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 Despite extensive research on internal control, digital 

transformation, and socio-spiritual values, their integrated 

impact on the sustainable competitive performance of MSMEs 

remains underexplored, particularly in developing economies. 

This study aims to analyze the combined effects of internal 

control components, digital transformation, and socio-spiritual 

values on MSME performance in Indonesia. A quantitative 

approach was employed using a cross-sectional survey of 416 

MSME actors in Central Java province, selected through 

purposive sampling. Data were analyzed using Structural 

Equation Modeling with Partial Least Squares (SEM-PLS). The 

findings reveal that all internal control elements, digital 

transformation, and socio-spiritual values have a positive and 

significant effect on sustainable competitive performance, with 

digital transformation emerging as the most influential factor, 

followed by monitoring activities and socio-spiritual values. 

These results point out the importance of integrating 

technological capability, effective governance, and value-based 

practices in strengthening MSME sustainability. The study 

extends the Resource-Based View and internal control 

framework by incorporating socio-spiritual values as strategic 

resources and offers practical guidance for developing adaptive 

and sustainable MSME strategies. 
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Introduction 

Micro, Small, and Medium-Sized Enterprises (MSMEs) play a central role in economic 

development, particularly in developing countries such as Indonesia, where they account 

for more than 99% of all business entities and contribute significantly to national GDP 

(Suharyanto et al., 2024). Beyond their economic contribution, MSMEs also support social 

stability, equitable income distribution, and employment generation. Despite this 

importance, many MSMEs continue to face persistent structural constraints that limit their 

ability to sustain long-term competitive performance (Junaidi et al., 2025). These constraints 

include weak internal control practices, limited managerial capability, and low adoption of 

digital technologies, which reduce their ability to respond effectively to dynamic and 

increasingly complex business environments (Shevchenko et al., 2025). 

The acceleration of digital transformation and intensifying global competition further 

expose these limitations (Prasetyo, 2025). Empirical evidence indicates that MSMEs often 

struggle to align internal processes with technological change, resulting in inefficiencies, 

increased operational risks, and suboptimal performance outcomes (Loo et al., 2023; Raj et 

al., 2024). At the same time, inadequate internal control systems weaken accountability and 

transparency, which can reduce stakeholder confidence and restrict access to financial and 

institutional support (Boufounou et al., 2024). Strengthening both governance mechanisms 

and digital capabilities is therefore not only desirable but necessary for MSMEs seeking to 

remain competitive and sustainable. 

From a theoretical perspective, the Committee of Sponsoring Organizations of the 

Treadway Commission (COSO) framework provides a structured approach to internal 

control through five key components: control environment, risk assessment, control 

activities, information and communication, and monitoring. Prior studies consistently show 

that effective internal control improves operational efficiency, reduces risk exposure, and 

supports better decision-making (Bužinskienė & Padgureckienė, 2025; Otoo et al., 2023). 

However, most empirical work has focused on large organizations with formal governance 

systems, offering limited insight into MSMEs that operate under resource constraints and 

rely heavily on informal practices (Sharma et al., 2026). This mismatch suggests that existing 

models of internal control require adaptation to better reflect MSME conditions. 

At the same time, digital transformation has been widely recognized as a driver of 

organizational performance. Digital technologies enable faster information processing, 

improve communication, and enhance responsiveness to market changes (Modupe et al., 

2024; Rahmatdi, 2024). Nevertheless, much of the existing literature focuses on digital 

adoption in marketing or sales functions, with limited attention to how digital technologies 

support internal control systems. Furthermore, although information systems are 

acknowledged as essential for organizational operations, their role in strengthening internal 

governance and aligning with organizational values remains insufficiently examined, 

particularly in MSMEs (Imtihan et al., 2025). 

In addition to technical and technological factors, recent studies emphasize the role of 

socio-spiritual values in shaping organizational behavior and performance (Nabil et al., 

2025; Wardana et al., 2025; Zarate-Torres et al., 2025). In contexts such as Indonesia, values 

related to ethics, trust, and social responsibility, including practices like zakat, waqf, and 

charitable giving, play a meaningful role in guiding business conduct and stakeholder 

relationships (Sasongko, 2025). These values contribute to long-term trust, legitimacy, and 

stakeholder loyalty (Edith et al., 2024). However, despite their relevance, socio-spiritual 
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values are rarely incorporated into empirical models of internal control and performance, 

resulting in an incomplete understanding of their strategic role in sustaining business 

performance (Haryani et al., 2025). 

Existing research remains fragmented, as internal control, digital transformation, and 

socio-spiritual values are often examined independently rather than as interrelated drivers 

of MSME performance (Lahmar, 2024; Sangodkar & Bhandari, 2025). This separation limits 

a comprehensive understanding of how governance mechanisms, technological capabilities, 

and value-based practices interact in shaping sustainable competitive performance. In 

addition, prior studies rarely position socio-spiritual values as strategic resources, despite 

their relevance in culturally embedded business contexts such as Indonesia. This gap 

indicates the need for an integrated framework that captures both tangible and intangible 

dimensions of MSME competitiveness. 

