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Abstract 
In the cooperative sector, the notion of sustainability is not new as it is being regarded as 
changemaker that plays an essential role in implementing Sustainable Development Goals by 
2030. However, in most cooperative studies, the issues of sustainability, namely climate 
change, economic uncertainties and social inclusivity are neglected, even though they are 
often at the crux of global trends. Indeed, there is a crucial need to integrate social, economic 
and environmental dimensions into the concept and practice of both, sustainability and 
cooperative sector simultaneously. Given the oil palm cooperatives are among the essential 
players in the palm oil industry, the potential of cooperatives to engage in sustainability is 
underestimated and limited research has examined their sustainability-oriented practices 
(SOP) implementation. However, the complexity and multidimensional sustainability issues 
have negatively alleged upon the palm oil industry, such as deforestation, transboundary 
haze, loss of biodiversity and the poor wellbeing of smallholders and plantation workers. 
These sustainability issues, consequently, motivate this study to focus on the oil palm 
cooperatives which remains crucial and relevant as Malaysia’s socio-economic contributor, 
albeit the negative allegations from certain quarters. Thus, the aim of this study is to initiate 
a discourse about SOP in the oil palm cooperatives, primarily comprised of independent 
smallholding oil palm growers. The outcome of this study is to suggest a conceptual 
framework which will motivate the smallholders to implement SOP, that ultimately 
distinguishes Malaysia as the world’s leading sustainable palm oil producer. The present 
study, therefore, contributes to the literature on sustainability and cooperatives by 
recommending a conceptual framework towards greater sustainability and exceptional 
performance of the oil palm cooperatives in particular. 
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Introduction 
The historical and evolution of the cooperatives theory can be traced back in 1764 with the 
formation of Fenwick Weavers' Society from Scotland (ICA, 2018b). Cooperative is widely 
recognised as a democratically controlled and voluntarily joint member-owned-and-governed 
business (ICA, 2018a). Through self-help efforts, while prioritising the general welfare and 
inclusivity of the community, cooperative as argued by many (Berry & Bell, 2018; Cheney et 
al., 2014; Dale et al., 2013; Grashuis & Su, 2019; ILO and ICA, 2015; Kyazze et al., 2017; UN, 
2017) is able to generate employment and income, reduce poverty as well as foster social 
integration. Across the globe, cooperatives have contributed almost 7% of the world’s gross 
domestic product (GDP) (CICOPA, 2017; UN, 2017). In this regard, the global communities are 
convinced in the roles of cooperatives that enhanced the socio-economic development and 
well-being of the people regardless of their socio-economic backgrounds.  
In September 2015, the cooperative sector was explicitly recognised as a critical sector to 
achieve Sustainable Development Goals (SDG) by 2030 (Abdul Aris et al., 2018; Esim, 2017; 
UN, 2017). The United Nations (UN) is right to put its hope in the cooperative as a critical 
player of sustainability agenda given that 12% of world population is co-operator accounted 
of 3 million cooperatives establishment while providing more than 100 million jobs or 10% of 
the employed population globally, as evidenced from the World Cooperative Monitor data 
(ICA, 2019). The sustainability agenda has compelled businesses, including cooperatives, to 
adopt practices that balance economic, social and environmental dimensions. 

Although cooperative is well-positioned in sustainability agenda, Herbert et al. (2016) 
implied that the vast majority of cooperatives do not prepare any sustainability reports, albeit 
the growing majority of business organisations have embraced sustainability efforts in their 
reporting throughout the world (Karlsson et al., 2018; Mura et al., 2018). From the 
cooperative’s perspective, there are plethora of empirical studies across the world as well as 
in Malaysia context which are explicitly focusing on the membership size, participation, and 
attitude (Cai et al., 2016; Chagwiza et al., 2016; Jensen-Auvermann et al., 2018;  Ma & Abdulai, 
2016; Yacob et al., 2018), cooperative performance (Benos et al., 2018; Giacomini et al., 2017; 
Grashuis, 2017, 2018; Grashuis & Su, 2019; Martins & Lucato, 2018; Castilla-Polo et al., 2018; 
Sallehhuddin et al., 2017; Shamsuddin et al., 2017; Shamsuddin et al., 2018), and cooperative 
governance (Berry & Bell, 2018; Birchall, 2017; Errasti et al., 2017; Kyazze et al., 2017; 
Nurhazani et al., 2016; Saleh & Hamzah, 2017). Due to the attention on sustainability 
indicators for cooperative is limited in comparison to typical profit-oriented businesses, Abdul 
Aris et al. (2018) corroborated the indicators for sustainability as a cooperative's performance 
measurement in Malaysia. Similarly, through mixed research method, Riva and Garavaglia 
(2016) affirmed that the sustainability of cooperatives not just relates to economic indicators, 
such as employment, income and financial performance, but also to the social, cultural and 
political dimension. However, Mathuva and Kiweu (2016) revealed the negative association 
between social and environmental disclosure on the financial performance of cooperatives in 
Kenya. Tuominen et al. (2017) affirmed the crucial role of cooperatives in corporate social 
responsibility (CSR) activities which are overlapping and conceptually interchangeable with 
sustainability dimensions. It is thus observed that cooperative’s principles have guided the 
cooperatives to become community-oriented and socially responsible entities in line with the 
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implementation of sustainability-oriented practices (SOP) that differ from public listed and 
profit-oriented businesses.  

