INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (I1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume 1X Issue 1l February 2025

%, S
¢ RSIS ~

Strategic Planning, Internal Control and Capability Toward
Sustainable Performance of Cooperatives

Noor Azaliah Jaafar!, Zuraidah Mohd Sanusi?, Norazida Mohamed?®, Milen Baltov*
L2Accounting Research Institute, Universiti Teknologi MARA, Shah Alam, Malaysia
3Faculty of Accountancy, Universiti Teknologi MARA, Shah Alam, Malaysia
*Faculty in Business Studies, Burgas Free University, Bulgaria

DOI: https://dx.doi.org/10.47772/1JRI1SS.2025.9020105

Received: 30 January 2025; Accepted: 03 February 2025; Published: 05 March 2025
ABSTRACT

This study examines the relationship between strategic planning, internal control, capability, and sustainable
performance in Malaysian cooperatives. It focuses on the mediating role of capability in linking strategic
planning to performance outcomes and examines the moderator effect of strategic planning between internal
control and sustainable performance. This study employed Partial Least Squares Structural Equation
Modelling (PLS-SEM) to examine data collected from 132 cooperatives in Malaysia, particularly in medium
and large sizes. Results indicate that strategic planning and internal control do not directly impact sustainable
performance, while capability has a positive effect. Capability significantly mediates the relationship between
strategic planning and sustainable performance. While strategic planning moderates the relationship between
internal control and sustainable performance, the effect is nonsignificant. This study is expected to contribute
to the body of knowledge by supporting previous studies and advancing literature about the understudied
variables. Despite its focus on Malaysian cooperatives and reliance on questionnaire-based data, which may
introduce biases or inaccuracies, the findings provide valuable insights for advancing research on strategic
planning, internal control, and capability. This study contributes to the theoretical understanding of these
factors, supporting prior research and offering practical implications for enhancing performance in cooperative
organisations.
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INTRODUCTION

Cooperatives play a significant role in the global economy, with the top 300 cooperatives and mutuals having a
turnover of over USD two trillion, equal to (2,409 billion USD), based on 2021 financial data (ICA, 2023).
The top 300 cooperatives operate in various economic sectors, such as agriculture and insurance, which are
leading the list, followed by wholesale and retail. Europe countries have a large number of cooperatives by
turnover/GDP per capita, followed by Asia and the Pacific, such as Japan (21) (USD 249.27 billion), New
Zealand (5) (USD 24.89 billion), the Republic of Korea (4) (USD 7051 billion), Australia (3) (USD 7.34
billion), India (3) (USD 15.51 billion), Singapore (2) (USD 6.59 billion), Malaysia (1) (USD 1.46 billion), and
Saudi Arabia (1) (USD 2.72 billion) (ICA, 2023). Figure 1 shows the number of cooperatives in Asia and the
Pacific by turnover/GDP per capita.
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Figure 1 Number of cooperatives in Asia and the Pacific by turnover/GDP per capita
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Compared with other ASEAN nations, Malaysian cooperatives have shown moderate growth, particularly in
agriculture, retail, finance, and tourism. Despite that, the cooperative sector in Malaysia grew by 3.97% yearly
from 2014 until 2019 (Bernama, 2020), pointing out that the cooperative sector's contribution influences
Malaysia’s GDP, and cooperatives play an important role in the national economic development. The
Malaysian Cooperative Societies Commission (MCSC) regulates cooperatives under the Ministry of Domestic
Trade, Cooperatives, and Consumerism. Registered cooperatives increased from 14,629 in 2020 to 15,809 by
2023. Due to this growth, turnover increased by 29.52% from RM45.5 million in 2022 to RM64.5 million in
2023 (SKM, 2023). Figure 2 illustrates registered cooperatives' growth and annual turnover from 2019 to 2023
(SKM, 2019, 2020, 2021b, 2022, 2023a).

Figure 2 Registered cooperatives' growth and annual turnover from 2019 to 2023
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Despite the regulatory framework provided by the Cooperative Societies Act 1993, many Malaysian
cooperatives face compliance challenges, particularly highlighting the weaknesses of cooperatives without
strong strategic planning and internal controls. The cases that illustrate mismanagement and lack of internal
control, for instance, the secretary of Koperasi Global and National Skill Development, Seremban Bhd,
misused his position to obtain projects worth RM360,250 (Sinar Harian, 2020), emphasizing a lack of internal
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controls and improper management due to abuse power. Likewise, cases of fraud and mismanagement, such as
the Koperasi Telekom Malaysia (KotaMas) suffered an RM23 million loss due to fraudulent activities by its
chairman, secretary, and treasurer (The Star, 2017), demonstrated a lack of internal control and may have
caused eroded public trust on cooperative management.

As can be seen for global cooperatives such as Mondragon cooperatives that were a large cooperative group in
Spain, have struggled to adjust to ever-changing and increasing market pressure before meeting with much
success by implementing continuous improvement through various strategic initiatives focusing on education,
training, and innovation to enhance member capabilities (Altman, 2008; Kasmir, 2016). Likewise, in Malaysia
cooperatives, Bank Kerjasama Rakyat Malaysia (Bank Rakyat) and Koperasi Permodalan Felda Berhad
(KPFB) have shown progress in adopting sound business strategies in a dynamic environment (Musa et al.,
2020); however, many cooperatives still struggle due to weak managerial capabilities and low entrepreneurial
orientation affect organisation performance. Strengthening capability through improved strategic planning,
strong internal control, fostering an entrepreneurial mindset, and enhancing knowledge development is
essential for the sustainable performance of cooperatives. Thus, it emphasizes the need for regulators to rethink
regulatory frameworks and enforcement, such as effective strategic planning to align their social goals with
business objectives, ensuring they can continue to operate and grow while delivering social impact.

In the context of cooperatives, insufficient training, lack of updated information, difficulties obtaining
necessary documents, and lack of support among members significantly impede cooperatives' sustainable
development (Junges et al., 2022). The failed implementation of the strategic planning process is due to
corruption and fraud, poor management skills, lack of strong organisational culture and strategic planning,
poor internal control, and lack of communication and motivation within organisations (Dlamini et al., 2020).