Based on this gap, this study aims to examine the combined effects of COSO-based 

internal control, digital transformation, and socio-spiritual values on the sustainable 

competitive performance of MSMEs in Indonesia. The uniqueness of this study lies in 

integrating these dimensions within the Resource-Based View (RBV) and Stakeholder 

Theory, while positioning socio-spiritual values as strategic intangible resources. The 

findings are expected to contribute to the literature by offering a more comprehensive model 

of MSME performance and to provide practical insights for developing adaptive, ethical, 

and sustainable business strategies. 

Theoretical Foundation and Hypotheses Development 

Internal control plays a central role in ensuring operational stability and the 

achievement of organizational objectives. A key component of internal control is control 

activities, which consist of policies and procedures designed to reduce risk and ensure that 

management directives are properly implemented (COSO, 2013). These activities include 

authorization, verification, reconciliation, and segregation of duties. Although often 

simplified in MSMEs due to resource constraints, such practices remain essential for 

minimizing errors and preventing fraud (Rahmialawati & Melati, 2025). In addition, the 

control environment serves as the foundation of the internal control system, as it reflects the 

attitudes, awareness, and commitment of business owners and managers toward 

maintaining effective control practices (Hamed, 2023). In many MSMEs, where formal 

governance structures are limited, the strength of the control environment often determines 

whether control mechanisms function effectively or remain symbolic. 

In the digital era, digital transformation has become a key factor reshaping how 

businesses operate and manage internal controls (Wang et al., 2023). Digital transformation 

involves not only the adoption of new technologies but also fundamental changes in 

business models and operational processes (Alojail & Khan, 2023). For MSMEs, this 

transformation can improve operational efficiency, expand market access, and enhance 

control capabilities (Wu et al., 2024). However, these benefits depend on how well digital 

tools are integrated into existing processes rather than merely adopted. Information systems 

play a critical role in this process by providing accurate, timely, and relevant information 

that supports decision-making and strengthens control implementation (Akula et al., 2025). 

Without proper integration, digital adoption may increase complexity without delivering 

meaningful performance gains. 
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Monitoring activities are essential to ensure that internal controls operate as intended. 

Monitoring can be conducted continuously or periodically to identify weaknesses and 

support corrective actions (Ryu et al., 2024; Singgalen, 2024). Alongside this, risk assessment 

involves identifying and analyzing potential risks that may hinder the achievement of 

business objectives, forming the basis for appropriate control responses (Saradha Balaji et 

al., 2024). Beyond these technical elements, socio-spiritual values also influence business 

behavior, particularly in contexts where ethical and religious considerations are embedded 

in economic activities. Practices such as zakat, waqf, and charitable giving can strengthen 

ethical conduct and social responsibility among MSMEs. These values may also shape long-

term orientation and stakeholder relationships, which are often overlooked in conventional 

control frameworks. Taken together, effective internal control, digital transformation, and 

socio-spiritual practices are expected to enhance sustainable competitive performance, 

defined as the ability of MSMEs to maintain competitiveness while addressing economic, 

social, and environmental dimensions (Alojail & Khan, 2023). 

Control Activities (CE) and Sustainable Competitive Performance (SCP) 

Control activities can be understood as strategic organizational capabilities within the 

Resource-Based View (RBV), as they contribute to value creation and are not easily 

replicated across firms (Barney, 2000; Malhotra et al., 2025). In MSMEs, where formal 

governance structures are often limited, control practices such as authorization, 

reconciliation, and segregation of duties play a key role in reducing operational 

inefficiencies, minimizing fraud risk, and ensuring the reliability of financial information. 

These mechanisms support managerial discipline and enable more consistent decision-

making, which improves resource utilization. In addition, effective control activities 

enhance organizational credibility and foster trust among stakeholders, including suppliers, 

customers, and financial institutions, which is essential for accessing external resources 

(Jaroensombut et al., 2025). Prior studies indicate that even simple control procedures can 

improve productivity and organizational reputation in MSMEs (Biswas, 2024). Therefore, 

control activities are expected to strengthen sustainable competitive performance by 

improving efficiency, reducing risk, and supporting long-term adaptability (Sahoo et al., 

2023). 

H1: Control activities have a positive effect on sustainable competitive performance. 

Control Environment (CE) and Sustainable Competitive Performance (SCP) 

According to Stakeholder Theory, an organization’s ability to align internal values and 

practices with stakeholder expectations determines its legitimacy and long-term survival 

(Freeman, 1984). In this context, the control environment forms the foundation of an 

effective internal control system, reflected in management integrity, ethical standards, and 

organizational culture. A strong control environment promotes transparency, 

accountability, and discipline, which are essential for establishing credible business 

practices (Manginte, 2024). This is particularly relevant for MSMEs, where governance 

structures are often informal and depend heavily on owner-manager behavior in shaping 

employee attitudes and operational consistency (Indrayani et al., 2025). A well-developed 

control environment can reduce opportunistic behavior and inefficiencies while 

strengthening stakeholder confidence, including that of suppliers, customers, and external 
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partners (Stroumpoulis et al., 2024). Increased trust contributes to stronger business 

relationships, improved reputation, and better access to resources. Moreover, an ethical and 

value-driven environment supports long-term decision-making by balancing economic 

objectives with social considerations (Ong et al., 2025). Therefore, the control environment 

is expected to enhance sustainable competitive performance. 

H2: Control environment has a positive effect on sustainable competitive performance. 

