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Abstract 
Governance practices (GP) depict various conceptual designs, yet there are still limited 
investigations on how GP can influence the performance of the co-operatives. This signified 
that the most excellent practices from corporate governance literature might not be relevant 
to co-operatives because they have dual-pronged economic and social objectives for their 
members. In the case of the Malaysian palm oil sector, the independent oil palm smallholders 
or growers are encouraged to establish a co-operative to manage their farms and economic 
activities while finding a solution to the local community’s contemporary conundrums. 
However, the oil palm smallholders are often neglected in the palm oil sector’s complex value 
chain due to the remoteness of smallholders from farm knowledge and training 
infrastructure, and poor farm management. Realising these challenges, the oil palm co-
operatives need to implement a comprehensive GP to manage their agricultural activities. 
Consequently, this study aims to examine the GP as a second-order construct to predict the 
performance of oil palm co-operatives. Data was obtained from board members of oil palm 
co-operatives and then analysed using partial least squares structural equation modelling 
(PLS-SEM). As per our findings, GP is validated as a second-order construct comprised of three 
crucial dimensions, namely, responsibility, management, and audit and control. Further, the 
results confirmed that GP had a positive and significant influence on co-operative 
performance. The contribution of this study is to guide the policymakers and co-operatives’ 
managers to implement the palatable GP that will lead to greater performance of the co-
operatives. 
Keywords: Oil Palm Co-Operatives, Co-Operative Governance Practices, Co-Operative 
Performance, Confirmatory Composite Analysis, Pls-Sem, Malaysia 
 

 



International Journal of Academic Research in Business and Social Sciences 

Vol. 1 1 , No. 4, 2021, E-ISSN: 2222-6990 © 2021 HRMARS 
 

1224 
 

Introduction 
The debate on the performance of the co-operatives as an outcome variable, especially in the 
agricultural sector, has attracted fast-growing attention, given their socio-economic 
importance and prime mover for rural development (Arcas-Lario et al., 2014; Grashuis & Su, 
2019). However, empirical evidence on agricultural co-operative performance and its 
governance has been remained relatively limited compared to other forms of business entity 
(Benos et al., 2018; Grashuis & Su, 2019). The plausible argument is that co-operative has a 
unique democratically controlled and voluntarily joint member-owned-and-governed 
business. Nevertheless, the significant roles of co-operatives are recognised, enhancing the 
well-being of the vulnerable community, and providing support tailored to their needs.  
A plethora of literature endorses the sentiment that implementing sound governance 
practices (GP) is crucial given their dual-pronged objectives to achieve profitability while 
satisfying their members’ needs (Grashuis, 2018; Grashuis & Su, 2019; Kyazze et al., 2017). As 
supported by several studies (Achim et al., 2015; Bozec & Dia, 2015; Halim et al., 2017; Korent 
et al., 2014; Sharma & Khanna, 2014), their results have signified a positive and significant 
relationship between GP and business performance, and thus recognising the importance of 
GP in sustaining co-operative performance. However, co-operative sector performance and 
growth in Malaysia are still dubious, indicating the lack of holistic GP, which hinder co-
operative’s longevity and performance (Khan et al., 2016; Maslinawati et al., 2013; Nurhazani 
et al., 2016; Saleh & Hamzah, 2017).  
Notwithstanding vast literature pertaining to diverse types of co-operatives, we limit our 
analysis to the GP and oil palm co-operative performance. This is because oil palm co-
operatives have significant roles in improving the income of smallholders and reducing rural-
urban disparities (Begum et al., 2018; Zakaria et al., 2019). Furthermore, the government 
urges oil palm smallholders to establish a co-operative that is crucial to help them in response 
to the global sustainability challenges and economic uncertainties.  
Therefore, this study’s objective is twofold. First, to validate GP as a second-order construct 
and second, to examine the relationship between GP and performance in the context of oil 
palm co-operatives. This study has theoretical and practical contributions. The theoretical 
contribution is to enrich the literature on co-operative governance by suggesting a co-
operative GP as a second-order construct by integrating three dimensions of GP using the 
confirmatory composite analysis (CCA) method. The practical contribution is to identify the 
palatable GP that influence the exceptional performance of oil palm co-operatives in 
Malaysia.  
This study consists of six sections. After the brief introduction, the second section commences 
with a review of the literature and previous studies on conceptualisation and the relationship 
between GP and co-operative performance. The third section elucidates further on the 
methodology and results from the data analysis. Subsequently, the fourth section provides a 
discussion regarding the hypothesised relationship between GP and co-operative 
performance in the context of oil palm co-operatives. The fifth section postulates the 
theoretical and practical implications of this study. Finally, the main limitations and 
recommendation for future studies are drawn.  
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The Conceptualisation of Co-operative Performance and Governance Practices (GP) and 
Hypotheses Development 
Co-operative Performance  
In this section, several studies from across the globe concerning the performance of the co-
operatives are evaluated and deliberated. The financial indicator is the most widely used to 
assess co-operative performance, namely liquidity, liability and profitability (Martins & 
Lucato, 2018). Echoing the similar sentiment, previous studies (Aini et al., 2014; Franken & 
Cook, 2015; Hafizah Hammad Ahmad Khan et al., 2016; Martins & Lucato, 2018; Ni Ketut, 
2016; Sallehhuddin et al., 2017) on co-operative performance have frequently used revenue 
determined from the financial statement and standard financial ratio. However, it is found 
that most co-operatives made losses due to the absence of financial statements for auditing 
that indicate poor GP in a co-operative in Swaziland (Masuku et al., 2016). 
Furthermore, it is argued that co-operative performance measurement based upon efficiency 
(profit/financial resources) measures does not seem adequate to estimate co-operative 
performance. For example, non-financial measures also reflect co-operative performance, 
such as community investment, customer satisfaction, level of employee retention, and 
shareholders’ satisfaction (Shamsuddin et al., 2018). This concurred with the importance of 
integrating non-financial measures into the design of performance measurement to monitor 
co-operatives’ operations (Masuku et al., 2016; Sallehhuddin et al., 2017). Thus, for this study, 
we suggest measurement of co-operative performance should reflect its business operation 
and its members’ needs, which refers to both financial and non-financial indicators.  
 