Although cooperatives are the third contributor to the Malaysian economy, the relationships between strategic
planning, internal control, and capability toward sustainable performance in cooperatives are still limited.
Likewise, the mediating role of capability in the relationship between strategic planning and sustainable
performance and the moderating role of strategic planning in the relationship between internal control and
sustainable performance in cooperatives have yet to be examined as much. Therefore, this study examines the
relationships between strategic planning, internal control, and capability toward sustainable performance in
cooperatives. Particularly to identify the mediating role of capability in the relationship between strategic
planning and sustainable performance and the moderating role of strategic planning in the relationship between
internal control and sustainable performance. By addressing this research gap, the study aims to answer the
following questions:

RQ1. Does strategic planning influence the sustainable performance of cooperatives?
RQ2. Does internal control influence the sustainable performance of cooperatives?
RQ3. Does capability influence the sustainable performance of cooperatives?

RQ4. How does capability mediate the relationship between strategic planning and the sustainable
performance of cooperatives?

RQ5. How does strategic planning moderate the relationship between internal control and the sustainable
performance of cooperatives?

This study examines the relationships between strategic planning, internal control, and capability toward
sustainable performance in cooperatives. Secondly, the study examines the mediating role of capability in the
relationship between strategic planning and sustainable performance in cooperatives. Third, this study
examines strategic planning as a moderating role in the relationship between internal control and sustainable
performance. The remainder of the paper proceeds as follows. Section 2 describes the literature reviews and
hypothesis development to support the foundation of this study. Section 3 outlines the methodology of the
study. Section 4 describes the results of the measurement and structural model and the discusses of the
empirical evidence for the study. Finally, Section 5 concludes the study with future recommendations and
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highlights this paper’s limitations.
LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Sustainable performance

Sustainable performance refers to an organisation's ability to achieve long-term success while balancing
economic, environmental, and social goals. It is a genuine mechanism for organisations to increase their
financial success involving generating financial returns while maximizing environmental impacts and fostering
social well-being (Rahman et al., 2022). In line with Elkington (1998), the definition of sustainable
performance, which considers economic, social, and environmental performance, also aligns with the triple
bottom line concept. The concept of "triple bottom line" (TBL) has been extended to corporate performance
and is known as "sustainable corporate performance” which involves the economic (profit), social (people),
and environmental (planet) (Fauzi et al., 2010).

In the context of profit organisation, achieving sustainable performance require a more detailed understanding
of how the framework and practices adopted by organisations to make the business truly sustainable, which
consider the economy, people's well-being, and the environmental quality (Comin et al., 2019). Contrary to
cooperatives, sustainability concerns the uniqueness of the cooperatives model rather than just economic
performance. Notably, setting indicators enables cooperatives to assess their sustainability performance and
serve as strategies and performance measurements (Aris et al., 2018). Sustainable performance encompasses
economic, social, and environmental dimensions important for management effectiveness and organizational
development.

Strategic planning and sustainable performance

Effective strategic planning is needed to align their social goals with business objectives, ensuring they could
continue to operate and grow while delivering social impact. What strategic planning is and how it influences
cooperative operations are two questions that attract growing research interest. For cooperatives, it is important
to generate income and assist members with effective management systems and strong leadership (Ismail et al.,
2019).

Previous studies indicate that strategic planning significantly impacts organisational performance. As can be
seen, Donkor et al. (2018) highlights that strategic planning positively influences the performance of SMEs
could improve decision-making, resource allocation, and long-term growth. Tarigan & Siagian (2021)
emphasized the important role of strategic planning in maintaining supply chain efficiency and enhancing
operational performance study found that effective strategic planning supports process and product innovation,
meets customer requirements, and improves overall operational outcomes.

While, Chungyas & Trinidad (2022) have argued that strategic management practices are important for the
success and sustainability of cooperatives in the Philippines. Likewise, Morshidi et al. (2021) studies strategic
orientation (SO) consisting of entrepreneurial orientation (EO), market orientation (MO), learning orientation
(LO) elements, and organisational commitment (OC) on cooperative performance in Malaysia. The
relationship between these elements positively impacts SO and cooperative performance, showing that with the
unique organisation of the cooperative, applying SO and OC added advantages to enhance cooperative
performance.

However, a few previous studies have found that strategic planning has a negative impact on performance. Rau
et al. (2020) found that while strategic planning alone may not directly influence performance, its integration
with organisational learning significantly enhances outcomes. Further, Mathibe et al. (2023) supports that
strategic planning alone may not enhance social enterprise performance. Instead, value co-creation mediates
the relationship between strategic planning and performance, which is key for greater performance, including
social and financial outcomes in social enterprise. Similarly, Nowak (2021) argued that when combined with
cognitive diversity, strategic planning is essential for achieving cohesive organisational performance for
meeting an organization's mission and strategic objectives.

Page 1295 www.rsisinternational.org


https://rsisinternational.org/journals/ijriss
https://rsisinternational.org/journals/ijriss
http://www.rsisinternational.org/

INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (I1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume 1X Issue 1l February 2025

3, S
¢ RSIS ~

Consistent with Dynamic Capability View (DCV) theory, organisations that engage in strategic planning are
better equipped to develop and deploy resources dynamically, enabling them to respond to environmental
changes and competitive pressures effectively (Teece et al., 1997). Resources are the main drivers for
organisational performance, and sustainable competitive advantages are created through unique bundles of
resources (J. Barney, 1991; Wernerfelt, 1984). This theory posits that strategic planning facilitates creating and
reconfiguring internal and external resources, fostering sustainable competitive advantages over time (Winter,
2003). This shows that coordinating strategic planning with the organisation's resources and external
environment improves organisational performance.

Despite this, the impact between strategic planning and organisational performance is complex; some studies
report a positive or direct relationship, while others report a negative or indirect relationship. Few studies have
focused on cooperative performance such as strategic planning and members' participation (‘Aini et al., 2012),
strategic planning implementation on the cooperative members’ participation (Caska & Indrawati, 2017), and
strategic orientation and organisational commitment (Morshidi et al., 2021), however, as for strategic planning
in the cooperative and its impacts on sustainable performance, it remains unexplored. Based on the discussions
above, the following hypothesis is made:

H1: There is a relationship between strategic planning and sustainable performance.
Internal control and sustainable performance

According to the Committee of Sponsoring Organizations of the Treadway Commission,  (COSO 2013),
internal control comprises policies and procedures established by an organisation to manage risks related to
achieving its operations, reporting, and compliance objectives, thereby sustaining overall performance. Internal
control is safeguarding a company's assets, ensuring the accuracy and reliability of accounting records and
information, enhancing productivity in the firm's operations, and ensuring compliance with management's
policies and procedures (Fadzil et al., 2005; Hall et al., 2004; Sulaiman et al., 2008). According to IFAC
(2011), internal control supports organisations in achieving their strategic objectives through effective and
efficient operations, safeguarding resources, providing reliable information, and ensuring conformance with
laws and regulations.