Digital Transformation (DT) and Sustainable Competitive Performance (SCP) 

Digital transformation enables MSMEs to leverage emerging technologies to improve 

decision-making, strengthen competitiveness, and enhance operational efficiency 

(Hariyanti & Kristanti, 2024). Within the Resource-Based View (RBV), digital capabilities are 

considered strategic resources that are valuable and difficult to replicate, allowing firms to 

sustain competitive advantage (Barney, 2000; Hsiao, 2024). Digital transformation goes 

beyond technology adoption, as it involves restructuring business processes, organizational 

routines, and value creation mechanisms (Díaz-Arancibia et al., 2024). In MSMEs, it 

supports real-time data processing, improves information accuracy, and enhances 

coordination across functions, which in turn strengthens internal control systems by 

increasing transparency and reducing information asymmetry (Dan, 2024). These 

improvements enable firms to manage risks more effectively, allocate resources efficiently, 

and respond more quickly to market changes (Gupta & Kumar Singh, 2023). In addition, 

digital transformation expands market access and improves customer engagement, 

contributing to both financial and non-financial performance (Buglea et al., 2025). Empirical 

evidence also shows that digitalization enhances firm value and internal control 

effectiveness (Wang et al., 2023). Therefore, digital transformation is expected to 

significantly improve sustainable competitive performance. 

H3: Digital transformation has a positive effect on sustainable competitive performance. 

Information System (IS) and Sustainable Competitive Performance (SCP) 

An effective information system provides accurate, timely, and relevant data to 

support organizational control and managerial decision-making. Within the Resource-

Based View (RBV), high-quality information is considered a strategic resource that enhances 

organizational capability by reducing uncertainty and enabling more responsive decisions 

(Barney, 2000; Moshood et al., 2025a). In this perspective, information systems are not 

merely operational tools but key enablers of sustained competitive advantage (Silas et al., 

2025). For MSMEs, where resource constraints and informal practices are common, reliable 

information systems improve coordination and communication among business actors. 

They also support internal control by reducing information asymmetry, increasing 

transparency, and enabling more effective monitoring of business activities (Kimathi, 2025). 

These capabilities help firms minimize inefficiencies, optimize resource allocation, and 

respond more quickly to environmental changes (Triwahyono et al., 2023). In addition, 

improved operational efficiency, customer responsiveness, and strategic flexibility 

contribute to both financial and non-financial performance outcomes. Therefore, an effective 

information system is expected to enhance sustainable competitive performance. 

H4: Information system has a positive effect on sustainable competitive performance. 
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Monitoring Activities (MA) and Sustainable Competitive Performance (SCP) 

Monitoring activities are a critical component of internal control systems, as they 

ensure that established procedures are consistently followed and remain effective over time 

(Hamed, 2023). Continuous monitoring allows organizations to identify control weaknesses, 

detect irregularities, and implement corrective actions, thereby creating a feedback loop that 

supports ongoing process improvement (Scavarda et al., 2025). From a Stakeholder Theory 

perspective, effective monitoring strengthens organizational accountability by ensuring that 

operations comply with regulatory requirements and stakeholder expectations (Freeman & 

Reed, 1983). This is particularly important in MSMEs, where formal evaluation mechanisms 

are often limited and monitoring largely depends on owner or manager involvement 

(Gerald et al., 2024). 

Monitoring activities also contribute to performance consistency by reducing 

operational risks, minimizing variances, and improving the accuracy of financial and non-

financial information (Ombai, 2024). This continuous evaluation enables MSMEs to sustain 

efficiency and adapt more effectively to changing market conditions (Hendrawan et al., 

2024). Empirical studies further show that regular monitoring enhances performance 

stability and overall business outcomes in small enterprises (Rahmawati et al., 2025). In 

addition, ongoing review processes facilitate timely control improvements and reinforce 

accountability to stakeholders (Memari et al., 2025). Therefore, monitoring activities are 

expected to strengthen sustainable competitive performance by supporting long-term 

efficiency, flexibility, and stakeholder trust. 

H5: Monitoring activities have a positive effect on sustainable competitive performance. 

Risk Assessment (RA) and Sustainable Competitive Performance (SCP) 

Risk assessment is a core component of internal control that enables firms to 

systematically identify, evaluate, and manage potential risks and opportunities that may 

affect the achievement of organizational objectives (Ferreira et al., 2025). Within the 

Resource-Based View (RBV), risk management capability is considered a strategic 

competence, as it allows firms to anticipate uncertainties, allocate resources efficiently, and 

sustain competitive advantage in dynamic environments (Barney, 2000; Jegan Joseph 

Jerome et al., 2024). This capability is particularly important for MSMEs, which are often 

more vulnerable to external shocks and market volatility due to limited resources. By 

proactively identifying risks such as demand fluctuations, supply chain disruptions, and 

financial instability, MSMEs can implement appropriate mitigation strategies and reduce 

the likelihood of operational failure (Turgay, 2023). Risk assessment also supports more 

adaptive decision-making and strategic planning, enabling firms to respond effectively to 

environmental changes. In addition, it strengthens internal control systems by providing a 

structured basis for designing and implementing control activities. These capabilities 

enhance both short-term stability and long-term sustainability by improving the firm’s 

ability to balance risk and opportunity (Wasiu et al., 2025). As a result, stronger risk 

assessment practices are expected to improve sustainable competitive performance (Sari et 

al., 2025). 