Along this line, the focus to research on sustainability in the context of cooperative is 
in dearth in terms of its causality with performance, and lack of integrated manners to address 
the economic, social and environmental issues simultaneously. With this regard, it is 
decisively crucial to design better sustainability measures in formulating new strategies and 
policy for the cooperatives sector, as Abdul Aris et al. (2018) propose. Although cooperative 
is by nature a sustainable organisation which has proven to be resilient and relevant in 
addressing present global challenges (Benos et al., 2018), the limited attention on 
sustainability in cooperatives has provided an opportunity to examine on this matter 
extensively. Given the cooperative performance and sustainability practices have been 
separately researched, there is a gap in knowledge on the combined effect of SOP on 
cooperative performance building upon preceding discussion. In other words, the need for 
conceptual consolidation of research on the issue of cooperative’s sustainability and 
performance measure remains pertinent (Abdul Aris et al., 2018; Benos et al., 2018; Grashuis 
& Su, 2019). This present study, thus, will fulfil this gap by proposing a conceptual framework 
towards greater sustainability that results in exceptional cooperative performance. 

In the context of the palm oil industry, its contribution to Malaysian socio-economic 
development in helping to end poverty by improving the income of smallholders and reducing 
rural-urban disparities through the provision of comprehensive resettlement especially in the 
rural areas is indisputable (Cramb & McCarthy, 2017; Nambiappan et al., 2018). In this regard, 
the government urges the independent smallholders to establish cooperative which has a 
two-pronged purpose as an instrument that will enable them to produce sustainable palm oil 
while increasing their income in pursuing the whole socio-economic betterment. The first 
purpose is to produce sustainable oil palm in line with Malaysia’s full commitment to the 
sustainability palm oil certification or known as Malaysian Sustainable Palm Oil (MSPO) by 
2020 as reiterated by Malaysian Prime Minister Tun Dr Mahathir Mohamad during the 73rd 
United Nations General Assembly (UNGA) in 2018 (PMO, 2018). Thus far, only 19% or 1.09 
million hectares of the 5.85 million hectares of Malaysian oil palm plantations is sustainability 
certified, reflecting the difficulties of the oil palm growers especially the independent 
smallholders in producing sustainable palm oil (Kumaran, 2019; MPOCC, 2019). As 
corroborated by Hutabarat et al. (2019), certification gap exists among the oil palm 
independent smallholders due to limited economies of scale, agronomic constraints, and 
institutional barriers. The second purpose is to increase the smallholders’ revenue by 
removing the middlemen, who will typically charge an extra fee on the sale price of oil palm 
fresh fruit bunches (FFB) (Hutabarat et al., 2018). It concurs that the removal of middleman 
will help the smallholders who are still regarded as the world’s most deprived farmers be able 
to sustain their income despite fluctuations of palm oil prices that may affect their ability to 
meet basic needs, particularly in a rural region.  

Thus, this conceptual study will shed some lights in finding answers to the alarming 
challenges regarding oil palm cooperatives in Malaysia. In addition, Malaysia’s aim to achieve 
oil palm plantation areas that sustainably certified has yet to be successful (Kumaran, 2019). 
In this connection, it is upmost important to examine and explore the conceptualisations of 
SOP on oil palm cooperatives performance. Building upon above-mentioned reasoning, the 
objective of this study is to propose the SOP framework by conceptualising the SOP in oil palm 
cooperative that ultimately leads to its higher performance. This study commences with a 
review of issues and challenges of oil palm cooperatives. The next section elucidates further 
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on the literature about the SOP concept, cooperative performance concept, the approach and 
method of this study, the discussion regarding SOP and cooperative performance in the 
context of oil palm cooperatives, the proposal of SOP conceptual framework and the theory 
that underpins the framework. This study concludes by considering the theoretical and 
practical implications of the conceptual framework, identify future research and drawing a 
conclusion. 
 