Dynamic Capability View (DCV) theory provides a framework highlighting organisations' importance in
developing and maintaining strategic resource utilization and capability in environmental change (Winter,
2003), while institutional theory posits that organisations should understand organisational behaviour, such as
enduring rules, practices, and structures that set conditions for action (Lawrence & Shadnam, 2008). In this
regards, internal control is important to ensure effective management control, enhancing organisational
performance.

A study by Yeniaras & Kaya (2021) examines how relational governance, characterized by trust, collaboration,
and long-term relationships between firms and their partners, impacts firm performance. The finding highlights
that relational governance fosters a cooperative environment, enhancing the effectiveness of strategic planning
processes. Akisik & Gal (2017) studied how CSR and internal controls impact stakeholders' views of the firm
and influence decisions on its financial performance. The results indicate that the effectiveness of internal
control influenced the decision-making process, which positively affects financial performance. Similarly,
Tetteh et al. (2020) conducted a study on the impact of internal control systems on the performance of listed
firms in Ghana, with responses from 49 companies on the Ghana Stock Exchange, while 249 questionnaires
were distributed. Their findings indicate that internal control systems positively impact organisational
performance, with information technology as a moderator that strengthens this relationship.

However, some studies have found that internal control does not significantly affect performance. As can be
seen, Bruwer et al. (2018) analysed how internal control activities and managerial conduct impact the
sustainability of small, medium, and micro enterprises (SMMES) in South Africa indicated that internal control
activities and managerial conduct as internal control mechanisms have a negative effect on the relationship
between SMME business sustainability. A study by Alam et al., (2019) revealed that internal control systems
did not significantly impact accountability practices, contradicting the common belief that internal control

Page 1296 www.rsisinternational.org


https://rsisinternational.org/journals/ijriss
https://rsisinternational.org/journals/ijriss
http://www.rsisinternational.org/

INTERNATIONAL JOURNAL OF RESEARCH AND INNOVATION IN SOCIAL SCIENCE (I1JRISS)
ISSN No. 2454-6186 | DOI: 10.47772/1JRISS | Volume 1X Issue 1l February 2025

3, S
¢ RSIS ~

systems are important for improving accountability.

A few studies have focused on cooperative performance, including the effect of internal control systems on
cooperative profitability (Shabri et al., 2016), the impact of internal control on operational performance in
cooperatives (Damina Makut & Abbas Ibrahim, 2021), and determinants of internal control effectiveness on
cooperative employees (Rizki & Anisykurlillah, 2018). Despite that, there are limited studies on the
relationship between internal control and sustainable performance, particularly in Malaysia's cooperative
context. Therefore, this study hypothesizes that:

H2: There is a relationship between internal control and sustainable performance.
Capability and sustainable performance

Capability is essential for survival and business success (Prahalad, 1993). In strategic management, capabilities
are defined as adapting, integrating, and reconfiguring internal and external organisational skills, resources,
and functional competencies to meet the needs of a changing environment (Teece et al., 1997). Ulrich & Lake
(1991) state that capability encompasses resources, skills, and competencies that an organisation should
leverage to implement its strategies effectively. It is consistent with Dynamic Capability View (DCV), which
argues that integrating, building, and reconfiguring internal and external competencies is essential to rapidly
changing environments for maintaining performance and achieving long-term success (Teece et al., 1997).
Instead, RBV theory emphasizes capabilities that include market orientation (Day, 1994), entrepreneurship,
innovativeness, and organisational learning (Hult & Ketchen, 2001) that enhance organisational performance
by generating new opportunities, ideas, products, or processes in line with technological and market changes.

Wang et al. (2020) argues on how strategy and capabilities influence the organisation's performance and study
finds that strong organisational capabilities benefit business groups' marketing or operations, and
diversification moderates the relationship between strategy and performance. Kwalanda et al. (2017) indicate
that dynamic managerial capabilities positively affect performance, and it supports the idea that dynamic
managerial capability is an important strategy for enhancing performance. Violinda & Sunjian (2018)
performed a study of dynamic capabilities and organisational culture in the performance of agriculture
cooperatives in Indonesia. The findings indicate that organisational culture positively affects the performance
of agriculture.

Despite previous studies' positive influence on the relationship between capability and organizational
performance, a study by Salisu & Abu Bakar (2020) emphasizes the mediating role of learning capability in
the relationship between technological capability, relational capability, and performance of small and medium
enterprises (SMEs). The study indicates the negative relationship affects direct or mediating relationships.
Similarly, Wardhiani et al. (2023) examines the impact of capability on cooperative performance and
sustainability of cooperatives in several coffee cooperatives in West Java.

Meanwhile, previous studies have examined capability and cooperatives' performance; for instance, Violinda
& Sunjian (2018) studied dynamic capabilities and organisational culture in the performance of agriculture
cooperatives, and Pavao & Rossetto (2015) referred to stakeholder management capability and performance in
Brazilian cooperatives. Still, the relationship between capability and sustainable performance has not been
extensively examined. Therefore, this study hypothesizes that:

H3: There is a relationship between capability and the sustainable performance of cooperatives.

The mediating role of capability on the relationship between strategic planning and sustainable
performance

The concept of mediating variables, also known as intervening or intermediate variables, is crucial for
explaining complex causal relationships between two variables. A mediator variable "accounts for the
relationship between the predictor and the criterion” (Baron & Kenny, 1986, p. 1176 ). This approach seeks a
more accurate explanation of how an independent variable affects a dependent variable. While RBV focuses
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on leveraging existing resources to maintain a niche market, this study uses the dynamic capability view
(DCV) to emphasize the organisation's ability to integrate, build, and reconfigure internal and external
competencies in response to rapidly changing environments (Teece et al., 1997). As such, capability is a
critical factor that is functional to the organisation in achieving long-term success. The capability involved in
an organisation's activities results in sustained competitiveness (Winter, 2003).

