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Abstract

Sustainability performance is a rapidly developing field of research. However, there are few studies and
practices on the sustainability performance of construction companies, namely Bumiputera construction
companies. Although some scholars have conducted studies in the various sectors of the economy, which
suggest that companies that adopt sustainability practices have some advantages, the process of promoting
sustainability in the Malaysian construction industry is generally slow. Therefore, there is a need to
encourage these companies to adopt sustainability practices so that they can achieve better financial
performance in the long run. This paper proposes a research framework that considers the role of strategy
formulation and firm size as moderating variables in the relationship between strategy formulation and
corporate sustainability performance of Bumiputera construction companies in Malaysia. The objective of
this paper is to provide a literature review on the effects of strategy formulation and firm size on the
sustainability performance of Bumiputera construction companies in Malaysia. This study will contribute
to new knowledge on the sustainability performance of Bumiputera construction companies and will also
have an impact on the various stakeholders in the construction industry, especially on Bumiputera
construction companies in terms of their competitiveness and sustainability performance.
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1. Introduction

The construction business is tough, even though it is easy to register as a builder in Malaysia.
Theiencouraginginumberiofiactivitiesiinitheiconstructioniindustry has increased the number of contractors
and construction workers (CIDB, 2019). According to the CIDB, as of July 2022, a total of 130,751
construction companies (Class G1 to G7) were registered in Malaysia, i.e., an increase from 104,858
companies in 2019. Of the total registered companies, 70,579 are Bumiputera construction companies,
representing 53.98 per cent of all construction companies that have been registered by the CIDB (CIDB,
2022). Construction is one of the most difficult businesses of all and it takes a long time to produce capable
contractors (Koon, 2013). Bumiputera construction companies often fail because they do not fully
understand the construction process and what is needed to succeed. This is because most Bumiputera
contractors have not received training in the construction industry, and therefore do not have the necessary
knowledge to ensure the success of projects while meeting specifications and costs (Fadzil et. al.., 2017).
The Malaysian governmentihasilaunchediseveraliprogrammesitoisupportitheiBumiputera contractors,
including the New Economic Policy (NEP), the Bumiputera Economic Transformation Roadmap (BETR),
and others. However, Bumiputera construction companies are still unable to succeed due to a lack of skills,
knowledge, tendering methods, financial problems, and low labour productivity. Correspondingly, the
constant awarding of contracts to Bumiputera without conducting a tendering process only makes them
more incompetent. The construction business is an unpredictable and complex environment where players

need to be dynamic and resilient to survive in the long run.

2. Literature Review

2.1. Construction industry

The construction industry is highly competitive and volatile. According to Mulcahy (1990), in order
to survive, construction companies must have a clear goal and know where they want to go, how to get
there, and how to remain there. Thus, a thorough plan is needed to steer the company in the right direction.
Respectively, Thomson et al. (2001) have explained that strategic planning is a set of decisions and actions
that lead to the formulation, implementation and control of strategies to achieve the company's goal.
However, strategic planning is not widely used in the construction industry as it is considered to be lengthy
and costly. Earlier, Betts and Ofori (1992) pointed out that the construction industry began to use
strategiciplanningiasiaimeansiofilong-termisurvivaliinithei1990s. Omar and Azmi (2015) have also noted
that construction business failure is common in the construction industry. Significantly today’s business
climate is dynamic and constantly evolving; to be competitive and to stay in the business companies need
to constantly adapt. Ramli (2017) has mentioned that although the Malaysian government has made great
efforts to promote Bumiputera entrepreneurship, the number of Bumiputera companies is not growing at
the same pace as economic progress. Notably, many problems are related to the development of Bumiputera
entrepreneurship. He has also noted that the Malay Bumiputera in particular are still lagging
behindiinitheimodernieconomicisectoriwhileifacingichallengesithat led to their failure in the early years of

their business. Several variables influence the sustainability of Bumiputera construction companies; their
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actions affect the social and environmental sustainability of the sector, which in turn affects the economic

sustainability of the sector.