Research Objectives 

1. To explore the issues and challenges of the oil palm cooperatives towards greater 
sustainability. 

2. To propose a SOP conceptual framework that improve performance of the oil palm 
cooperatives. 

 
The Issues and Challenges of Oil Palm Cooperatives in Malaysia  
In the case of the Malaysian palm oil industry, it is dominated by three key players, namely 
private companies, organised smallholders, and independent smallholders. Malaysian oil 
palm smallholders can be distinguished as organised smallholders and independent 
smallholders. The organised smallholders (under supervision of federal, state and other 
government’s agency responsible to smallholding schemes, such as FELDA, FELCRA and 
RISDA) and independent smallholders who are defined as oil palm grower that owned land of 
less than 40.46 hectares or 100 acres. The palm oil industry indeed is pivotal in Malaysia for 
the main reason that it contributes to job creation and enhanced the well-being and living 
quality of people, especially in rural areas. As of December 2018, Ministry of Primary 
Industries (MPI, 2019) implied that almost 670,000 smallholders, who make up nearly 40% or 
2,280,805 hectares of the total oil palm planted areas depended on the oil palm plantation 
for their livelihood, while the other 60% or 3,568,525 hectares are owned by the private 
estates as revealed in Table 1.  

However, the independent smallholding only achieved certified area of slightly more 
than 1% of the total Malaysian independent smallholding (Kumaran, 2019). While, organised 
smallholding recorded a higher certified area of 105,751 hectares or 8.1% and private estates 
recorded the highest certified area which is 971,732 hectares or 27.2% of the total private 
estates in Malaysia (Kumaran, 2019). As of July 2018, the total of MSPO certified oil palm 
planted area is 1,089,796 hectares, as illustrated in Table 1. Despite provision of available 
financial assistance by the Malaysian government that covers MSPO auditing fees to 
smallholders, growers and processing facilities, the full MSPO certification for all oil palm 
plantation has yet to be successfully implemented.  
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Table 1 
Oil Palm Planted Areas by Categories in 2018 

Category Areas 

(hectares) 

% MSPO Certified 

Areas (hectares) 

% 

Private Estates 3,568,525 61.0 971,732 27.2 

Independent smallholders 979,892 16.7 12,312 1.3 

Organised smallholders 

(Federal, state and other government 

schemes) 

1,300,913 22.2 105,751 8.1 

Total Planted Areas 5,849,330 100 1,089,796 19 

Source: MPI (2019), Kumaran (2019) 
 
As evidenced from the statistic provided in Table 1, there are difficulties and 

challenges for the smallholders to achieve the sustainability certification which leads to higher 
yield and to achieve the ambitious target for the implementation of mandatory sustainability 
certification, MSPO for oil palm plantations by 2020. Even though there are almost 670,000 
independent smallholders in Malaysia, they are facing substantial challenges to produce 
sustainable palm oil due to the insufficient technical and financial support, remoteness of 
smallholders from farm knowledge and training infrastructure, inability to get affordable 
seedlings and fertilisers, poor plantation management, and reliance on the dealers or 
middleman to sell FFB (Ador et al., 2016; Martens et al., 2019; Nesadurai, 2019; MPI, 2019).  

However, Tayleur et al. (2018) argued that the sustainability certification standard for 
crop commodity is claimed as having high barriers to the smallholders and deemed a failure 
to reach the very most deprived areas based upon spatial data on certified crop commodity 
producer. Given the substantial challenges faced by the independent smallholders to produce 
sustainable palm oil, the government established the oil palm cooperatives called 
“Sustainable Oil Palm Growers Cooperative (KPSM)” as a special purpose vehicle operating 
and representing these independent smallholders activities since the year 2009 (Ador et al., 
2016; Shaufique, 2017). This initiative, thus echoed the same sentiment by Benos et al. (2018) 
and Masuku et al. (2016) that corroborated the increasing trend of cooperatives 
establishment has proven that cooperatives are a way of life that continues to be a tradition 
in finding a solution to the various socio-economic problems related to the community.  