Ali et al. (2021) finds that competitive capabilities positively influence sustainable performance and
competitive competencies’ mediating role positively impacts the relationship between SMPs and sustainable
performance, emphasizing the importance of resource adoption and capability awareness for building a
sustainable competitive advantage. Thanh Nhon et al. (2020) views how the dynamic capabilities of learning,
integration, and reconfiguration mediate the relationship between intellectual capital, including human, social,
and organisational capital, and the performance of Vietnam's information and communications technology
firms. Based on the resource-based view theory, this study finds that dynamic capabilities mediate between
intellectual capital and performance, with learning capability having the most significant mediating effect.
Acosta-Prado & Tafur-Mendoza (2022) reviews the mediating role of dynamic capabilities in the relationship
between information and communication technology (ICT) and sustainable performance. The result supported
the direct relationship between ICT and sustainable performance. Likewise, the mediating effect of dynamic
capability in the relationship between ICT and sustainable performance is significantly positive.

The mediating factor has been identified as an important factor that could improve performance effectiveness.
Past empirical studies have reported positive effects on a mediating role such as dynamic capabilities, resource
management capabilities, competitive capabilities, innovation capability on sustainable performance (Abbas et
al., 2019; Acosta-Prado & Tafur-Mendoza, 2022; Ali et al., 2021; Fahim & Baharun, 2017; Shang et al., 2020),
innovation capability, dynamic capabilities on organisational performance (Liu et al., 2020; Odeh Al-Husban
et al., 2021; Thanh Nhon et al., 2020). Yet, limited studies have been conducted on the mediating role of
capability, particularly in the relationship between strategic planning and sustainable performance in the
cooperative context. This study examines how capability mediates this relationship by enabling organisations
to innovate, adapt, and manage resources effectively. Hence, the following hypothesis is proposed:

H4: Capability mediates the relationship between strategic planning and the sustainable performance of
cooperatives.

The Rationality of the Expected Moderation of Strategic Planning between Internal Control and
Sustainable Performance

Moderator variables significantly influence the direction and strength of the relationship between independent
(internal control) and dependent (sustainable performance) variables (Baron & Kenny, 1986). These include
not only firm size and industry type constraints (Kylaheiko et al., 2016) but also considering the changing
environment and market conditions (Korkmaz, 2020), as well as the challenges to successfully implementing
strategic planning (Dlamini et al., 2020). Similarly, the occurrence and effects of internal control depend on the
level of control activities and the degree of monitoring in the organisation (Agbejule & Jokipii, 2009). The
dynamic capability view (DCV) suggests that organisations continually seek to adapt their internal control
systems to rapidly changing environments (Teece et al., 1997) and align with institutional norms and
expectations to gain legitimacy and ensure long-term viability (DiMaggio & Powell, 1983) fostering
sustainable performance.

A study by Muhsin Thaji et al. (2022) views strategic leadership practices and crisis management in
government institutions in Irag, with strategic planning as the moderator role. This study demonstrated that
strategic planning increases the effectiveness of strategic leadership in effectively managing crises, where
strong strategic leadership and effective strategic planning systems suffer less damage during crises and
recover more quickly. Sinnaiah et al. (2023) argued that different decision-making styles affect the strategic
management process (such as planning, formulation, implementation, and evaluation of strategies) and
organisational performance. Based on the findings, decision-making styles act as a moderator role in the
strategic management process and have a direct impact on determining organisational performance. It can be
concluded that organisation with decision-making styles practices (intuitive and rational) has better
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performance, and instead, if there is an absence of decision-making styles, they are associated with lower
performance.

For example, St-Hilaire (2019) stresses that strong corporate governance and appropriate strategic planning are
essential to ensure the effectiveness of organisation management. Instead, Ojha et al. (2019) indicates that
strategic planning alone may not directly affect performance effectiveness. Still, the mediating effect, such as
organisational capabilities, is important in ensuring strategic planning plays a mediating role in guiding,
controlling, and monitoring the organisation to ensure objectives are met, effective resource allocation, and
competitive advantage, thus enhancing organisational performance.

Previous studies focusing on strategic alliances in moderating the link between innovation capabilities and
performance in Malaysian SMEs (Kamalrulzaman et al., 2021), strategic planning as the moderator role
between strategic leadership and crisis management (Muhsin Thaji et al., 2022), decision-making styles as
moderator role in the strategic management process and organisational performance (Sinnaiah et al., 2023),
leadership styles in the relationship between corporate governance and employee engagement (Koeswayo et
al., 2024). However, there are limited studies on the moderation effect in the relation between internal control
and sustainable performance focused specifically on the cooperative context. Therefore, the following
hypothesis is proposed:

H5: Strategic planning moderates the relationship between internal control and the sustainable performance of
cooperatives.

Conceptual framework

Figure 3 below is the conceptual framework illustrated to represent the model of this study. The study is
comprised of strategic planning, internal control, capability, and sustainable performance.

Figure 3. The conceptual framework

H1

STRATEGIC
PLANNING

Ha

H3

CAPABILITY SUSTAINABLE
PERFORMANCE

H3

INTERNAL
CONTROL

H2

The conceptual framework is constructed to clearly understand testable relationships identified through a
literature review and tested with relevant data (Sekaran & Bougie, 2016). The conceptual framework is also
instrumental in constructing viable hypothesis to be examined and further strengthening the research questions.
Sekaran & Bougie (2016) stress that the conceptual framework is important for a clear picture of the
association of study variables. Two main theories, namely Dynamic Capability View (DCV) (Teece et al.,
1997) and Institutional Theory (DiMaggio & Powell, 1983), were used in this study. The dynamic capability
view (DCV) focuses on the organisation’s ability to renew its resources in a fast-changing environment
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involving integrating, building, and reconfiguring processes (Teece et al., 1997). The institutional theory of
DiMaggio & Powell (1983) emphasizes the external pressures and norms, rules, and practices that shape
organisational behaviour. The central idea of both theories is to explain how the organisation applies resources
and capability to create and implement strategies to ensure all activities comply with laws, thus achieving
competitive advantage and effective performance outcomes.

