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Article Info ABSTRACT

Keywords: The sustainability of Village-Owned Enterprises plays a crucial role in mobilizing
Integrated quality management village potential and supporting efforts to alleviate poverty in rural areas. This study
Social capital focuses on exploring the mediating role of social capital in the relationship between
Sustainable performance Integrated Quality Management (IQM) and the sustainability of Village-Owned

Enterprises performance. By adopting a quantitative approach, the study seeks to
provide empirical evidence on how these variables interact and contribute to the
long-term success of Village-Owned Enterprises in achieving their developmental
objectives. The study was conducted in Kulon Progo Regency, D.l. Yogyakarta,
encompassing 87 Village-Owned Enterprises as recorded by the Community
Empowerment and Village Empowerment, Population Control, and Family
Planning Office of Kulon Progo Regency. Structural Equation Modeling (SEM) was
employed for data analysis to examine the complex relationships among the
variables. The findings reveal that social capital plays a significant mediating role
in the interaction between Integrated Quality Management and Sustainability
Performance. This highlights the importance of fostering strong social networks,
trust, and collaborative efforts within the community to enhance the operational and
developmental effectiveness of Village-Owned Enterprises. Moreover, the study
underscores the relevance of Integrated Quality Management practices in ensuring
the sustainability of Village-Owned Enterprises. Such practices, when effectively
combined with robust social capital, can drive significant improvements in
organizational performance and long-term resilience. These results provide valuable
insights for policymakers, practitioners, and stakeholders involved in rural
development. Strengthening social capital and implementing effective quality
management strategies can serve as key drivers in optimizing the potential of
Village-Owned Enterprises to achieve economic empowerment and poverty
reduction. This research contributes to the growing body of literature on rural
development and offers actionable recommendations for sustaining Village-Owned
Enterprises in similar contexts.
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1. INTRODUCTION

The Ministry of Home Affairs noted that in 2013 Indonesia had 72,944 village administrative
areas and 8,309 village administrative areas, meaning that the total administrative areas at the
village and sub-district levels were 81,253. Based on this number, there are still 39,000 villages
left behind, with approximately 17,000 villages being very disadvantaged and 1,100 villages
on the border that are minimally touched and still neglected (Sidiqg, 2015). Kurniawan (2015)
assesses that the birth of Law No. 6 of 2014 concerning Villages will provide a new paradigm
and concept regarding village governance policies nationally, where this village law no longer
places villages as the background of Indonesia, but as an important part of society. One of the
rules listed in the law aimed at improving village welfare is the regulation regarding Village-
Owned Enterprises.

Village-Owned Enterprises itself according to Article 87 of Law No. 6 of 2014 is
basically an institution formed on the basis of the spirit of kinship and mutual cooperation to
utilize all economic potential, economic institutions, as well as the potential of natural resources
and human resources in order to improve the welfare of rural communities. In 2018, for
example, the village ministry noted that around 61% of all villages in Indonesia already have
Village-Owned Enterprises. This percentage is the result of an increase from 2014 where the
number of Village-Owned Enterprises was only 1,022 units, which increased to 45,549 units in
2018. Along with this, more than one million, namely 1.07 million workers have been absorbed
by Village-Owned Enterprises. Meanwhile, data from the Ministry of Villages, Development
of Disadvantaged Regions and Transmigration of 2024, there are 65,941 Village-Owned
Enterprises in Indonesia (Antara, 2024).

Table 1 The Growth of Village-Owned Enterprises

Year Number of Village-Owned Enterprises
2019 50.199
2020 51.134
2021 57.288
2022 60.417
2023 65.941

The existence of sustainable Village-Owned Enterprises is indispensable to mobilize the
potential of the village and help poverty alleviation efforts. Village-Owned Enterprises have
sustainable performance assessed by the community, which has an impact on increasing income
and providing jobs. However, the existence of Village-Owned Enterprises has not shown an
optimal role in improving the welfare of rural communities. Village-Owned Enterprises as a
form of implementation of local economic drivers requires professional human resource
management, so as to produce sustainable performance (Atuna & Harun, 2019). Achieving
sustainable performance requires a leadership and management approach adopted by the
company so that it can be profitable and at the same time able to provide social, environmental,
and economic results (Kantabutra & Ketprapakorn, 2020). In the process of achieving
sustainability performance, some researchers explained that it can be through integrated quality
management (Shafig, 2019).