Co-operative Governance Practices (GP) 
Concerning co-operatives GP, its structure consists of a member council, a board of directors, 
and a management team in accomplishing its members’ needs and profitability (Birchall, 
2017). For conceptualisation of co-operative GP, the dimensions consist of the representative 
system, expert system and balanced system suggested by Birchall (2017) were referred to as 
a starting point. As the works of Birchall (2017) was derived from the context of GP in large 
co-operatives mostly located in western countries, such as Fonterra from New Zealand and 
Mondragon from Spain, adjustments were made in order to portray the GP in the Malaysian 
co-operative sector better. These adjustments were made based on content validity and 
review of co-operatives literature to capture GP as a second-order construct (Åberg et al., 
2019; Nurhazani et al., 2016; Willems et al., 2012). For example, Willems et al. (2012) 
proposed five subdimensions of governance quality. Inspired from the study by Nurhazani et 
al. (2016), GP scale and dimension is conceptualised according to three dimensions; (i) 
responsibility of the board members, (ii) oversight over the co-operative’s management and 
(iii) auditing and control mechanisms, as exhibited in Table 1. Along these lines of reasonings, 
cooperative GP is operationalised as a second-order construct, given the multiple conceptual 
perspectives and interdependency dimensions that it comprises (Jarvis et al., 2003). For this 
present study, we propose the three dimensions because they are more relevant to the oil 
palm co-operatives in optimising their oil palm production while meeting their members’ 
social needs (Ador, Siwar, and Ghazali, 2016; Shaufique, 2017).  
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Table 1 
The conceptualisation of the co-operative governance practices (GP) 

Constructs and 
dimensions 

Definitions 

Co-operative 
Governance Practices 
(GP) 

Situations or mechanisms of control and regulation within a 
particular system, group or organisation (Leviten-Reid & 
Fairbairn, 2011). 

Responsibility                 
(RES) 

The roles of board members in ensuring that policies and 
practices are effectively managed. 