The conceptual framework for this study examines the relationships between strategic planning, internal
control, capability, and sustainable performance in cooperatives. In this study, the independent variables are
strategic planning, internal control, and capability; the dependent variable is sustainable performance. Besides
examining the direct effect of the variables on strategic planning, internal control, capability, and sustainable
performance, this conceptual framework also indicates variables as mediators and moderators. Capability plays
a mediation role in the relationship between strategic planning and sustainable performance. Instead, strategic
planning acts as a moderator between internal control and sustainable performance.

METHODOLOGY

Research design and instrument

The study uses a quantitative approach, which involves collecting and analysing numerical data. This method
is chosen for its cost-effectiveness and time efficiency, particularly when investigating correlations among
variables in large samples (Al-Ababneh, 2020). The study employs SEM as an empirical technique to examine
the hypotheses. SEM is advantageous because it integrates exploratory factor analysis and structural path
analysis, making it suitable for analysing both latent (unobserved) and observed variables, and for testing
entire theories (J.F. Hair et al., 2011; Hair Jr. et al., 2017). There are two main SEM approaches: Covariance-
Based SEM (CB-SEM) and Partial Least Squares SEM (PLS-SEM) (Hair Jr. et al., 2017; Henseler et al.,
2016).

CB-SEM is typically used for theory confirmation and requires assumptions like multivariate normality, while
PLS-SEM is preferred for prediction, especially with small sample sizes, non-normal data, or complex models
(Joseph F. Hair et al., 2012). PLS-SEM is chosen for this study due to its efficiency, flexibility with data, and
ability to handle the study's objectives, including evaluating complex models with mediating and moderating
effects (Hair Jr et al., 2014).

In order to measure strategic planning properly, this study used the scale measurement developed by Fahed-
Sreih & El-Kassar (2017), Kylaheiko et al. (2016), and Tasleem et al. (2019), which considers how setting
goals, decision-making, and the quality and effectiveness execution of strategic planning in a cooperative. The
internal control variables examined include control environment, control activities, risk assessment,
information and communication, and monitoring adopted from the COSO (2013) framework. These internal
control items have been developed by (Alam et al., 2019; Lansiluoto et al., 2016; Said et al., 2020). In order to
measure capability properly, the measurement scale was developed by (Attia & Salama, 2018; Camison-
Zornoza et al., 2020; Latifah et al., 2021). In this study, the sustainable performance in a cooperative is a
dependent variable. The scale developed by (Baumgartner, 2014; Baumgartner & Rauter, 2017; Tasleem et al.,
2019) was used to measure this study's variables. This measurement instrument comprises 12 items, four for
each dimension: economic, social, and environmental (Belhadi et al., 2021). This study using the Likert format
with a 5-point Likert scale to assess respondents' agreement with responses ranging from "strongly disagree" to
"strongly agree" (Sekaran & Bougie, 2016).

Participation and data collection procedures

The study uses a stratified random sampling method, a type of probability sampling, to ensure the
generalizability of the results (Saunders et al., 2009). This method is particularly suitable for ensuring that
different subgroups within the population are adequately represented. The population of this study is
comprised of cooperatives in Malaysia. The main reason cooperatives were chosen as respondents in this study
is that the cooperative sector contributes 3% to 4% of Malaysia's GDP, which plays a critical role in national
economic development (Malaysia’s Official Statistics, 2021). The data is collected through individual
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respondents, specifically senior managers and executives. The respondents are the most knowledgeable
individuals responsible for controlling and overseeing the entire organisation, establishing organisational
goals, strategies, and policies, and making decisions on the direction of cooperatives.

The primary data collection instrument is a questionnaire, designed to gather quantitative data. Part A is self-
developed on the organisation profile regarding the size, turnover and age of the firm, state registered, and type
of cooperatives. Part B is self-developed on the respondent profile about the gender, years of employment, age
of respondent, and education. Part C is a factor associated with sustainable performance. When deciding to
become sustainable, cooperatives should adopt several specific sustainable practices such as strategic planning,
internal control, and capability. Part D: Dependent variables, measuring sustainable performance across
economic, social, and environmental dimensions.

The questionnaire was distributed through various channels by electronically, by mail, or in person to reach a
broad range of participants. The questions are clear and logically structured, with each question's purpose
defined to ensure accurate measurement of the variables. The questionnaire was made available in both
English and Malay to accommodate respondents’ language preferences. Out of 285 questionnaires distributed,
138 were completed and returned, yielding a usable response rate of 48.4 percent (Yu & Cooper, 1983).
During outlier detection and CMV, data were deleted and adjusted. Specifically, 6 out of 138 usable
questionnaires were deleted to ensure that unusual observations did not significantly impact the results (Joseph
F. Hair et al., 2022). The sampling frame of this study will be drawn from the Malaysia Cooperative Societies
Commission's (MCSC) comprehensive list.

A pilot study was conducted to evaluate the factor loadings, which met the threshold of 0.5, ensuring
convergent validity (with AVE, of 0.5 and CR, of 0.7). Discriminant validity was also confirmed, with the
ratio of HTMT not exceeding 0.85. The preliminary statistical tests on the pilot study variables successfully
met these minimum criteria. Data were then analysed using path modelling through the Partial Least Squares
(PLS) approach, utilizing Smart PLS software (Wong, 2013). Specifically, the study employed Smart-PLS 4
(Cheah et al., 2024) to assess the mediating effects of capability on the relationship between strategic planning
and sustainable performance.

RESULTS AND DISCUSSIONS

Data analysis

The data analysis in this study was analysed using the Smart PLS version 4.1.0.7. PLS-SEM has the added
advantage of estimating the measurement and structural models (Hair Jr. et al., 2017).

Participants demographics

The demographic profile of the respondents, as shown in Table 1, provides a clear overview of their gender,
years of employment, age distribution, and educational qualifications. Most respondents are female, making up
89 (67.42%), while 43 (32.58%) were male.