2.2. Corporate sustainability performance

Recently, we have noticed that sustainability and sustainable development are gradually becoming
more important in all sectors worldwide. The construction industry is no exception. Construction activity
has a significant impact on the social, environmental and economic aspects of sustainability. Similar to
other sectors, the construction industry is increasingly recognising the importance of sustainable
construction practices, which leads to a commitment to sustainable practices at all stages of a construction
project, i.e., design, construction and operation. In Malaysia, the concept of corporate sustainability
practices is still adopted on a voluntary basis (Mdolo et al., 2018; Zahid & Ghazali, 2017). Given the
importance of sustainability, several Malaysian organisations actively promote it through various strategies,
toolkits, guidelines, initiatives and policies (Muhammad Kashif et al., 2019). Corporate sustainability
performance can also be considered as a company's survival strategy (Hu & Karbhari, 2015; Lloret, 2016).
In its most basic form, corporate sustainability performance encompasses business continuity, but
occasionally ignores other stakeholders such as the environment and society (Mdolo et al., 2018). In reality,
sustainability can be achieved through the management of economic, natural and social capital (Dyllick &

Hockerts, 2002). Table 1 describes the individual elements of corporate sustainability performance.

Table 1. Elements of corporate sustainability performance

Dimension Definition
Economic Includes aspects usually reported in a company's annual financial report, but also takes
Sustainability into account such things as the ratio of market capitalisation to "book value", investment
Performance in human capital and R & D, wages and benefits paid, community development
initiatives, and the value and location of outsourced goods and services (Goel, 2010).
Environmental Referring to actions that do not risk future generations' access to environmental
Sustainability resources. These include, among others, the effective use of energy resources,the
Performance reduction of greenhouse gas emissions and the reduction of the ecological footprint
(Goel, 2010).
Social Includes issues related to social progress such as health and safety, community well-
Sustainability being, employment opportunities, charity and organisational behaviour (Aras et al.,
Performance 2018).

2.3. Strategy formulation

Strategic planning is considered a critical element of business management in creating corporate
sustainability and competitive advantage (Chaudhry et al., 2012). The concept of 'sustainability of a
construction company' can be defined as the ability of a company to operate effectively and meet its
obligations under the changing conditions of the competitive market environment and uncertainty of
construction volume (workload) (Lapidus & Abramov, 2018). In addition, Al-Ghrairee (2021) has noted
that it is crucial to focus on the role of strategic planning in construction companies as the construction
industry is key to the country's economic growth and long-terminational socio-economic development.

Tarifi (2021) has stated that strategic planning is critical to the management of an organisation as it guides
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the organisation in determining strategic plans to be used by the organisation. Correspondingly, Shrivastava
(1995) mentioned in his studies that an organisation's sustainability initiatives and its corporate strategy
must be closely connected and not managed independently as separate programmes. The process of
strategic planning can be divided into three main areas: Strategy Formulation, Strategy Implementation,
and Strategy Evaluation and Control.

According to Pearce and Robinson (2009), strategy formulation is a guide for managers to help them
determine the scope of their organisation's activities, the goals they will pursue and the tools they will use
to achieve those goals. The organisation develops strategies to achieve a variety of goals, including
overcoming external forces, exploiting opportunities, overcoming significant challenges, meeting
stakeholder expectations (Johnson et al., 2008), and gaining a competitive advantage (Hill & Jones, 2012;
Porter, 1998) as well as developing the organisation’s resources and competencies (Hamel & Prahalad,
1994). The way an organisation formulates its strategy has become one of the most heated debates in the
field of strategic management. The traditional view is that strategy formulation is primarily the result of a
methodical, logical planning process by a senior management team, which is then passed on to the business
for implementation. This approach is often implemented in large companies through a formal strategic
planning system (Gimbert et al., 2010). Formulating a strategy is also about determining where you are
now, where you want to go and how you are going to get there. This includes a situation analysis, a self-
assessment, and an analysis of competitors inside and outside the company, as well as setting goals to go
along with the assessment. This process is critical to the success of a company as it provides a framework
for the actions that will lead to an expected outcome. The process of strategy formulation requires the
involvement of several levels of management. Mintzberg and Waters (1985) point out that anyone in the
organization who happens to have control over important or directional actions can be a strategist. Pitts and
Lei (2000) emphasise that the responsibility for strategic management lies with the top managers because
it involves significant financial expenditure, has long-term implications and often generates controversy.