Management                
(MAN) 

Oversight of the co-operative strategic management and 
financial affairs by the board members. 

Auditing and control 
(AUD) 

Implementation of independent evaluations by external and 
internal audits to ensure that check and balance exist in the co-
operative. 

Source: Adapted from Malaysia Co-operative Governance Guidelines (2015) and Nurhazani et 
al. (2016) 
 
Hypotheses Development 
In tandem with the agency theory standpoint, it denotes that better controls, and improved 
transparency in GP should influence business performance. For instance, it is concluded that 
GP would influence the establishment of the Risk Management Committee so that the 
company’s risks can be minimised, which resulted in the superior business performance 
(Halim et al., 2017). Additionally, by analysing data from 293 co-operatives in Uganda, Kyazze 
et al. (2017) revealed a significant and positive relationship between monitoring rights, 
innovation and non-financial performance. However, it is found that the relationship between 
the ratification of management decisions, policy compliance and non-financial performance 
was not statistically significant. Their findings thus demonstrated that the variance of GP 
implied the different effects on performance.  
Interestingly, previous empirical works (Franken & Cook, 2019; Ghosh & Ansari, 2018; 
Sallehhuddin et al., 2017) have demonstrated a significant positive relationship between GP 
and board member characteristics (size, diversity, composition, experience, knowledge, 
training attendance) and co-operative performance. In line with the hypothetical co-
operative structure, it is postulated that a smaller board size will lead to higher co-operative 
performance (Franken & Cook, 2013, 2019; Ghosh & Ansari, 2018). Additionally, it is revealed 
that board member motivation (board authority, function, board quality and skills) signified 
a positive and significant effect on co-operative performance (Chareonwongsak, 2017).  
Enunciating opposite view is Aini et al. (2014) that implied a negative relationship between 
GP and co-operative performance in Malaysia. Moreover, the inconsistent relationships 
between board structure, diversity, process, and co-operative performance are found based 
on survey and accounting data on agricultural co-operatives in the US (Franken & Cook, 2013). 
This warrants further attention, given that evidence of a causal relationship between co-
operative GP and performance has been ambiguous as most empirical works portray 
agricultural co-operatives as a complex business organisation (Grashuis & Su, 2019). 
Intrigued by their inconsistent findings, GP should be put in place, as co-operatives can better 
consider their members’ interests while progressing towards greater co-operative 
performance. Consequently, co-operative GP will be tested in this present study as a predictor 
that contributes to the co-operative performance, as suggested by Kyazze et al. (2017), who 
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explicated that co-operative governance should be strengthened since it is the catalysts for 
the co-operative movement. Thus, the following hypotheses are proposed: 
H1. GP is a second-order construct, whereby GP dimensions have a strong positive 

correlation with each other. 

H2. There is a significant and positive relationship between GP and co-operative 
performance. 

H2a. There is a significant and positive relationship between responsibility dimension of 
GP and co-operative performance. 

H2b.  There is a significant and positive relationship between management dimension of 
GP and co-operative performance. 

H2c. There is a significant and positive relationship between auditing and control 
dimension of GP and co-operative performance. 

 
Methodology 
Data Collection Procedure 
This study used a purposive sampling technique. The purposive sampling technique has been 
applied in previous co-operative studies in Malaysia (Sallehhuddin et al., 2017; Yacob et al., 
2018). Hence, the selection of oil palm co-operatives and each oil palm co-operatives’ board 
members as the sample is according to specific characteristics. The two characteristics 
concerning the board members; first, they should hold the board member position such as 
advisor, chairman, secretary, or ordinary board members; and second, they should 
acknowledge the implementation of co-operative GP and have the ability to provide an 
opinion about co-operative performance and palm oil sector. Building upon the critical roles 
and responsibilities of the co-operative board members, their perceptions upon the variables 
would be used for this study because they are considered to be the persons with the most 
comprehensive knowledge as well as being responsible for the success of the co-operatives 
(Kari & Othman, 2008; Maslinawati et al., 2013). We have determinedly selected the 
Sustainable Oil Palm Growers Co-operatives (SOPGC) for data analysis as SOPGC is a co-
operative specialised in oil palm cultivation and production. 
We used Cohen’s power tables that suggest the 76 cases would be required as a minimum 
sample size by assuming a medium effect size, a power of 0.80 and alpha level of 0.05 (Cohen, 
1988). A list of SOPGC is obtained from the Malaysian Palm Oil Board (MPOB), and all SOPGC 
were selected to avoid sampling bias. Thus, this study’s sample size is 252 respondents, 
considering four board members would be selected from every SOPGC, which exceeded the 
minimum number of participants necessary to test the proposed model. A total of 252 
questionnaires were sent between November and December 2020 to inquire about board 
members’ perception regarding each construct. A total of 190 completed questionnaires were 
returned, producing a 75.4% response rate. 
 