Table 1 Demographic Profile of the Respondents

Profile of respondents Frequency | (%)
Gender

Male 43 32.58
Female 89 67.42
Total N =132

Years of Employment
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Less than 3 years 28 21.21
3 —5years 27 20.46
6 — 10 years 21 15.91
More than 10 years 56 42.42
Total N =132

Age

NA 29 21.97
Less than 25 years old 3 2.27
25 -34 32 24.24
35-44 30 22.73
45 -54 25 18.94
55 - 64 12 9.10
65 onwards 1 0.76
Total N =132

Academic qualification

NA 1 0.76
SPM 12 9.10
Diploma 38 28.79
Bachelor’s degree 63 47.73
Master’s degree 15 11.36
PHD 1 0.76
Other 2 1.52
Total N =132

Assessment of the measurement

Data were analysed through path modelling using the PLS approach and the Smart PLS software. The analysis
begins with assessing the measurement models (Hair Jr. et al., 2017). A vital advantage of the PLS approach
compared to the covariance-based structural equation modelling is its ability to deal with situations where
knowledge about the distribution of the latent variables is restricted, requirements about the closeness between
estimates and the data should be met (J.F Hair et al., 2021). In our research model, all constructs are specified
with reflective indicators, as depicted in Figure 4.

The study ensured the validity and reliability of the constructs by testing for outer loadings (= 0.7), composite
reliability (CR > 0.7), average variance extracted (AVE > 0.5), and heterotrait—monotrait (HTMT) ratio (<
0.85). These tests confirmed that the measurement instruments were reliable and valid for the study. The
results demonstrate that all reflectively measured constructs are both reliable and valid. Table 2 presents
measurement assessment of item loadings helps to measure the indicator reliability of the measurement model.
The measurement model with loadings above 0.708 is recommended at a significant level of 0.05 (Joe F. Hair
et al., 2019), thus achieving satisfactory item reliability. However, J.F. Hair et al. (2011), recommended that
indicators with loadings between 0.40 and 0.70 should be considered for deletion only if the deletion will
increase CR and AVE above the threshold value. In this study, 1C2 (0.697), IC16 (0.579), C5 (0.688), C9
(0.687), EC2 (0.595), and EN2 (0.656) indicators loading have not achieved the recommendation threshold
value. Nonetheless, these indicators are important to maintain the content validity of the construct. Removing
them might alter the meaning or coverage of the construct (Joseph F. Hair et al., 2012).
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Figure 4. Path model and PLS estimates
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Tables 3 and 4 depict the assessment of discriminant validity of both the Fornell & Larcker (1981) and the
heterotrait-monotrait ratio of correlations (HTMT) based on the multitrait-multimethod matrix suggested by
Henseler et al. (2015) providing a comprehensive examination of construct distinctiveness. Based on Table 3,
the capability-internal control construct, capability-sustainable performance construct, and internal control-
strategic planning construct have few disputes. These conclude that the Fornell-Larcker criterion has a low
sensitivity, which means it is unable to detect a lack of discriminant validity (Henseler et al., 2015). Hence, to
better assess discriminant validity, (Henseler et al., 2015) suggests assessing the correlations' heterotrait-
monotrait ratio (HTMT) as a solution to the issue.

To address this limitation, this study assessing discriminant validity using the Heterotrait-Monotrait Ratio
(HTMT) criterion as alternative, and suggests that threshold value should remain less than 0.85 (Henseler et
al., 2015) Instead, Gold et al. (2001) argued that a correlation coefficient of less than 0.90 is indicative of
acceptable discriminant validity to confirm that constructs are empirically distinct. In addition, HTMT values
close to 1 indicate a lack of discriminant (Ab Hamid et al., 2017). As shown in Table 4.12, the construct of
capability-internal control and capability-sustainable performance slightly exceeds the recommended
threshold, indicating a potential lack of discriminant validity between these constructs, suggesting only a
marginal concern for discriminant validity. According to the HTMT0.85 and HTMTO0.90 criteria, all the values
fulfil the criteria, which means that discriminant validity has been achieved, and it has been confirmed that all
constructs are indeed distinct from each other.

Table 2 Convergent Validity

Variables Items |Loadings |CR AVE |Convergent Validity (AVE > 0.5)
Strategic Planning SP1  |0.837 0.941 |0.668 |[YES

SP2  |0.819

SP3  |0.716

SP4  10.840

SP5  |0.827

SP6  |0.862

SP7  10.829

SP8  |0.800
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Internal Control IC1 0.777 0.960 |0.602 |YES
IC2 0.697
IC3 0.784
IC4 0.834
IC5 0.793
IC6 0.726
IC7 0.770
IC8 0.781
IC9 0.828
IC10 |0.821
IC11 0.820
IC12 |0.832
IC13 |0.779
IC14 |0.754
IC15 |0.799
IC16 |0.579

Capability C1 0.782 0.959 |0.596 |YES
C2 0.792
C3 0.812
C4 0.810
C5 0.688
C6 0.811
C7 0.783
C8 0.796
C9 0.687
C10 |0.788
C11 |0.762
Ci12 |0.711
C13 |0.759
C14  |0.799
C15 |0.799
C16 |0.759

Sustainable EC1 |0.712 0.944 |0.586 |YES

Performance EC2 10.595
EC3 |0.826
EC4 |0.831
S1 0.854
S2 0.808
S3 0.804
S4 0.765
EN1 ]0.802
EN2 |0.656
EN3 |0.761
EN4 |0.727

Note: CR = Composite Reliability; AVE = Average Variance Extracted
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Table 3 Discriminant validity (Fornell and Larcker)

Construct Capability |Internal Control |Strategic Planning |Sustainable Performance
Capability 0.772

Internal Control 0.821 0.776

Strategic Planning 0.747 0.792 0.817

Sustainable Performance |0.852 0.723 0.698 0.765

Table 4 Discriminant validity (HTMT)

Construct Capability |Internal Control |Strategic Planning |Sustainable Performance
Capability

Internal Control 0.853

Strategic Planning 0.782 0.838

Sustainable Performance |0.889 0.748 0.728

Structural model of the study
Collinearity

Variance Inflation Factor (VIF) is used to assess the degree of multicollinearity among independent variables
in a regression model in line with the structural model assessment procedure outlined in (Joe F. Hair et al.,
2019). We are assessing the structural model for collinearity issues by examining the VIF values to determine
whether there is multicollinearity among the independent latent constructs that influence the dependent
constructs in the model. All the VIF values are below 5, suggesting no serious concern about multicollinearity
affecting the regression model. A rule of thumb is that VIFs between 1 and 5 indicate moderate
multicollinearity (Henseler et al., 2009). So, collinearity is not at critical levels (Table 5), and the VIF values
appear well-specified without causing issues in estimating regression coefficients.