Furthermore, the government targets to boost crude palm oil (CPO) yield to six tonnes 
per hectare by 2020, from 3.2 tonnes per hectare in 2018 (MPI, 2019; PMO, 2018). Given the 
difficulties in meeting the CPO yield target of six tonnes per hectare by 2020 due to general 
fundamental factors such as soil and weather conditions and labour shortage, the yield is 
expected to be increased through the implementation of sustainability certification (Ador et 
al., 2016; Kumaran, 2019). Realising this target, the oil palm cooperatives which majority 
comprised of independent smallholders must improve their capabilities to achieve full 
production of sustainability certified palm oil by 2020. The struggle of oil palm cooperatives 
escalates given their participation in the whole supply chain of the palm oil industry is far 
behind compared to the privately-owned estates (Kushairi et al., 2018; Nambiappan et al., 
2018). In comparison, most of the plantation activities in the cooperatives are only focusing 
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on the upstream supply chain that mainly caters on the management of the plantation area 
such as plant nursery, land preparation, FFB harvesting, loose fruit collection, fruits 
evacuation and transportation to the mills. On the contrary, the private palm oil plantation 
estates are actively involved with sufficient resource to implement the sustainable measure 
in their business operations throughout the whole value chain, which consists of upstream, 
midstream and downstream segment (Kushairi et al., 2018; Nambiappan et al., 2018).  

Even though the performance, capabilities and resources of oil palm cooperatives are 
lagging compared to the private estates which belong to major corporations, cooperatives 
formation is pivotal as an instrument for creating an economic opportunity that will enable 
the oil palm smallholders to achieve sustainable oil palm production, to increase their income, 
and gain better livelihood. The disparity will be reduced through the adaptation of SOP 
framework, which is essential for the whole industry without neglecting the need for 
smallholders to pursuit greater sustainability through the cooperative formation. Due to 
these challenges, oil palm cooperatives must respond by adopting SOP, which can lead to 
their significant performance. 
 
Literature Review  
This study refers to the existing literature in deliberating broad and multidimensional 
construct of SOP and business performance, especially in cooperatives. This is then followed 
by the development of the conceptual framework. 
 
Sustainability-oriented Practices (SOP) Concept 
Brundtland (1987) helped to ignite public and private awareness when she first defined 
sustainable development as “development that meets the needs of the present without 
compromising the ability of future generations to meet their own needs” which later was 
widely cited. After a decade, Elkington (1998) coined the sustainable development 
phenomenon as the Triple Bottom Line (TBL) approaches or 3Ps (People, Planet and Profit) 
that emphasise the needs of long-term balance of three dimensions between people (equality 
in society), the planet (the quality of the environment) and profit (a prosperous economy). 
However, Laurell et al. (2018) argued concerning the confrontation to balance three 
sustainability dimensions, namely social, economic and environmental and to consider the 
level at which the balance is struck. Parallel with this concern, conflicting relationships 
between economic, social and environmental dimensions remains pertinent which 
characterised business environment currently (Göran Svensson et al., 2018).  

Through a questionnaire survey consisting of the largest businesses in Sweden, Laurell 
et al. (2018) validated and extend the framework for business sustainability which able to 
practically monitor and assess businesses’ efforts towards sustainability. Furthermore, the 
phrases sustainability, CSR, corporate social performance, going green initiatives, 3Ps, and the 
TBL approach, are all referring to organisations enhancement efforts for their long-term 
economic, social, and environmental performance and not to focus solely on economic gains 
only (Galpin et al., 2015). Thus, sustainability has become the strategic imperative of the new 
millennium to be continuously considered by all types of business entities in order to 
overcome the foreseeable and critical challenges associated with sustainable development. 

In this connection, a business must be able to evolve and adapt to encounter those 
conundrums related to sustainable development (for example; urbanisation, population 
ageing, political and technology disruption, and climate change). Recently, businesses are 
increasing their SOP as urged by their stakeholders to consider it as a part of a business’s 
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dynamic capabilities. Realising the need to resolve the conflict between the three dimensions 
namely economic prosperity, environmental quality and social equity is indeed a complicated 
task because to transform the organisation to follow the sustainability agenda, management 
needs systematic and holistic thinking that will transpire in business activities and its 
organisation (Laurell et al., 2018). Orientation towards sustainability practices simultaneously 
is crucial by focusing on the outcome of social, economic and environmental dimensions in 
maintaining and improving the profitability of a business (Karlsson et al., 2018; Upward & 
Jones, 2016).  