H6: Risk assessment has a positive effect on sustainable competitive performance. 
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Social Spiritual (SP) and Sustainable Competitive Performance (SCP) 

Socio-spiritual values represent an intangible form of capital that shapes ethical 

behavior, strengthens integrity, and provides direction for organizational actions (Panakaje 

et al., 2025). In the context of MSMEs, practices such as zakat, waqf, and almsgiving function 

not only as religious obligations but also as guiding principles that influence decision-

making, stakeholder engagement, and business conduct. These values encourage ethical 

practices, reinforce social responsibility, and promote a long-term orientation, all of which 

are important for building trust and credibility in the market. From the perspective of 

Stakeholder Theory, firms that demonstrate strong ethical and social commitments are more 

likely to gain acceptance and support from key stakeholders, including customers, 

communities, and business partners (Freeman & Reed, 1983). This legitimacy contributes to 

stronger relationships, improved reputation, and increased customer loyalty (Edith et al., 

2024). In culturally embedded contexts such as Indonesia, socio-spiritual practices can also 

function as distinctive resources that differentiate firms and strengthen their competitive 

position. Therefore, socio-spiritual values are expected to enhance sustainable competitive 

performance by fostering ethical consistency, stakeholder trust, and long-term social and 

financial outcomes (Nabil et al., 2025). 

H7: Social-spiritual values have a positive effect on sustainable competitive performance. 

Method 

Research Design and Participants 

This study adopts a quantitative research design using a cross-sectional survey 

approach to examine the causal relationships between internal control, digital 

transformation, information systems, socio-spiritual values, and sustainable competitive 

performance in MSMEs. This design is appropriate as it enables the systematic collection of 

standardized data from a relatively large number of respondents, allowing for robust 

statistical analysis within the MSME context. The study was conducted in Central Java, 

Indonesia, focusing on active MSME actors. A purposive sampling technique was employed 

with the following criteria: (1) business owners or managers who have operated their 

businesses for at least one year, (2) enterprises classified as micro, small, or medium, and (3) 

willingness to participate in the survey. A total of 416 respondents met these criteria and 

were included in the final analysis. 

 

Variable Measurement 

All variables were measured using indicators adapted from prior studies and aligned 

with established theoretical frameworks. Internal control was operationalized based on the 

COSO framework, consisting of five dimensions: control activities, control environment, 

information systems, monitoring activities, and risk assessment. As presented in Table 1, 

each dimension reflects specific aspects of governance, such as risk mitigation procedures, 

managerial integrity, communication effectiveness, monitoring practices, and risk 

identification processes. Digital transformation was measured through indicators capturing 

the adoption, integration, and utilization of digital technologies in business operations. 

Information systems focused on the effectiveness of communication and information flow 

in supporting decision-making. Socio-spiritual values were measured through indicators 
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reflecting engagement in Islamic social financial practices, including zakat, waqf, and 

charitable giving. Sustainable competitive performance was assessed using 

multidimensional indicators covering financial outcomes, operational efficiency, and 

stakeholder relationships. 

Table 1. Variable Indicators 

Variable Measurement Source 

Control Activities Measured using a 5-point Likert scale, reflecting 

the 2 implementations of risk mitigation 

procedures and operational control practices 

within MSMEs. 

Hudáková et al. (2023), 

Wahyudi et al. (2026), 

and Ying & Allaqtta 

(2025) 

Control 

Environment 

Measured using a 5-point Likert scale, reflecting 

managerial integrity, organizational values, and 

the work environment in shaping internal control 

practices within MSMEs. 

Abouelghit & Gan 

(2024) and Silifat Shehu 

(2025) 

Digital 

Transformation 

Measured using a 5-point Likert scale, reflecting 

the adoption, integration, and utilization of digital 

technologies in MSMEs. 

Julianda Jahid 

Muttaqin et al. (2025), 

and Prasetyo (2025) 

Information 

System 

Measured using a 5-point Likert scale, reflecting 

the effectiveness of information and 

communication systems in supporting work 

processes and decision-making within MSMEs. 

Imtihan et al. (2025) 

and Rakkang & 

Achsanuddin (2025) 

Monitoring 

Activities 

Measured using a 5-point Likert scale, reflecting 

the extent of continuous monitoring, evaluation, 

and compliance checking in MSME operations. 

Aikaterini et al. (2025), 

Parab & Deshmukh 

(2026), and Ye (2026) 

Risk Assessment Measured using a 5-point Likert scale, reflecting 

the effectiveness of risk identification, assessment, 

and its integration into managerial decision-

making processes. 

Hye (2025), Jans et al. 

(2023), and Sithi et al. 

(2025) 

Social Spiritual Measured using a 5-point Likert scale, reflecting 

of 5 items capturing socio-spiritual practices, 

including zakat, waqf, and charitable giving, as 

well as their perceived social impact. 

Antičević et al. (2024) 

and Vural (2025) 

Sustainable 

Competitive 

Performance 

Measured using a 5-point Likert scale, reflecting 

the multidimensional performance of MSMEs, 

including financial outcomes, operational 

efficiency, and stakeholder relationships. 