Design and Measures 
Likert-type scale responses ranged from ‘1: totally disagree’ to ‘5: totally agree’ for the GP 
and co-operative performance construct are applied in this study. Regarding the GP scale and 
dimension, items are drawn and improved from the Malaysian Co-operatives Governance 
Guideline (2015) and Nurhazani et al. (2016) to measure GP in this research. Concerning co-
operative performance construct, it is operationalised based on financial and non-financial 
parameters (product quality and productivity or yield) that are relevant in the context of oil 
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palm co-operatives (Hafizah Hammad Ahmad Khan et al., 2016; Masuku et al., 2016). Table 2 
shows the items used to measure the GP and co-operative performance construct. 
Furthermore, a panel of five experts have reviewed the questionnaire for content validity. 
Additionally, a pilot test was conducted upon the 30 board members of co-operatives to 
ensure the questionnaire’s clarity and understandability. These respondents were not 
included in the final survey. The pilot test confirmed that the questionnaire is reasonable and 
that all the board members have no difficulty answering it. The feedbacks from content 
validity and pilot test only involved minor phrasings on statements which were then used for 
the actual survey. 
 
Results and Data Analysis 
Data Screening and Analysis 
We employs PLS-SEM to analyse the research model relationships using SmartPLS 3.2.8 
software as it allows a researcher to balance explanation and prediction and its superior 
capability to assess a small sample size (Hair et al., 2019). Next, the data was initially screened 
with missing value analysis and signified that the missing values occurred randomly. During 
the data entry stage, we have identified that missing values of each item not exceeding 5% 
for each construct and used the mean of each item involved to fill the missing data (Hair et 
al., 2017). For this case, the responses were retained because the mean was used during the 
analysis in exchange. Next, we removed four questionnaires due to suspicious respondents’ 
response patterns. Therefore, only 186 responses or 73.4%, were suitable for the next 
analysis. Concerning sample profile, almost one-third of the respondents were between the 
ages of 56 and 65, 18% were aged between 36 and 45, and 21% were aged between 46 and 
55. The majority of the respondents held a position as an ordinary board member (57%), while 
15% were secretary, and 16% were the chairman of the oil palm co-operatives. The next data 
analysis follows the two procedures. First, the measurement model was evaluated. Second, 
the estimation of the structural model was performed for hypotheses testing.  
 
Measurement Model Assessment  
For the measurement model assessment, convergent validity, internal consistency reliability, 
and discriminant validity were analysed. Regarding convergent validity, each item’s outer 
loading should be higher than 0.7, and the average variance extracted (AVE) of each construct 
should be above 0.5. However, the outer loading less than 0.7 should also be remained when 
the AVE for a certain construct has achieved the threshold value of 0.5 (Hair et al., 2017). As 
shown in Table 2, all items were retained, given that the AVE values of all constructs ranged 
from 0.578 to 0.727 had exceeded more than 0.5, indicating that convergent validity was 
achieved. Concerning internal consistency reliability, all constructs’ composite reliability (CR) 
had values ranged from 0.844 to 0.928. As the CR values were above the 0.7 threshold values, 
this signified satisfactory internal consistency reliability (Hair et al., 2017).  
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Table 2 
Results of outer loadings, CA, CR and AVE for all the constructs  

Items Code  Items Loadings CR AVE 

Co-operative Governance Practices (GP)  - 0.917 0.503 
Auditing and control (AUD) 0.846 0.888 0.727 
AUD1 The co-operative maintains an objective and 

professional. relationship among auditors, board 
members and the management. 

