Corporate Competitive Advantage. Overall, digitalization shows
a significant positive relationship with the competitive advantage of companies across
various sectors:

The Finance Sector shows the highest level of digitalization (85%), which is also
reflected in the greatest impact on corporate competitiveness (90%). This indicates
that the financial sector has successfully adopted digital technologies to improve
operational efficiency, strengthen customer relationships, and respond quickly to
market changes.

The Retail Sector also exhibits a strong digitalization trend (80%) with a significant
impact on competitiveness (78%). Digitalization in this sector focuses on e-
commerce platforms, customer data analytics, and efficient inventory management
systems, improving overall business performance.

Both the Education and Manufacturing sectors show relatively high digitalization
trends, achieving 75% and 70%, respectively. While the impact on competitiveness
in the Education sector (77%) is slightly higher than in Manufacturing (65%), both
sectors demonstrate that investment in digitalization can improve efficiency and
productivity.

The Healthcare and Logistics sectors lag behind in terms of digitalization, with each
sector achieving 65% and 60%, respectively. However, these sectors still show a
positive impact on competitiveness, though lower compared to other sectors.

The synergy between innovation and digitalization forms a dynamic capability

that enhances corporate competitiveness. As Liu and Chen (2025) argue, innovation-

driven firms in high-tech industries consistently outperform their peers, particularly

when digital tools support their innovation processes. In addition, Zhang et al. (2022)

emphasize that digital platforms significantly contribute to operational efficiency and
resilience, which are essential in maintaining a competitive edge during global
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disruptions. Furthermore, Verhoef et al. (2021) assert that digital transformation is no
longer a supporting mechanism but a strategic imperative, reshaping entire business
models and reinforcing competitive positioning. Notably, this research aligns with the
findings of Xue (2024) and Sharma (2024), who note that companies integrating digital
transformation with innovation strategies are better equipped to anticipate shifts in
market dynamics and customer behavior, ensuring long-term sustainability. This
integrated approach to digitalization and innovation not only boosts efficiency but also
enhances customer engagement and brand loyalty, vital elements for maintaining
competitiveness in an ever-evolving digital economy.

The thematic analysis also highlighted emerging trends that require further
exploration. One trend is the growing importance of ecosystem strategies, where firms
collaborate with external partners to co-create value through innovation and digital
platforms (Chesbrough, 2021). Another is the increasing reliance on artificial intelligence
and automation in decision-making, which not only improves efficiency but also enables
new forms of innovation. These trends demonstrate that competitive advantage in the
digital economy is no longer confined to individual firms but extends to entire networks
of partners and stakeholders. Finally, the results demonstrate that innovation and
digitalization jointly create sustainable competitive advantage by reinforcing three
critical dimensions: differentiation, efficiency, and agility. Differentiation arises from
innovative products and services tailored to consumer needs, efficiency is achieved
through digitalized operations, and agility emerges from the combined ability to innovate
and digitalize quickly in response to market changes. This comprehensive understanding
fulfills the research objective and positions this study as a significant contribution to the
literature.

CONCLUSION

This study concludes that innovation and digitalization are inseparable and
complementary drivers of corporate competitive advantage in the digital economy era.
Innovation serves as the foundation of differentiation through the creation of new
products, services, and business models that strengthen value propositions, while
digitalization enhances efficiency, agility, and customer engagement by embedding
technologies such as big data analytics, cloud systems, and digital platforms. When
integrated strategically, these two elements reinforce each other, enabling firms to sense
opportunities, respond swiftly to market changes, and sustain competitiveness in
increasingly dynamic environments. Furthermore, the findings highlight that firms
whether large corporations or SMEs that embrace the synergy of innovation and
digitalization are more resilient and adaptable compared to those relying on only one of
these dimensions. The novelty of this research lies in emphasizing their integration as a
unified mechanism for building long-term competitive advantage, filling gaps in prior
studies that often examined them separately. Thus, the study provides both theoretical
enrichment through the combination of RBV and dynamic capabilities perspectives and
practical implications for managers to formulate strategies that balance innovation with
digital transformation to secure sustainable superiority in the digital economy
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