In line with Porter hypotheses (Porter & Linde, 1995), businesses are increasingly 
engaging in the environmental dimension of SOP because not only it is the right thing to do, 
but also it provides a means to either minimize costs or increase revenues because businesses 
reducing the inputs they used (Karlsson et al., 2018). Similarly, the environmental dimension 
of sustainability is significantly more defined and developed in the literature, as Göran 
Svensson et al., (2018) propose. However, Høgevold et al. (2015) argued that the social 
dimension of SOP still lacks behind environmental and economic dimensions, although 
studies that incorporated all three sustainability dimensions are increasing.  

Bocken et al. (2014) describe sustainable practices of businesses as efforts that 
provide substantial positive, which significantly reduced both environmental and societal 
negative impacts. This effort changes the organisation in creating, delivering, and capturing 
its value network and propositions. Eriksson and Svensson (2016) postulated that businesses 
must initiate sustainability practices aggressively, which any step back will lead to 
anthropogenic climate change causing more people to live below the poverty line. Building 
upon reasonings by Cantele and Zardini (2018) and Tarmuji et al. (2016), the importance of 
SOP in business is mounting, given that all types of businesses will also generate reputational 
gains, build its competitive advantages while enhancing its long-term performance upon their 
sustainable practices. However, SOP is different, dynamic, open, adaptable, and iterative 
between industries as contended by Helleno et al. (2017b), Henao et al. (2019), Padin et al. 
(2016) and Parris and Kates (2003) and Goran Svensson et al. (2016). It was therefore not 
appropriate to compare various business entities and industries, as their practices, abilities 
and efforts must be differently oriented. Along these lines of reasoning, it is crucial to 
precisely examine and consider the most appropriate dimensions of SOP for cooperatives 
which have dual-pronged social and economic objectives that influence its performance and 
differ from the typical profit-oriented businesses. 

The SOP is crucial because it shapes how a business manages can implement 
sustainability throughout their organisation. For the reason that the importance on the need 
to balance and integrate all the sustainability dimensions, businesses need to identify SOP 
which is generating maximum profits, while at the same time does not sacrifice the needs of 
future generations by managing impacts and risks to the environment and societies. Building 
upon preceding discussion, it can be summarised that SOP is one of the possible ways to 
generate positive financial aims or improving the performance of all types of businesses, 
including cooperative. Given that SOP has three dimensions, namely social, economic and 
environmental, this study attempts to elucidate each dimension in the oil palm cooperative 
context as a subject of interest in this study.  
 
Cooperative Performance Concept 
In this section, several studies concerning the performance of the various cooperatives, 
particularly in the agricultural sector from across the globe, are evaluated and deliberated. In 
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the context of performance in business, it involves multiple activities comprised of product 
quality improvement, efficiency, effectiveness, productivity, and service capabilities, which 
lead to sustainable profits growth (Ghalem et al., 2016; Masuku et al., 2016). Grüning (2002) 
defines performance as the ability of a business to achieve goals, meet its expectations, and 
is therefore influenced by results in the broader sense, and by the corresponding goal setting. 
In other words, performance is the result of how management achieve its goals. 

Given the unique business model of cooperatives, which is based on the mutual 
principles and values to meet the demands of their members, indeed cooperatives are 
required to sustain its performance to conduct their business activities efficiently. Abdul Aris 
et al. (2018) signified that cooperative is able to maintain its performance based upon 
financial dimension that includes current ratio, gross profit, net profit, return on assets (ROA), 
return on sales (ROS), return on equity (ROE), and net tangible asset. Grashuis (2018) 
examined the interrelationship of the performance in terms of efficiency, productivity, and 
leverage of the US farmer cooperatives by using quantile regression analysis. It was explicitly 
concluded that variability in ROE is primarily related to the net operating profit margin, which 
is a cost-efficiency indicator and exhibit a significant relationship with performance. 
Therefore, Grashuis (2018) posited that agricultural cooperatives would improve its 
performance by optimising sales and operating costs accurately, enhancing on bargaining 
power, product differentiation, as well as economies of scale. Due to aforementioned 
reasoning, the performance of cooperative is weighted upon cooperative revenue because it 
is standardized, widely accepted and commonly used in evaluating business performance as 
Hammad Ahmad Khan et al. (2016) propose.  