0.835   

AUD2 Internal auditing is carried out periodically. 0.857   
AUD3 The co-operative always made known the external 

audit’s outcome to the members. 
0.865   

Management (MAN) 0.897 0.844 0.578 

MAN1 The co-operative has effective procedures to 
handle complaints from members and other 
stakeholders. 

0.777   

MAN2 The co-operative consistently sends CBM for 
courses to acquire the necessary knowledge.
  

0.741   

MAN3 The election of CBM based on their relevant 
experiences. 

0.853   

MAN4 The co-operative has a clear vision and mission to 
chart its future. 

0.657   

Responsibility (RES) 0.884 0.883 0.654 
RES1 The Co-operative Board Member (CBM) meets the 

set objectives in performing their duties. 
0.822   

RES2 The duties of the CBM is equally divided among 
them. 

0.867   

RES3 The co-operative takes stern action against any 
misconduct. 

0.762   

RES4 The CBM adheres to the Malaysia Co-operative 
Societies Commission (MCSC) guidelines as well as 
the Co-operative Societies Act 1993 in governing 
the co-operative. 

0.778   

Co-operative Performance (PER)  - 0.928 0.648 
PER1 The revenue of the co-operative has increased 

over the last three years. 
0.833   

PER2 The FFB sales done by the co-operative has 
increased over the last three years. 

0.839   

PER3 The quality of the oil palm has improved over the 
last two years. 

0.790   

PER4 The oil palm yield has improved over the last two 
years. 

0.787   

PER6 The co-operative encourages its members to have 
financial savings regularly. 

0.668   

PER7 In general, the income of the members has 
increased after becoming members. 

0.841   
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Items Code  Items Loadings CR AVE 
PER8 Overall, the performance of the co-operative has 

improved over the last three years. 
0.859   

Note – PER5 removed due to low loading (0.224)  
 

The ‘repeated indicator approach’ is applied in this study for gauging second-order construct 
of GP because all the indicators of each dimension are presumed to be highly correlated to 
meet the research’s objectives (Jarvis et al., 2003; Sarstedt et al., 2019). Furthermore, GP 
indicators were exchangeable, and the elimination of an indicator would not alter the relevant 
construct’s content (Jarvis et al., 2003). Following Sarstedt et al. (2019) guidelines, the 
reliability and validity results for second-order GP assessment has significantly been 
established, as shown in Figure 1. The measurement model’s assessment presented in Table 
2 confirms that convergent validity, AVE, CA, and CR requirements are met for all the first and 
second-order constructs of GP and co-operative performance. 

 

 
Fig. 1. Model’s diagram shows loadings and AVE values 
 

Discriminant validity is often evaluated using three approaches, namely cross-loadings, 
Fornell and Larcker (1981), and Heterotrait-Monotrait Ratio of Correlation (HTMT) criterion. 
However, it is posited that HTMT has superior performance compared to other two 
approaches (Henseler et al., 2015). Following Henseler et al.'s (2015) suggestion, HTMT 
criterion was performed to assess discriminant validity and all the HTMT values were less or 
equal to the threshold value of 0.90, as shown in Table 3. Thus, the results confirmed that this 
measurement model had no discriminant validity issue.  
 
Table 3 
HTMT Criterion 

  AUD MAN PER RES 

AUD  -  - -  -  
MAN 0.832  - - - 
PER 0.606 0.692 - - 
RES 0.764 0.900 0.610 -  
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Common methods variance (CMV) is introduced in the study, given the usage of a single 
informant data source (Podsakoff et al., 2003). The presence of CMV is indicated by the 
model’s inability to achieve discriminant validity (Kline, 2013). However, we affirmed that our 
results had achieved satisfactory discriminant validity. This study also assessed CMV by 
ensuring the inner VIF values lower than 3.3, indicating the model not affected by pathological 
collinearity and CMV issue (Kock, 2015). Thus, CMV and lateral multicollinearity issue was not 
a concern in this study because all the inner VIF values were lower than 3.3, as depicted in 
Table 4.  
 