Adi et al. (2026), Rizal 

& Prihatiningsih 

(2026), and Selviana et 

al. (2025) 

Source: Author data (2025) 

Instrument and Data Collection 

The research instrument consisted of a structured, closed-ended questionnaire 

developed from validated indicators in prior literature. All items were measured using a 

five-point Likert scale ranging from “strongly disagree” to “strongly agree.” Before 

distribution, the instrument was reviewed to ensure clarity and relevance to the MSME 

context. Data collection was conducted in the first semester of 2025 through both online and 

offline methods. First, potential respondents were identified based on the sampling criteria. 

Second, questionnaires were distributed directly and through digital platforms to reach a 
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wider range of participants. Third, respondents were given sufficient time to complete the 

questionnaire voluntarily. Finally, the collected responses were screened to ensure 

completeness and consistency, resulting in 416 valid responses for analysis. 

Data Analysis  

Data analysis was conducted using Structural Equation Modeling (SEM) with a Partial 

Least Squares (PLS) approach, supported by SmartPLS software. The analysis began with 

the evaluation of the measurement model to assess validity and reliability. Convergent 

validity was examined using factor loadings and Average Variance Extracted (AVE), while 

reliability was assessed through Cronbach’s Alpha and Composite Reliability (CR). 

Discriminant validity was evaluated using the Fornell-Larcker criterion and the Heterotrait-

Monotrait Ratio (HTMT). After confirming that the measurement model met the required 

thresholds, the structural model was analyzed to test the proposed hypotheses. Path 

coefficients, t-statistics, and p-values were used to determine the significance of 

relationships between variables, with a significance level set at 5%. This approach allows for 

simultaneous assessment of complex relationships among multiple constructs. 

Results 

Respondent Profile 

Table 2 demonstrates the respondents’ profile in this study, involving 416 participants 

with a relatively balanced gender distribution, consisting of 48.7% men and 51.3% women. 

This balance indicates that MSME activities in the observed context reflect inclusive 

participation across genders. Most respondents fall within the productive age range of 25–

40 years (52.8%), followed by those under 25 years (36.9%), while only a small proportion 

are above 40 years (10.1%). This composition suggests a predominantly young and 

economically active group, which is likely to be more adaptive to technological 

developments and open to innovation. In terms of education, a substantial majority (90.2%) 

possess diploma or master’s degrees, indicating a relatively high level of formal education 

among MSME actors. This suggests a stronger capacity for understanding managerial 

practices, adopting digital tools, and engaging in structured decision-making processes. 

From a business perspective, Table 2 also shows that most respondents have moderate 

experience, with 81.5% operating their businesses for 3–10 years, while only 0.7% have more 

than 10 years of experience. This indicates that the sample is largely composed of enterprises 

in a growth and consolidation stage rather than fully mature businesses. Regarding business 

classification, respondents are predominantly small (44.4%) and medium enterprises 

(46.8%), with micro-enterprises accounting for only 8.6%. This distribution suggests that the 

findings are more representative of businesses with relatively better organizational 

structures and access to resources. The dominance of small and medium enterprises also 

implies a higher likelihood of adopting formal practices, including internal control systems 

and digital technologies. Overall, the profile presented in Table 2 reflects respondents who 

are sufficiently experienced, educated, and capable of engaging with complex managerial 

and strategic practices related to sustainable competitive performance. 
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Table 2. Respondent Profile 

Category Frequency Percentage (%) 

Gender Man 203 48.7 

 Woman 213 51.3 

Age Less than 25 years 154 36.9 

 25 – 40 years 220 52.8 

 More from 40 years 42 10.1 

Education level Elementary School 9 2.2 

 School Upper Secondary 31 7.4 

 Diploma and Master 376 90.2 

Longevity More from 10 years  3 0.7 

 3 – 10 years 340 81.5 

 Less than 3 year 73 17.5 

Classification Micro 36 8.6 

 Small 185 44.4 

 Medium 195 46.8 

Source: Author data (2025) 

Measurement Model Analysis 

Referring to Table 3, the results of the measurement model evaluation indicate that all 

constructs in this study meet the required standards for validity and reliability. Convergent 

validity is supported by factor loadings exceeding the recommended threshold of 0.70, 

demonstrating that each indicator adequately represents its respective construct. 

Furthermore, the Average Variance Extracted (AVE) values for all constructs are above 0.50, 

indicating that the constructs explain a substantial proportion of the variance in their 

indicators relative to measurement error. Reliability is also confirmed, as both Composite 

Reliability (CR) and Cronbach’s Alpha values exceed 0.70 across all variables, reflecting 

strong internal consistency (Nunnally & Bernstein, 1994). These results suggest that the 

measurement instruments are both stable and consistent in capturing the underlying 

constructs. Overall, the findings presented in Table 3 provide robust empirical support for 

the adequacy of the measurement model, allowing the analysis to proceed to the structural 

model with confidence. 

Table 3. Convergent Validity and Reliability 

Construct Item 
Factor 

Loading 

Croncbach’s 

alpha 
Rho_A CR AVE 

CA We have practices or procedures 

that help ensure that significant 

risks are prevented or mitigated. 

0.922 0.835 0.838 0.924 0.859 

 Control activities in our business 

are carried out in a simple 

manner and in accordance with 

small business best practices, 

0.931     
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Construct Item 
Factor 

Loading 

Croncbach’s 

alpha 
Rho_A CR AVE 

such as manual recording or 

direct checking by the owner. 