Integrated quality management and continuous performance are one of the top priorities
in a number of organizations and the practice between integrated quality management and
continuous performance is equally important for the manufacturing and service industries
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(Manatos, 2017). Therefore, many organizations claim to follow the implementation of
environmentally friendly programs and sustainable performance in their operations (Cancino et
al., 2018). In addition, the results of an empirical study on the influence of integrated quality
management on sustainability performance were conducted by Li, et al. (2018); Abbas, (2019)
concluded that the characteristics of integrated quality management in achieving continuous
improvement are closely related to sustainable performance. Different results were shown by
Siva, et al. (2016) that it was not possible to find an empirical study that comprehensively
investigated the role of integrated quality management in improving the sustainability of
company performance. These results are also supported by Li, et al. (2018) who show that
integrated quality management practices hinder sustainable management and performance. The
findings of previous research on the influence of integrated quality management on sustainable
performance show inconsistent results, causing a research gap in this study. Based on the
research gap, a bridge is needed to mediate the difference in the results of the research.

Integrated quality management will support the development of strong relationships
between internal and external agents (Structural social capital), trust and commitment
(Relational social capital), along with common values and common rules (Cognitive social
capital) through teamwork and motivation to achieve common goals (Donate, 2019). Therefore,
strong social capital is considered necessary for the growth, innovation and sustainability of
companies in a competitive world (Gronum et al, 2012). In addition, with social capital as a
relationship that shapes the quality and quantity of social relationships, it can motivate its
human resources to always actively participate through social networks (Prasetya et al, 2023).
This shows the importance of social capital in the sustainability of small and medium
enterprises (Akhtar, 2014). Kulon Progo Regency is one of the districts in the Special Region
of Yogyakarta. Kulon Progo itself is recorded as having 87 Village-Owned Enterprises. And
there are several Village-Owned Enterprises in Kulon Progo that are national pilots. This proves
that Kulon Progo Regency has enormous potential, especially in the management of Village-
Owned Enterprises (Utomo, 2023). Therefore, the location of this study uses Kulon Progo
Regency as the research location.

Based on the research phenomenon, the difference in research results and previous
research, the formulation of this research problem is how the role of Social Capital in mediating
Integrated Quality Management towards the Sustainable Performance of Village-Owned
Enterprises in Kulon Progo. This research is important because it is related to several things,
first, related to the contribution of efforts to achieve the success of government policies on
optimizing the local economy through Village-Owned Enterprises, and second, as an effort to
achieve the welfare of village communities based on the resources they have.

2. METHOD

The approach in this study uses quantitative. The quantitative approach is a research approach
that works with numbers, the data is in the form of numbers, analyzed with statistics to test
specific research hypotheses, and to predict the influence of variables between variables
(Creswell, 2013). In accordance with the purpose and formulation of the research, this research
includes correlational or causality research. Saunders et al. (2009), causality research aims to
test the relationship between explanatory research, which is research that seeks to explain the
relationship between variables through hypothesis testing.

The population and sample in this study are Village-Owned Enterprises located in Kulon
Progo Regency, D.l. Yogyakarta with a total of 87 Village-Owned Enterprises according to
data from the Community Empowerment and Village Empowerment, Population Control and
Family Planning Office of Kulon Progo Regency. The research respondents were the Director
of Village-Owned Enterprises in Kulon Progo Regency. The type of data used in this study is
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primary data and data sources are obtained by collecting directly from respondents who fill out
questionnaires (questionnaires). The process stage begins with the preparation of a draft
questionnaire that will be a research instrument. Before the hypothesis test is carried out, an
instrument test is carried out to ensure the level of validity and reliability of each item in the
variable embodied in the validity and reliability test. The Structural Equation Modeling analysis
tool is used to test the hypothesis. Furthermore, the modeling and analysis of structural
equations was carried out into the first seven steps, the development of a model based on theory.
Second, compile the path diagram depicted on the Path diagram. Third, Arrange structural
equations. Fourth, choose an input and estimation matrix with Maximum Likelihood Estimation
(ML). Fifth, Assessing the identification of structural models, Sixth, Evaluating the goodness
of fit criteria. Seventh, Interpretation and modification of the model. Eighth, research
hypothesis test, ninth, mediation test. Based on these stages, it can answer the formulation of
research problems.

3. RESULTS AND DISCUSSION

3.1 Results

The first stage is the testing of the instrument by testing its validity and reliability. Ghozali
(2009) stated that validity tests are used to measure the validity or validity of a questionnaire in
a study. A questionnaire is said to be valid if the questions on the questionnaire can reveal
something that the questionnaire will measure. The validity test uses the validity of the construct
by analyzing the results of outer loading and AVE. Meanwhile, the reliability test is tested using
Cronbach alpha and composite reliability. Based on this, before conducting a hypothesis test
at the initial stage, a validity and reliability test is carried out to measure the instrument's
feasibility. The validity test consists of a discrimination validity test. The validity test of
discrimination is declared good if the construct indicator has the highest loading value in the
group or column (Hair et al., 2014). Based on the results of the validity test above, all
convergent validity test results showed an AVE value> 0.5 so all constructs in the study were
declared valid. The validity test results are presented in Table 1 Validity Test Results.