Table 4 
Inner VIF Values for Lateral Collinearity Assessment 

  AUD MAN PER RES 

AUD     1.904   

MAN     2.384   
PER         
RES     2.286   

 
Two criteria were used to test the first hypothesis; outer loadings of all the first-order 
constructs (each of GP dimensions) on the second-order construct (see Table 2) and 
correlation coefficients among the dimensions presented in Table 5. The loadings of first-
order constructs (RES, MAN, and AUD) ranged between 0.846 and 0.900, with 50% AVE of 
second-order construct GP (refer to Table 2). Also, the correlations coefficients among the GP 
dimensions ranged between 0.628 and 0.717 (refer to Table 5), which the majority of them 
are higher than 0.5, represents the strong associations and interdependency (Cohen, 1988). 
Thus, Hypothesis 1 (H1) is decisively supported, affirming that all dimensions (AUD, MAN, and 
RES) corresponding with each other. 

 
Table 5 
Correlation coefficients among GP dimensions 
 AUD MAN RES 

AUD 1.000   
MAN 0.654 1.000  
RES 0.628 0.717 1.000 

 
Structural Model Assessment  
After the measurement model assessment, the goodness of fit measures was first assessed 
by referring to a standardised root mean square residual (SRMR) value. The SRMR value of 
0.07 was obtained, signifying a good fit as it is less than or equal to 0.08 (Hu & Bentler, 1998). 
The next stage is to assess the structural model and test the proposed hypotheses. A 
consistent bootstrapping was applied using 5,000 bootstrap samples to derive a 95% bias-
corrected bootstrap confidence interval.  
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Table 6 
Hypotheses Testing 

Hypotheses  Std. 
Beta 

Std. 
Error 

t - 
value 

p- 
valu
e 

Confidence Interval 
BC 

R2 Decision 

LL UL  

H2: GP -> PER 0.63
3 

0.04
9 

12.82
7 

0.00
0 

0.541 0.704 0.40
1 

Supporte
d 

H2a: RES -> PER 0.18
4 

0.08
4 

2.194 0.01
4 

0.045 0.319  Supporte
d 

H2b: MAN -> 
PER 

0.31
5 

0.09
4 

3.353 0.00
0 

0.158 0.466  Supporte
d 

H2c: AUD -> PER 0.22
4 

0.07
4 

3.031 0.00
1 

0.097 0.339  Supporte
d 

Note: One-tailed test 
*p-value<0.05, **p<0.01, ***p<0.001. 
BC = bias corrected, UL = Upper level (5%), LL = Lower Level (95%). 

 
We proposed hypotheses (H2a, H2b and H2c) between the first-order constructs of GP to the 
co-operative performance separately, and Hypothesis 2 (H2) is recommended to assess the 
relationship between the second-order construct of GP to co-operative performance. Table 6 
summarises the results of the hypotheses testing, revealing that the four structural paths 
have unique, satisfactory levels of significance and all the hypotheses underlying the model 
were supported. All four relationships were found to have t-values of more than 1.645. 
Consequently, the results obtained for the validated hypotheses confirmed the positive and 
significant effects (p < 0.01) for H2, H2b and H2c. In the case of H2a, the positive and 
significant effects were also verified, although at a different level of significance (p < 0.05).  
The path coefficients analysis depicted that GP had the strongest positive and significant 
effect on co-operative performance (β = 0.633, t = 12.827). While responsibility dimension 
(RES) had a minor effect on performance (β = 0.184, t = 2.194), similarly auditing and control 
(AUD) had a less intense but still positively and significantly influenced on co-operative 
performance (β = 0.224, t = 3.31) and management dimension (MAN) had a slightly high effect 
(β = 0.315, t = 3.353) compared to other two dimensions. Furthermore, the confidence 
interval values do not straddle between a 0, indicating the existence of significant results 
(Ramayah et al., 2019). Importantly, when the co-operative is implementing GP holistically, it 
has the highest t-value and strongest effect on co-operative performance (β = 0.633, t-value 
= 12.827). The R2 value of 0.401, which explained that 40.1% of the variance in performance 
is above the 0.26 threshold value, thus indicating a reasonable and substantial model, as 
suggested by Cohen (1988).  