CE The attitude of the business 

owner or manager towards 

honesty and business 

responsibility greatly influences 

the way control is carried out. 

0.906 0.891 0.892 0.932 0.822 

 The values and policies 

implemented by our business 

serve as guidelines in 

maintaining an honest and 

orderly work environment. 

0.901     

 The work environment we build 

also influences all control 

activities in our business. 

0.911     

DT Our business is starting to 

change the way we work by 

using digital technologies such as 

social media, financial recording 

applications, and online data 

storage services (cloud). 

0.921 0.897 0.899 0.936 0.829 

 Our business has begun to 

integrate several digital 

technologies (such as WhatsApp 

Business, Instagram, 

marketplaces, and sales 

applications) to support business 

development. 

0.903     

 Our business operations are 

gradually becoming more reliant 

on digital technologies, such as 

digital transaction recording, 

online promotions, and customer 

communication through social 

media. 

0.908     

IS The communication systems we 

use (both verbal, written, and 

digital) help owners and 

employees do their jobs better. 

0.891 0.932 0.933 0.952 0.831 

 The available information forms 

the basis for conveying work 

procedures or business policies. 

0.938     

 Communication within our 

business helps employees 

understand the owner’s 

commitment to running the 

business. 

0.875     
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Construct Item 
Factor 

Loading 

Croncbach’s 

alpha 
Rho_A CR AVE 

 Important information is 

conveyed to all parties involved 

so that they can carry out their 

duties properly. 

0.941     

MA We regularly double-check our 

financial statements or business 

records to ensure there are no 

errors or fraud. 

0.922 0.891 0.893 0.933 0.822 

 Monitoring in our business 

includes regular reviews by 

owners and simple evaluations 

of business activities. 

0.902     

 Monitoring also helps ensure 

that all employees follow 

applicable business policies and 

rules. 

0.895     

RA Our business seeks to recognize 

and analyze risks that may affect 

the course of the business, such 

as losses, late payments, or out of 

stock. 

0.915 0.898 0.898 0.936 0.830 

 We assess the likelihood of risk 

and its impact on the business, 

based on experience and simple 

considerations. 

0.906     

 We identify risk as the basis for 

future business decision-making 

and management. 

0.914     

SCP Our efforts reduce the use of 

hazardous or environmentally 

unfriendly materials in the 

production process 

0.915 0.933 0.933 0.949 0.789 

 Our business is able to save costs 

because we care more about the 

environment, for example by 

reducing fines or waste 

management costs. 

0.906     

 Our business productivity has 

increased, such as operational 

cost efficiency, tool utilization, 

and labor savings. 

0.914     

 Our business profits have 

increased in recent years, both in 

terms of sales, capital, and 

investments. 

0.915     

 Our business relationships with 

customers and suppliers have 

0.906     
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Construct Item 
Factor 

Loading 

Croncbach’s 

alpha 
Rho_A CR AVE 

improved, characterized by 

increased customer satisfaction. 

SP I prefer to use Islamic social 

financial instruments (such as 

zakat, waqf, alms, and alms-

based alms) because it is 

beneficial for the community. 

0.875 0.943 0.943 0.957 0.816 

 I pay zakat every year if my 

business is eligible to issue zakat. 

0.923     

 I routinely give alms in a simple 

form to help the welfare of the 

surrounding community. 

0.895     

 I believe that waqf is charity, and 

I intend to do waqf for the 

benefit of the community. 

0.928     

 I feel that the zakat, waqf, and 

alms that I issue can have a 

positive impact on the 

community. 

0.893     

Source: Data processed by PLS (2025) 

Notes: CA = Control Activities; CE = Control Environment; DT = Digital Transformation; IS = Information 

System; MA = Monitoring Activities; RA = Risk Assessment; SCP = Sustainable Competitive Performance; SP = 

Social Spiritual Value 

The Fornell–Larcker analysis is conducted to assess discriminant validity by 

examining whether each construct is empirically distinct from other constructs in the model. 

Specifically, this criterion requires that the square root of the Average Variance Extracted 

(AVE) for each construct exceeds its correlations with other constructs. As presented in 

Table 4, all constructs meet this requirement, indicating that each variable shares more 

variance with its own indicators than with other constructs in the model. This result 

confirms that the measurement model does not suffer from significant overlap among 

constructs, thereby supporting their conceptual independence.  

Table 4. Fornell-Larcker Criterion 

 CA CE DT IS MA RA SP SCP 

CA 0.927        

CE .0919 0.936       

DT 0.919 0.931 0.937      

IS 0.918 0.930 0.914 0.941     

MA 0.916 0.916 0.912 0.940 0.956    

RA 0.913 0.912 0.911 0.909 0.921 0.961   

SP 0.912 0.910 0.907 0.904 0.914 0.931 0.988  

SCP 0.909 0.908 0.904 0.903 0.910 0.921 0.952 0.993 

Source: Data processed by PLS (2025) 
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The Heterotrait–Monotrait Ratio (HTMT) analysis was conducted to further assess 

discriminant validity by examining the degree of similarity between constructs. According 

to Henseler et al. (2015), HTMT values below 0.90 indicate that constructs are sufficiently 

distinct and that the model can be reliably used to interpret relationships among variables. 