Table 2. Validity Test

Average Variance Extracted (AVE) Information
Integrated Quality Management 0.607 Valid
Social Capital 0.783 Valid
Sustainability Performance 0.665 Valid

Source : Research data, 2024

Based on the results of the reliability test in Table 1, all validity test results show that the
AVE value is more than 0.5 so that all constructs in the study are valid and can be used for
further testing. Meanwhile, when viewed from the outer loading, the outer loading value of each
construct shows a result> 0.5.

In the next stage of this study, a second instrument test was carried out, namely a
reliability test. Reliability comes from the word reliability. Ghozali (2009) stated that reliability
is a tool to measure a questionnaire which is an indicator of a variable or construct. A
questionnaire is said to be reliable or reliable if a person's answers to statements are consistent
or stable over time. The reliability of a test refers to the degree of stability, consistency,
predictability, and accuracy. Measurements that have high reliability are measurements that can
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produce reliable data, reliability tests are tested using Cronbach alpha and composite reliability.
In this study, it was measured with a composite reliability value exceeding 0.7 and using
Cronbach alpha must be above 0.6.

Table 3. Reliability Test

Cronbach's Alpha  Composite Reliability Information
Integrated Quality Management 0.796 0.869 Reliable
Social Capital 0.749 0.874 Reliable
Sustainability Performance 0.679 0.847 Reliable

Source : Research data, 2024

The reliability test in this study was carried out on three variables. In the first variable,
namely Integrated Quality Management, it shows that the Cronbach alpha value is 0.796 or
exceeds the minimum standard value of 0.6 and the composite reliability value in the Integrated
Quality Management variable shows that it exceeds the value of 0.7 or 0.869, so this indicates
that the research instrument for the Integrated Quality Management variable declared reliable.
Furthermore, the Social Capital variable shows a Cronbach alpha value of 0.749 or exceeds the
minimum standard value of 0.6 and the composite reliability value in the Social Capital variable
shows a value of 0.7 or 0.874, so this indicates that the research instrument for the Social Capital
variable declared reliable. In the last variable, namely Sustainability Performance, the
Cronbach alpha value is 0.679 or exceeds the minimum standard value of 0.6 and the composite
reliability value in the Sustainability Performance variable shows that it exceeds the value of
0.7 or 0.847, so this indicates that the research instrument for the Sustainability Performance
variable declared reliable. Based on the results of the reliability test, it can be seen that the
composite reliability value in the research variable is above 0.7. After the validity and reliability
test is carried out, a hypothesis test can be carried out.

Hypothesis testing in this study was carried out using the Structural Equation Modeling
(SEM) method, with the help of the SmartPLS program. Partial Linear Square (PLS) analysis
IS a multivariate statistical technique that makes comparisons between multiple dependent
variables and multiple independent variables. PLS is one of the variation-based SEM statistical
methods designed to solve multiple regressions when specific data problems occur, such as
small research sample size, missing values and multicollinearity (Jogiyanto and Abdillah,
2009). Based on the results of data processing from the distribution of questionnaires, the results
are obtained in table 3.

Table 4. Hypothesis Test

T Statistic P Values Information

Integrated Quality Management -> Social Capital 2,973 0.009 Significant

Integrated Quality Management -> Sustainability 3,454 0.001 Significant
Performance

Social Capital -> Sustainability Performance 2,867 0.006 Significant

Based on table 3, it shows that Integrated Quality Management affects Social Capital.
This is shown by a P-Value of 0.009 or below 5%. So in this study it shows that Hypothesis 1
is accepted. Furthermore, in the second hypothesis, Integrated Quality Management affects
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Sustainability Performance. The results showed that the P-Value of the results obtained by the
data was 0.001 or below 5%. Then it can be concluded that Hypothesis 2 is accepted.

As for the third hypothesis, namely Social Capital affects Sustainability Performance,
based on the data, the results are obtained that the P-Value is 0.006 or below 5%, this also
indicates that the third hypothesis is accepted.

Table 5. Mediation Test

P Values Information

Integrated Quality Management -> Social Capital -> Sustainability

Performance 0.002 Significant

Based on table 4, it shows that Social Capital can mediate between Integrated Quality
Management and Sustainability Performance. This is shown by the P-Value value from the
calculation results with a score of 0.002 or less than 5%. Therefore, this study shows that this
indicates that individuals with good self-restraint from money will have an impact on good
financial management skills as well. This is because the ability to hold money is the beginning
of developing a financial attitude to be more careful when making decisions related to expenses