Therefore, for this study, the main problems in strategy formulation need to be examined and analysed.

2.4. Firm size

In addition to strategy formulation, several other variables influence the sustainability of Bumiputera
construction companies. Construction companies have special characteristics as they operate in a
fragmented and project-based industry (Giritli & Oraz, 2004). Empirical evidence suggests that
organisational characteristics and strategies are related to the firm’s performance. However, the impact on
performance is complex, with some studies finding a positive or direct relationship, while others report a
negative or indirect relationship (Lavie, 2006; Nandakumar et al., 2011; Pertusa-Ortega et al., 2010). Firm
size is defined as the number of employees in the organisation (Ainuddin et al., 2007; Hashim et al., 2007;
Ling et al., 2007; Yoon & Suh, 2019). Certain structural characteristics of organisations, such as their size,
have been recognised in studies in measuring their performance (Yoon & Suh, 2019). The size of
aniorganisation has been highlighted as a crucial element that influences numerous aspects of its structure
(Donaldson, 2006). According to Panda (2020), there are several definitions of firm size in business. The
most widely used definition is the number of employees Asian indicator of the firm’s size, while some use

net assets, the annual turnover, and for some the amount of invested capital to measure a firm’s size.
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However, some companies also use their net assets, annual turnover and even the amount of investment in
plant and machinery as the determinants of firm size. The classification of firm size by many management
authors is not relative when it comes to the operations of a construction company.

Pearce et al. (1987) identify the impact of firm size on the relationship between planning and
performance as a key operational challenge. The study argues for a more specific investigation focusing on
firm size, particularly how this variable interacts with the dimension of formality. Size has been suggested
as an important element of contingency that should be considered in the development of effective strategic
planning systems (Lenz, 1981; Lindsay & Rue, 1980). It can also be argued that the strategic planning
system in a large company serves as a coordination tool to integrate and control the different aspects of the
company. Glaister et al. (2008) in their study of 500 large firms in Turkey have found that firm size has a
moderating effect on the firm’s performance that is positively associated with formal strategic planning.
For the purpose of this study, firm size is determined by the contractor's CIDB classification, number of
employees, profit or turnover, and net assets. At the same time, the number of employees indicates whether

the company is small, medium or large (Table 2).

Table 2. Contractor’s classification according toitotal paid-up capital
Registration Grade  Tendering Capacity(RM) Paid-up Capital(RM) Contractors’ category

Gl <200,000.00 5,000.00 Small
G2 <500,000.00 25,000.00 Small
G3 <1,000,000.00 50,000.00 Small
G4 <3,000,000.00 150,000.00 Medium
G5 <5,000,000.00 250,000.00 Medium
G6 <10,000,000.00 500,000.00 Large
G7 No Limit 750,000.00 Large

Source: CIDB and SME Corp

3. Method

Desk research has been employed in this research whereby references are based on previous
research, published reports and statistics that are related to corporate sustainability performance and
strategy formulation of construction companies. A keyword of corporate sustainability performance,

construction companies and firm size have been used in the literature search.
4. Findings

In reviewing the literature, a number of issues were identified in relation to the research topic. The
first is the lack of studies on the sustainability performance of Bumiputera construction companies in
Malaysia, as most previous studies have mainly focused on listed companies in developing countries, such
as Malaysia (Abdul Aris et al., 2016). Although some scholars have conducted studies in various sectors of
the economy-iwhich suggest that companies that adopt sustainability practices have some advantages
(Khaveh et al., 2012; Konar & Cohen, 2001), the process of promoting sustainability in the Malaysian
construction industry is generally slow (Shafii et al., 2006). By encouraging these organisations to adopt

sustainability practices, companies can achieve better long-term financial performance, focusing on both
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non-financial and financial performance (Chong et al., 2018). Despite improvements in the adoption of
sustainability practices, Malaysian companies' performance has stagnated (Zahid & Ghazali, 2017).