As presented in Table 5, all HTMT values fall below this threshold, with the highest value 

of 0.899 observed between Digital Transformation and Information System. Although 

relatively high, this value remains within the acceptable range, suggesting that the 

constructs are closely related yet still empirically distinguishable. These results confirm that 

each construct captures a unique concept without significant overlap. Consequently, the 

measurement model demonstrates adequate discriminant validity, supporting the 

robustness of the constructs and allowing the analysis to proceed to the structural model 

with confidence. 

Table 5. Heterotrait-Monotrait Ratio (HTMT) 

 CA CE DT IS MA RA SP SCP 

CA         

CE 0.823        

DT 0.827 0.842       

IS 0.894 0.820 0.899      

MA 0.849 0.827 0.876 0.803     

RA 0.892 0.819 0.815 0.893 0.829    

SP 0.835 0.829 0.844 0.800 0.856 0.817   

SCP 0.814 0.811 0.897 0.873 0.859 0.800 0.895  

Source: Data processed by PLS (2025) 

Structural Model Analysis 

          Referring to Table 6, the results of the structural model evaluation show that all 

proposed hypotheses (H1–H7) are positive and statistically significant, indicating strong 

empirical support for the proposed model. Digital transformation emerges as a key driver 

of sustainable competitive performance, demonstrating a significant effect (β = 0.048; p < 

0.001). This finding confirms the role of technological capability in enhancing organizational 

flexibility, operational efficiency, and responsiveness to market changes. In addition, 

monitoring activities (β = 0.068; p < 0.01) and socio-spiritual values (β = 0.056; p < 0.05) also 

exhibit notable contributions. These results suggest that continuous evaluation processes 

and value-based practices are essential for maintaining performance consistency and 

stakeholder trust. The combined influence of these variables indicates that both technical 

and non-technical factors play an important role in shaping MSME competitiveness. 

Furthermore, several internal control components also significantly influence 

sustainable competitive performance. The control environment (β = 0.041; p < 0.05), 

information systems (β = 0.031; p < 0.001), and risk assessment (β = 0.031; p < 0.001) 

demonstrate meaningful effects, emphasizing the importance of governance quality, 

effective information processing, and proactive risk management in supporting 

organizational outcomes. Although control activities show a relatively smaller coefficient (β 

= 0.023; p < 0.001), their significance indicates that even basic procedural controls contribute 
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to operational stability in MSMEs. Collectively, these findings illustrate that sustainable 

competitive performance is not driven by a single factor but by the interaction of governance 

mechanisms, digital capabilities, and socio-spiritual values. This integrated perspective 

reinforces the need for MSMEs to balance structural, technological, and ethical dimensions 

in achieving long-term sustainability. 

Table 6. Hypotheses Testing Results 

Hypotheses B T statistic P value Result 

H1 Control Activities  Sustainable Competitive 

Performance 

0.023 5.126 0.000 supported 

H2 Control Environment  Sustainable 

Competitive Performance 

0.041 2.182 0.030 supported 

H3 Digital Transformation  Sustainable 

Competitive Performance 

0.048 4.870 0.000 supported 

H4 Information System  Sustainable 

Competitive Performance 

0.031 3.942 0.000 supported 

H5 Monitoring Activities  Sustainable 

Competitive Performance 

0.068 3.022 0.003 supported 

H6 Risk Assessment  Sustainable Competitive 

Performance 

0.031 3.656 0.000 supported 

H7 Social Spiritual  Sustainable Competitive 

Performance 

0.056 2.409 0.016 supported 

Source: Data processed by PLS (2025) 

Discussion 

This study provides strong empirical evidence that internal control mechanisms, 

digital transformation, and socio-spiritual values collectively shape sustainable competitive 

performance (SCP) in MSMEs. Rather than operating independently, these elements interact 

to form a multidimensional capability that supports not only operational efficiency but also 

long-term adaptability and organizational legitimacy (Antičević et al., 2024; Arraya, 2025). 

The findings confirm that SCP is better understood through an integrated framework that 

combines governance structures, technological capabilities, and value-based practices. From 

a theoretical perspective, the results reinforce the relevance of the Resource-Based View 

(RBV), as internal control and digital transformation function as strategic resources that 

contribute to firm performance (Buglea et al., 2025). However, the study extends RBV by 

demonstrating that the effectiveness of these resources depends on how they are utilized 

and combined within organizational processes. This indicates that competitive advantage 

in MSMEs is not solely resource-driven but also shaped by the alignment and interaction 

among different capabilities. 

Digital transformation emerges as a dominant factor influencing SCP, indicating its 

role as a key enabler of organizational flexibility, efficiency, and responsiveness. This 

finding suggests that technological capability does not merely support operations but 

actively strengthens the effectiveness of internal control systems. By enabling real-time data 

processing and improving information transparency, digital transformation enhances 

monitoring, coordination, and decision-making processes (Li et al., 2024; Wang et al., 2023). 