 
Discussion  
This study reveals the importance of the holistic adoption and parsimonious GP model in 
predicting performance in the context of oil palm co-operatives. The results show that 
complementing and corroborating all the GP dimensions by the co-operative in an equal and 
comprehensive nature is utmost necessary (supporting H1). It implies that the synergistic 
relationship between GP dimensions is crucial, which are valuable for achieving greater co-
operative performance. The results provide further confirmation on the holistic 
implementation of GP rather than the fragmented adoption of GP in co-operatives. When 
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members support the holistic adoption of GP, the objectives of satisfying its members’ needs 
and profitability could be attained, leading to the increment in member’s equity. 
Furthermore, a result of holistic GP will lead to co-operatives’ sustainable growth over lengthy 
periods by obtaining higher advantages in new strategic investment and business expansion 
result from the implementation of holistic GP. This finding coincides with Kyazze et al. (2017), 
who highlighted the importance of GP towards various business performances. Thus, co-
operatives should simultaneously consolidate and implement all the GP dimensions, rather 
than picking up one practice over others. Importantly, this study conveys a message that the 
partial adoption of GP may fail to enhance co-operatives’ ultimate performance. 
Given that the agricultural co-operatives’ members have numerous roles, namely owners, 
growers, buyers, sellers, controllers, and workers, these diverse roles may also have different 
objectives and conflicting interests that could lead managers to adopt opportunistic 
behaviour that does not benefit the co-operative members (Arcas-Lario et al., 2014). As 
grounded by agency theory, a divergence of objectives will lead to principal-agent conflicts 
and high agency costs. This could be mitigated when the implementation of GP will control 
the opportunistic and self-interest behaviours of co-operative members, board of directors 
and professional managers through auditing and control mechanism (H2c is supported). Thus, 
co-operatives must rely on auditing and control mechanism to avoid agency problems (Arcas-
Lario et al., 2014). This sentiment supports H2c that emphasised the auditing and control 
mechanism can be employed, which include the provision of incentives, independence of the 
external and internal audit committee, frequency of board meeting and financial reporting 
disclosure to ensure the principal’s interest is secured and subsequently enhancing the 
business performance, as postulated by Halim et al. (2017). Consequently, the dimension of 
audit and control is proven as the critical practices towards greater transparency and 
accountability, which the board members must know and fully understand in line with the co-
operative governing policies (Héroux & Roussy, 2020; SKM, 2015). Consistent with a 
suggestion by Héroux & Roussy (2020), it depicts that compliance with governance 
regulations can help organisations enhance better control and accountability. 
Interestingly, the first-order constructs of GP demonstrated consistent effects on co-
operative performance. The result supports the notion that GP focuses on the board 
members’ responsibility as a critical dimension that influences co-operative performance. 
This dimension consists of indicators that relevant to portray the obligations of board 
members in fulfilling the co-operative’s objectives (supporting H2a). Further, the finding 
supports H2b, indicating that board members who have a strategic vision and mission will 
guide the co-operative’s future direction and positively influence the co-operative 
performance (ArgÜden, 2016; Saleh & Hamzah, 2017). Also, adherence to the guidelines and 
regulations is crucial in co-operative governance as it will also contribute to its performance. 
This present study also extends the findings of Nurhazani et al. (2016) by comparing the 
implementation of GP within different types of co-operatives and estimating the GP as a 
second-order construct, demonstrating the synergistic effects of all the three dimensions on 
co-operative performance. This finding is in line with Willems et al. (2012), who implied that 
devoting in GP dimensions simultaneously would lead to exceptional results and better 
governance quality rather than emphasising one dimension of practice at once or combining 
them a single score. Concisely, our results find a positive and significant relationship between 
GP and co-operative performance and offer evidence that three dimensions of GP, namely 
responsibility, management and audit and control is important for co-operative performance.   