The second issue that has been identified is the lack of studies on the impact of strategy formulation
on the sustainability performance of Bumiputera construction companies. Different researchers have looked
at strategic planning in a company from different perspectives. The construction sector, like all other
businesses, is facing increasing competition in its business environment (Balatbat et al., 2011). They are
currently struggling to stay afloat in an ever-changing business climate which includes the problem of not
being competitive and being constrained in their ability to expand in the business sector (Sabiu et al., 2017;
Yesil & Kaya, 2013). Despite numerous aids, support and concerns in expanding the entrepreneurial agenda
of Bumiputera in the country, their growth has fallen short of expectations (Sabiu et al., 2017). Moreover,
strategic planning is considered a critical component of organisational management in creating corporate
sustainability and competitive advantage (Chaudhry et al., 2012). The importance of strategic planning and
its relationship to organisational success has produced mixed results (Jayawarna & Dissanayake, 2019).
There is a large and growing literature on the ability of different strategic planning processes to create a
competitive advantage for companies (Pearce & Robinson, 2009).

The third issue that has been identified is that there is no study that has thoroughly analysed the three
aspects of the sustainability performance of construction companies, namely economic, environmental and
social sustainability performance (Chang et al., 2018). According to a survey conducted by Zainul Abidin
(2009), companies in Malaysia are aware of sustainable concepts but are not willing to change their business
practices to implement sustainable practices. This is because most of them believe that sustainable strategies
would only increase costs instead of helping the business to maintain and increase profits (Panda, 2020).
Moreover, many believe that sustainability is only about saving the environment without realizing that
sustainability is also about balancing the other two elements, namely the social and the economic (Zainul
Abidin, 2009). Moreover, issues of corporate sustainability have become a focus of research, as companies
are a valuable source of revenue and play an important role in helping the world achieve a sustainable
agenda (Chang et al., 2018). There is limited research that addresses the economic, environmental and
social components of sustainability (Chang et al., 2018). Most of the research to date focuses on identifying
best practices to improve environmental performance without considering other dimensions of corporate
sustainability (Chang et al., 2018; Zhang et al., 2018).

Finally, the fourth issue that has been identified is the lack of study on the influence of firm size on
the sustainability performance of construction companies. Construction companies have special
characteristics as they operate in a fragmented and project-based industry (Giritli & Oraz, 2004). Langford
and Male (2001) have found that the operating environment of small construction firms differs from that of
medium and large firms in a number of factors that are reflecting the nature of the underlying power base,
the nature of the client base and the firm’s stock of strategic assets. Pearce et al. (1987) identify the impact
of firm size on the relationship between planning and performance as one of the key operational challenges.
This study argues for a more specific study, focusing on firm size, particularly how this variable interacts
with the formality dimension. Empirical evidence suggests that organisational characteristics and strategies

are related to firm performance. However, the impact on performance is complex, with some studies finding
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a positive or direct relationship, while others report a negative or indirect relationship (Lavie, 2006;
Nandakumar et al., 2011; Pertusa-Ortega et al., 2010).

5. Discussion and Conclusion

According to the literature reviewed above, this study examined the impact of strategy formulation
on the sustainability performance of Bumiputera construction companies in Selangor and the role of firm
size in moderating the relationship between strategy formulation and sustainability performance, as is

shown in Figure 1.

FIRM SIZE
SUSTAINABILITY
PERFORMANCE
e Environment
STRATEGY v e Social
FORMULATION e Economics

Figure 1. Conceptual framework

The number of studies on corporate sustainability performance is growing and the expansion of
knowledgeihasiattractediailargeinumberiofischolarsifromidifferent fields. Based on the literature review,
previous studies have mostly focused on the problems and issues of Bumiputera construction companies,
their financial performance, and the competitiveness in the construction industry (Ahmad et al., 2018;
Halim et al., 2014; Omar & Azmi, 2015; Othman, 2010; Rahman & Rahmat, 2016; Serpell et al., 2013;
Sukur et al., 2018). There is little research on the overall sustainability performance of Bumiputera
construction companies and the factors that ensure sustainable business performance. Therefore, this is a
timely study to examine the impact of strategy formulation and the firm size of Bumiputera construction
companies on their long-term survival in the construction sector. It is expected that this study will benefit
Bumiputera construction companies and help them to improve, grow, survive and strengthen their
capabilities in the construction sector in the long run. This is also in line with the government's initiative to
introduce sustainable practices and expand knowledge content to transform the construction sector and

strengthen economic growth.
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