In this sense, digitalization acts as a catalyst that amplifies the impact of governance 
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mechanisms. Furthermore, the results indicate that digital transformation facilitates 

organizational adaptation in uncertain environments, allowing MSMEs to respond more 

effectively to market changes (Atobishi et al., 2024). This interpretation is consistent with 

prior studies that position digital transformation as a central element in organizational 

resilience and performance, particularly in dynamic business contexts (Aljehani et al., 2026; 

Das, 2024; Zhao & Liu, 2024). Thus, its contribution extends beyond efficiency gains to 

broader strategic outcomes. 

At the same time, the findings reveal that not all internal control components 

contribute equally to SCP. The relatively smaller effect of control activities suggests that 

formal procedures alone are insufficient to sustain performance in MSMEs. Instead, 

monitoring activities show a stronger influence, emphasizing the importance of continuous 

evaluation and feedback in maintaining effective control systems (Hudáková et al., 2023). 

This indicates that flexibility and responsiveness in control practices may be more critical 

than rigid procedural compliance, particularly in resource-constrained environments. Such 

a perspective aligns with the argument that COSO implementation in MSMEs should be 

adaptive rather than standardized (Agarwal et al., 2025). It also supports the broader view 

that dynamic capabilities play a more important role than static controls in uncertain 

business environments. Therefore, the effectiveness of internal control systems depends not 

only on their structure but also on their ongoing application and adjustment. 

In addition, information systems and risk assessment are found to play significant 

roles in enhancing SCP, reinforcing the importance of decision quality and uncertainty 

management. Information systems improve organizational coordination and enable timely 

decision-making, while risk assessment supports proactive strategies to address potential 

disruptions (Moshood et al., 2025b). These findings are consistent with earlier studies that 

emphasize the role of information technology and risk management in organizational 

performance (Lutfi et al., 2022; Trieu et al., 2024). However, this study extends prior research 

by demonstrating that their impact is more substantial when integrated with digital 

transformation and internal control mechanisms. This suggests that these elements should 

not be viewed as isolated tools but as interconnected components within a broader 

governance and technology system. Their combined effect enhances the ability of MSMEs 

to manage complexity and maintain performance stability over time. 

One of the most significant contributions of this study is the confirmation of socio-

spiritual values as a strategic determinant of SCP. From the perspective of Stakeholder 

Theory, these values enhance organizational legitimacy by aligning business practices with 

societal and ethical expectations, thereby fostering trust and long-term relationships 

(Freeman & Reed, 1983). More importantly, the findings provide empirical support for the 

notion that socio-spiritual values function as unique intangible resources that contribute to 

competitive advantage, consistent with Spiritual Capital Theory. This perspective moves 

beyond viewing spirituality as merely cultural or contextual and positions it as a core 

element of business strategy (Lahmar, 2024). In MSMEs, where relationships and trust are 

critical, socio-spiritual practices can strengthen reputation and stakeholder engagement. 

This finding complements earlier research that has acknowledged the role of spirituality in 

business but has rarely integrated it into performance models (Osunmakinde et al., 2025). 

To sum up, the findings suggest that sustainable competitive performance is best 

understood through the interaction of internal capabilities and external legitimacy. RBV 

explains how firms develop and leverage internal resources, while Stakeholder Theory and 
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Spiritual Capital Theory clarify how these resources gain acceptance and sustain value 

through ethical and relational dimensions. This integrated perspective addresses gaps in 

prior studies that examine these factors in isolation. Theoretically, the study contributes by 

extending RBV to include socio-spiritual values as strategic resources and by demonstrating 

the interconnected role of governance and digital capabilities. Practically, the findings 

provide guidance for MSME practitioners to balance technological adoption, effective 

internal control, and value-based practices in their strategies. For policymakers, the results 

suggest the need to support MSMEs not only through digitalization programs but also 

through initiatives that strengthen governance and ethical business practices to achieve 

long-term sustainability. 

Conclusion 

This study demonstrates that all examined variables, internal control components, 

digital transformation, and socio-spiritual values, have a positive and significant effect on 

sustainable competitive performance (SCP) in MSMEs. Among these factors, digital 

transformation and monitoring activities emerge as the most influential, underscoring the 

critical role of technological capability and continuous evaluation in strengthening 

organizational adaptability and efficiency. Internal control elements, including control 

environment, information systems, and risk assessment, also contribute meaningfully by 

supporting governance quality and informed decision-making. In addition, socio-spiritual 

values reinforce ethical behavior and stakeholder trust, which are essential for long-term 

sustainability. These findings suggest that SCP is shaped by the combined influence of 

structural governance, technological advancement, and value-based practices. Accordingly, 

MSMEs need to adopt an integrated approach that aligns digital innovation, effective 

control mechanisms, and ethical principles to remain competitive in a dynamic business 

environment. 

Despite these contributions, this study has several limitations. The use of a cross-

sectional design restricts the ability to capture dynamic changes over time and limits causal 

interpretation. In addition, the sample is geographically concentrated in Central Java and 

focuses primarily on small and medium enterprises, which may constrain the 

generalizability of the findings to other regions or sectors. Future research is recommended 

to adopt longitudinal designs to better examine the evolution of these relationships over 

time. Expanding the study to different geographical contexts and industry sectors would 

also improve external validity. Furthermore, future studies may incorporate mediating or 

moderating variables, such as organizational culture or market dynamics, to provide deeper 

insights into the mechanisms influencing SCP and to develop more adaptive and context-

sensitive business strategies. 
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