Table 5 Collinearity Statistics (VIF)

Independent Variables  |Capability |Sustainable Performance
Capability 3.468
Internal Control 4.249
Strategic Planning 1.000 2.913

Significant and relevance of the path coefficient

In line with Henseler et al. (2009), the bootstrapping procedure was applied in PLS path modelling (108 cases,
5,000 samples, two-tailed) to evaluate the structural model and determine the statistical significance of path
coefficients. By supporting the PLS structural model assessment, different criteria are considered, including
R2?, the goodness-of-fit (GoF) index, and the Stone—Geiser Q2 test for predictive relevance (Chin, 1998; Hair Jr
et al., 2014; Sarstedt et al., 2017). Chin (1998) described R2 values of 0.25 as acceptable. While the model fit is
relatively tiny according to absolute standards (Joseph F. Hair et al., 2022), we consider it suitable for this
study because of the model’s low complexity. Moreover, the standard root mean squared residual (SRMR) met
the required threshold of SRMR < 0.08, indicating that the model fit was satisfactory. The goodness-of-fit
criterion proposed by Hu & Bentler (1998) indicates that it confirmed the data fit the theory well.

As shown in Table 6, the assessment of the path coefficient shows that H3 is supported out of three
hypotheses, while the other two hypotheses that are not supported include H1 and H2. The path related to
hypothesis H3 was found to be statistically significant; the results indicate that (t-value = 7.673, p < 0.05),
suggesting a strong positive effect of construct C on SPO (3= 0.772). Thus, H3 is supported. In contrast,
regarding the relationship between SP and SPO, the results revealed that SP (= 0.137, t-value = 1.519,
p>0.05) is not significantly related, and H1 is not supported. Similarly, IC (3= -0.037, t-value = 0.292,
p>0.05) is negatively associated with the SPO and contradicts the proposed hypothesis in this study; thus, H2
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is also not supported. Such non-significant results may imply that these predictors (SP and IC) do not have a
measurable impact on SPO within this study's sample.

Table 6 Structural Model Assessment

Hypothesis Std Beta (3)|Std Error [t-value |p-value |LL UL Decision
H1 SP — SPO |0.137 0.090 1.519 (0.129 |-0.038 |0.317 |Rejected
H2 1IC — SPO |-0.037 0.126 0.292 |0.770 |-0.269 (0.213 |Rejected
H3 C—SPO [0.772 0.101 7.673 ]0.000 ]0.580 ]0.973 |Supported
Notes:

Two-tailed test was conducted on the hypothesis direct relationships
A=Accepted

R=Rejected

LL = Bias corrected interval lower limit, UL = Bias corrected interval upper limit
Mediating effects of capability

Table 7 depicts the bootstrapping results, demonstrating the organisational competence mediating effect on the
relationship between strategic planning and organisational performance. The mediating effects showed
significant results in 5,000 repetitions of bootstrapping since 0 was not included between the lower and upper
bounds of the bias-corrected confidence interval. In particular, the significance was maintained by using the
Bootstrap techniques. It is confirmed as partial mediation (p < 0.05); strategic planning — capability —
sustainable performance showed moderately strong partial mediation, with a capability of 77.24% of the
relationship between strategic planning (SP) and sustainable performance (SPO) exists, signifying that
capability plays a critical role in strengthening this relationship.

Table 7 Significance testing of mediating effects with bootstrap

Relationship Direct Effect |Indirect Effect (Total Effect |VAF Remarks
H4 SP - C — SPO |0.747 0.577 0.747 77.24% |Significant
Note (s):

Threshold limit of VAF

0 — 20%: No Mediation

20 — 80%: Partial Mediation

Above 80%: Full Mediation

(Baron & Kenny, 1986; Zhao et al., 2010)
Moderating effects of strategic planning

One hypothesis was developed to examine the moderating effect of strategic planning on the relationship
between internal control and sustainable performance. To assess the moderating effect of a construct in PLS-
SEM, a study is required to develop an interaction effect between the moderator and the predicting variables
and examine its effect on the endogenous variable. Table 8 shows the result of the moderating effect
assessment. The interaction effect result (B = -0.060, t-value = 1.274) suggests that strategic planning does not
moderate the relationship between internal control and sustainable performance. Implying strategic planning
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(SP) negatively moderates the relationship between internal control (IC) and sustainable performance (SPO),
meaning that the influence of IC on SPO diminishes as SP increases. Thus, H5 is not supported.

Table 8 Moderation Assessment

Hypothesis Std Beta (3) |Std Error  |t-value |p-value |LL UL Decision
H5 SP x IC — SPO  |-0.060 0.047 1.274 ]0.203 -0.164  |0.021 Rejected

Figure 5 represent the relationship between IC (x-axis) and SPO (y-axis). The middle line represents the
relationship for an average level of the SP. The other two lines represent the relationship between IC and SPO
for higher (i.e., the mean value of SP plus one standard deviation unit) and lower (i.e., the mean value of SP
minus one standard deviation unit) levels of the moderator variable SP. As can be seen, the relationship
between IC and SPO varies depending on the SP level, indicating that SPO tends to decrease as IC increases.
Due to the negative moderating effect, at high levels of the moderator SP, the effect of IC on SPO is weaker,
while at lower levels of moderator SP, the effect of IC on SPO is stronger. These results clearly support that SP
exerts a significant and negative moderating effect on the relationship between IC and SPO. The higher the
strategic planning, the weaker the relationship between internal control and sustainable performance.

Figure 5. The moderating effect of strategic planning on internal control and sustainable performance
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CONCLUSION

Summary of the research

The current study examined strategic planning, internal control, and the capability of cooperative sectors in
Malaysia to achieve sustainable performance. Specifically, performance was measured using subjective
measurement for non-financial indicators encompassing economic, social, and environmental dimensions. The
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findings show that capability significantly and positively affects sustainable performance, while strategic
planning and internal control do not. Further, capability was proposed to mediate the relationship between
strategic planning and sustainable performance. The findings show that capability has mediated the
relationship between strategic planning and sustainable performance. In addition, strategic planning was
proposed to moderate the relationship between internal control and sustainable performance. However,
strategic planning has a nonsignificant moderating effect on the relationship between internal control and
sustainable performance.