 



International Journal of Academic Research in Business and Social Sciences 

Vol. 1 1 , No. 4, 2021, E-ISSN: 2222-6990 © 2021 HRMARS 
 

1234 
 

Contributions of the Study  
Theoretical Contribution  
The present study subsidises the body of knowledge by confirming that co-operative 
governance is a good predictor of co-operative performance and suggests a parsimonious GP 
model in the oil palm co-operative context. It demonstrates a positive association among the 
dimensions of GP in oil palm co-operatives. From the agency theory point of view, it 
demonstrates the mutually collaborative practices of co-operative governance and supports 
the notion that agency costs are lower in businesses with a higher GP level due to enhanced 
stakeholders’ confidence. This notion resonates in the context of co-operative, as its 
members would most likely invest and participate in the co-operatives with strong 
implementation of GP, as such the co-operatives have greater support in terms of financial 
and non-financial assistance in comparison with other co-operatives that have lower GP. 
Thus, a positive and significant relationship between GP and co-operative performance is 
expected. Importantly, we imply that the variance of GP has different effects on co-operative 
performance, and the correlation between both first and second-order constructs might be 
different based on the domain of the study. Further, a contribution of this study is the 
identification of specific GP and performance measures that could fit business organisations 
with distinct characteristics such as oil palm co-operatives. Therefore, this study offers 
evidence that GP can be a decisive factor in understanding how it leads to performance, 
specifically in co-operatives with unique ownership and governance structures. 

 
Practical Contributions  
The statistical analysis results provide essential insights for policymakers and co-operative’s 
managers. First, the strong associations among the GP as a second-order construct will shed 
new light and as a basis for a policy framework that encourages co-operatives to implement 
GP comprehensively and simultaneously to ensure the excellent benefits of sound GP. The 
practices should not be considered as fragmented practices; instead, they are complementing 
and interdependence with other dimensions. Thus, co-operatives should implement GP 
holistically to improve their performance. Second, the implementation of GP and the co-
operative performance measures should be analysed and adapted according to their specific 
domain to avoid their incompatibility with the business strategy. In other words, they must 
be tailored depending on the specific types and context of the co-operatives. Third, to 
enhance the oil palm co-operative performance; besides the initiatives of implementing GP 
comprehensively, the oil palm co-operatives should consider other strategies such as 
automation and mechanisation implementation, and enhancement of agricultural extension 
services in response to the current competitive market with changing customer demand, 
climate change issues and global economic uncertainty. This would support oil palm co-
operatives to augment their performance to a greater height. 
 
Limitations and Suggestions for Future Research  
In conclusion, the present study demonstrates the parsimonious model of co-operative 
governance and the synergistic effect of three GP dimensions in the form of a second-order 
construct on co-operative performance. Even though the degrees of GP implementation 
within the co-operatives are slightly different, GP positively and significantly associates with 
co-operative performance. The more extensive the implementation of GP, the higher 
performance gained by the co-operatives, which will benefit the individual or independent 
agricultural producers, including the smallholders. In this regard, co-operative board 
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members must effectively implement the GP that focuses on all these three dimensions, given 
that the effective, holistic, and simultaneous practices of governance will lead to greater co-
operative performance. 
It is vital to unveil the limitations inherent in this type of study. Firstly, GP is a long-term 
initiative, and its benefits could not be realised in the short term. Thus, as an alternative to 
the cross-sectional study, a longitudinal study could be considered to enhance the accuracy 
of the findings. Secondly, further investigations into other different types of co-operatives 
could be replicated and compared to determine whether the results can be generalised. 
Lastly, GP adoption in oil palm co-operatives might be supported by other collaborative 
strategies to cope with the constantly rising stakeholders’ demands that future studies could 
be considered. Thus, more comprehensive insights will be produced. 
 

Notes: 
1. Oil Palm is scientifically known as Elaeis guineensis as an indigenous West Africa plant 

grown commercially in Malaysia since 1917 (Nambiappan et al., 2018).  
2. Palm oil - The oil derived from the fruits of the oil palm tree, including crude palm oil and 

palm kernel oil. 
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