3.2 Discussion

Integrated Quality Management has an effect on Sustainability Performance. The results
showed that the P-Value of the results obtained by the data was 0.001 or below 5%. Therefore,
it can be concluded that it has a significant effect. This shows that integrated quality
management is an integrated effort designed to improve quality at every level within the
company (Bergman and Klefjso, 2010). This conception is in accordance with the theoretical
study put forward by Robson, et al. (2002) arguing that the achievement of sustainability in
organizations can realistically be achieved through integrated quality management. Mahmood
et al., (2014) stated that integrated quality management has largely been recognized as a
mechanism that has the ability to improve the performance of organizations and individuals.
Due to its focus on continuous improvement, integrated quality management aims to follow
environmentally friendly practices by consuming the least resources in operations (Qasrawi et
al., 2017). The results of this study reinforce the previous empirical study put forward by Abbas
(2019) that integrated quality management practices have a significant impact on sustainability.
Kang et al. (2015) emphasized that integrated quality management has a significant and positive
impact on sustainability. The improvement in the sustainability performance of Village-Owned
Enterprises in Kulon Progo Regency is influenced by integrated quality management. This
means that Village-Owned Enterprises in implementing integrated quality management which
is interpreted as the integration of all functions of the organization into a holistic philosophy
built based on the concept of resource development.

Integrated Quality Management has an effect on Social Capital. This is shown by a P-
Value of 0.009 or below 5%. So that this study shows that Integrated Quality Management has
a significant effect on Social Capital. This is in accordance with the theory that shows that the
success of integrated quality management does not only depend on the search for internal
cohesion between individuals and groups in the company, but also through intra and inter-
organizational relationships that have a direct impact on the development of social capital
(Craciun, 2013). The results of this study reinforce the previous empirical study put forward by
Hammer A, (2013) which shows that social capital is influenced by integrated quality
management. In addition, there is a positive relationship between sustainability and social
capital (Akhtar, 2014). Integrated quality management facilitates the networking of people and
knowledge within groups, leading to an increase in social capital (Ruiz, E, 2018). The success
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of Village-Owned Enterprises in Kulon Progo Regency in creating a social model is manifested
in information disclosure, as well as the participation of the management of Village-Owned
Enterprises about organizational programs with colleagues in the management structure of
Village-Owned Enterprises. The philosophy of integrated quality management will support the
development of frequent and strong relationships between and between internal and external
agents, trust and commitment, along with common values and shared rules (Cognitive social
capital ) in achieving sustainable performance goals.

Social Capital affects Sustainability Performance, based on data obtained that the P-Value
is 0.006 or below 5%. This conception is in accordance with the theoretical study put forward
by Bennet and Bennet (2010) revealing that social capital is an intangible asset of an
organization consisting of networks, trust and reciprocity that exist between employees and
between organizations, and this linkage not only helps employees and organizations to share
knowledge but also helps in the development of competencies needed to achieve sustainability
performance. Strong social capital is considered necessary for the growth, innovation and
sustainability of small and medium-sized enterprises in a competitive world (Fanfan, Y. 2011,
Gronum, et al.2012; Schebesch, 2012). The results of this study corroborate the previous
empirical study put forward by Akhtar, (2014) in a study showing the importance of social
capital in business sustainability. In addition, Fernando, (2018) explained that the achievement
of sustainability in an organization or company requires one of the main factors, namely social
capital.

The results of data processing showed that the role of social capital in mediating the
influence of integrated quality management on sustainable performance showed a P-Value of
0.002. Based on the results of the analysis, it is proven that social capital is able to mediate the
influence of integrated quality management on sustainability performance. The productivity of
the company is highly dependent on cooperation among business partners and other members
of the business social network. At the same time, collaboration is very important in creating
new knowledge as a social process through social networks as part of realizing social capital
embedded in the network to achieve sustainability of company performance.

4. CONCLUSION

Based on the results of the analysis and discussion, it can be concluded that Integrated Quality
Management has an effect on Sustainability Performance. In addition, Integrated Quality
Management also affects social capital. Meanwhile, Sustainability Performance is also
influenced by social capital. So in this study about the role of social capital in mediating two
variables between Integrated Quality Management and Sustainability Performance, it shows
that social capital is able to mediate the two variables. This shows that the productivity level of
the organization is highly dependent on cooperation among business partners and other
members of social networks. At the same time, collaboration is very important in creating social
processes through social networks as part of realizing social capital embedded in the network
to achieve sustainable company performance.

In addition, this study underlines the relevance of Integrated Quality Management practices
in ensuring the sustainability of Village-Owned Enterprises. These practices, when effectively
combined with strong social capital, can drive significant improvements in organizational
performance and long-term resilience. These results provide valuable insights for policymakers,
practitioners, and stakeholders involved in rural development. Strengthening social capital and
implementing effective quality management strategies can be the main drivers in optimizing
the potential of Village-Owned Enterprises to achieve economic empowerment and poverty
alleviation.
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