Theoretical Implications

First, this study examined strategic planning, internal control, and capability toward sustainable performance in
the context of cooperatives, which is still limited. This study offers new perspectives on this relationship,
particularly in cooperatives. The empirical findings contribute to the literature suggesting that the relationship
between strategic planning, internal control, and capability in achieving sustainable performance paid a little
attention, particularly in the context of cooperative. This fills a gap in the literature, as most studies focus on
for-profit or non-profit organisations. Therefore, it enriches the knowledge to enhance the understanding of
how cooperatives operate and what factors contribute to their performance.

Moreover, this study contributes to the literature by highlighting the mediating and moderating roles of
capability and strategic planning to the sustainable performance of cooperatives in Malaysia, which lack
attention has focused on. The findings reveal that a positive mediating relationship supports the Dynamic
Capability View (DCV) theory, which emphasizes the important role of capabilities in achieving
organisational success. DCV posits that organisational capabilities such as adaptability, learning, and
innovation are essential for achieving competitive advantage and sustainability. This empirical support
underscores the value of dynamic capabilities within cooperatives, reinforcing that these organisations can
benefit from developing capabilities to drive performance and resilience in a changing market by finding a
positive direct and indirect relationship between capability and sustainable performance.

Capability is an important factor in organisational performance (Karman & Savanevi¢iené, 2021; Taghizadeh
et al., 2020). The capability to respond to market demands, utilize resources efficiently, and build trust among
cooperative members may achieve sustainable growth and performance. In the context of this study, capability
is a mediator in the relationship between strategic planning and sustainable performance. This implies that the
effectiveness of strategic planning may depend significantly on the organisation’s capabilities, and without
sufficient capability, even well-structured plans may not lead to sustainable performance. Our results support
the role of capability in a direct relationship between sustainable performance and as a mediator in the
relationship between strategic planning and sustainable performance. Therefore, this study contributes to the
new literature by studying beyond previous studies that have examined capability as an independent variable
or as a mediator, but not between strategic planning and sustainable performance.

In contrast, the study found a negative moderating relationship between internal control and sustainable
performance through strategic planning, suggesting there is no interaction to enhance cooperative performance.
This finding differs from some expectations in the literature, indicating that strategic planning alone may not
enhance sustainable performance when internal controls are weak or misaligned with cooperative objectives.
Therefore, this study fills a gap in the literature by providing a nuanced understanding of the complex
relationships between strategic planning, capability, internal control, and sustainable performance in the
cooperative sector.

Practical Implications

The findings show important implications for practice. First, this study highlights that strategic planning is less
effective in cooperatives than for-profit organisations. Cooperative leaders should reconsider how strategic
planning is integrated into their operations to provide quality products and services, create opportunities that
respond to market changes, and advance technology utilization, processes, and business models to perform
better. As a result, it may lead to effective strategic planning implementation appropriate to the internal control
structure of a unique cooperative. Despite some studies, like George et al. (2019), showing that strategic
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planning significantly impacts organisational performance and disputes the argument that strategic planning is
ineffective, which causes the organisation to become inflexible. However, the empirical evidence in this study
revealed insignificant direct and moderating effect results. This shows that organisations tend to focus on
resource allocation, long-term goals, and market positioning while paying less attention to ensuring the
effectiveness of strategic planning, leading to inefficient management. Therefore, managers should adopt a
more balanced approach, ensuring strategic planning actively informs decision-making processes and
operational controls.

Second, internal control systems are typically designed to ensure compliance, mitigate risks, and safeguard
assets. In cooperatives, it often focuses on governance, transparency, accountability, and motivation to
members. Bakar et al. (2020) affirm that all internal control components in cooperatives contribute
significantly to risk management. This stated that implementing strong internal control is appropriate to ensure
cooperative productivity and operations are secured from fraud or unethical activities within cooperative
business operations. Consistent with this, Shabri et al. (2016) argued that the impact of an internal control
system on cooperatives is significant, contributing to their profitability, stability, and growth, thereby helping
achieve objectives and improving organisational performance. When internal control is adequate, the financial
statement report produced is compliant and functions as a monitoring procedure (Russo, 2019). This highlights
the need for cooperative leaders to create internal control frameworks that are more concise to ensure they can
assess directly and practice it in a cooperative context. Internal control is important in cooperatives, as it leads
to better performance. Despite the importance of internal controls, the findings from this study reveal that
internal control systems do not significantly affect sustainable performance in cooperatives. The findings
illustrate that not all cooperatives in Malaysia have implemented effective and efficient internal control, which
has led to increased cooperative performance. It was recommended that cooperatives implement how to create
a good and functioning internal control system that focuses on stability and risk mitigation, which may hinder
innovation and adaptability.

Third, the capability is fundamental for managing organisations. Generally, capability is defined as skills,
processes, and knowledge that enable a cooperative to execute its goals effectively. By developing capability,
cooperatives can achieve operational efficiency, innovation, and adaptability, leading to better performance.
According to this study, empirical findings stated that capability has the largest either direct or mediate effect
on cooperative performance. Moreover, although capability is significant in improving performance,
organisations must be careful of its possible dark side effects unless the organisation has a strong
entrepreneurial culture. Organisations should also foster a common understanding of their objectives. This
study demonstrates how important capability is for sustainable performance. When cooperative capability is
high, this will lead to an increase in performance. By that, cooperatives must focus on developing and
strengthening core capabilities, such as leadership, innovation, and operational efficiency, to ensure long-term
sustainable performance. For instance, they invest in leadership development, employee training, and
technology adoption to improve decision-making and operational efficiency. This aligns with the unique
cooperative context and, in turn, remains competitive and sustainable in changing market conditions.

Limitation

Despite its multifaceted contribution, our study has the following limitations: Firstly, since it focuses on
selected top 100 and 350 medium or large cooperatives in Malaysia, there is not enough evidence to describe
the importance of strategic planning, internal control, and capability toward enhancing sustainable
performance. Lastly, as this study uses a questionnaire as the research instrument, the results are based on the
data collected, which may affect the answer's accuracy. Therefore, the answers provided by the respondents
might not reflect the real practices of the cooperatives.

Future research

On the other hand, more research related to this topic with different variables could be carried out for future
research. In addition, there are not many studies which examine the strategic planning, internal control, and
capability of cooperatives in Malaysia. Thus, this provides some opportunities for future research.
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