In line with hypothetical expectations, several empirical shreds of evidence have 
denoted the relationship between the degree of cooperative product quality and its 
performance. As being observed in agricultural cooperatives, open-access membership policy 
and pooling arrangements of their farm products do not lead to high-quality market products 
which lead to slow development of their own brand (Grashuis, 2017; Kontogeorgos, 2012). 
Traditionally, this policy has obliged for the cooperatives to accept all member’s agricultural 
products regardless of its quality, which causing the free-rider problem. Nevertheless, better 
access to newest agricultural technology and knowledge, fertilisers, seeds, machinery, and 
increment of output demand will improve the member’s ability and willingness to enhance 
the quality of the product of their farm outputs (Grashuis & Su, 2019). 

In the agricultural studies, productivity value generally is calculated by multiplying the 
quantity of each crop produced per hectare by the farmgate or market price for the produce 
at household or village level, or whichever data that is available in the datasets (Ragasa & 
Mazunda, 2018). In Ethiopia, Chagwiza et al. (2016) assessed the influence of cooperative 
membership on the productivity of dairy producers measured by milk production, the price 
per litre of milk, the price per kg of butter and the share of milk production that is processed 
at the household level. It was decisively concluded that rural development and food security 
would be improved, particularly in facilitating technological knowledge transformations and 
commercialisation through cooperatives as an efficient business institution.  

In tandem with theoretical anticipation, the previous empirical literature on 
agricultural cooperatives agreed that the price of agricultural products is higher in line with 
cooperative membership (Grashuis & Su, 2019). For example, in Finland’s livestock sector, 
Alho (2015) revealed that the farm's prices received by the dairy farmers are more acceptable 
than the swine farmers. It was suggested that in areas where many buyers operate, an 
attractive price level might hold because the buyers compete for producers that may also 
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reflect the bargaining power of farmers, and consequently lead to an increment of products 
prices. In Ethiopia, Wassie et al. (2019) posited that agricultural performance in terms of yield, 
increased to 1.37 quintal per hectare and member’s income improved to 1,804 birr as a result 
of membership in cooperatives. However, Chagwiza et al. (2016) revealed there was no 
significant impact of cooperative membership on prices of dairy products in Ethiopia, thus 
concluded that cooperatives were not able to offer better prices for their members. The 
results affirmed that membership of commercial vegetable cooperatives has so far had no 
effect on agricultural incomes or the value or amounts of agricultural inputs. Ofori et al. (2019) 
echoed similar finding that membership of commercial vegetable cooperatives in Cambodia 
had no effect on member’s income or the value of agricultural inputs in contrast with 
theoretical anticipation (Grashuis & Su, 2019). 

Building upon preceding discussion and argument, there are four dimensions, namely 
revenue (Hammad Ahmad Khan et al., 2016), product quality (Grashuis & Su, 2019), 
productivity (Chagwiza et al., 2016), and income of cooperative’s member (Grashuis & Su, 
2019; Wassie et al., 2019) which are relevant to measure agricultural cooperative 
performance. Thus, this study uses four dimensions which are revenue, product quality, 
productivity or yield and income of smallholders to depict the performance of oil palm 
cooperatives upon the implementation of SOP. The next section elucidates the four 
dimensions of performance in the context of oil palm cooperatives.    
 
Method 
In this study, exploratory research method is used to review academic literature and 
Malaysian government annual reports, factsheets and statistics on cooperative sector 
(Malaysian Cooperative Societies Commission) and palm oil industry (Ministry of Primary 
Industries Malaysia, Malaysian Palm Oil Board and Malaysian Palm Oil Certification Council) 
as well as literature on cooperative and sustainability globally. This is an effort to determine 
the importance of sustainability in the cooperative sector in general and palm oil industry in 
particular. The literature on cooperatives in Malaysia and globally, especially in the palm oil 
industry, was examined from related research and academic journals such as Palm Oil 
Economic and Outlook Seminar, Journal of Oil Palm Research, Journal of Co-operative 
Organization and Management, International Journal of Sustainable Agricultural Research,  
United Nations, International Labour Organizations and International Cooperative Alliance, 
apart from government annual reports, policy documents and conference proceedings. 
 
Discussion on SOP in the Context of Oil Palm Cooperatives 
In this section, the discussion on SOP in the context of oil palm cooperatives is deliberated 
based on three dimensions of SOP, namely social, economic and environment. Firstly, the 
social dimension of SOP in this study is weighted on the practices that create and equitably 
distribute value with intrinsic rights, as well as improving societal condition among its 
members. Contribution of the palm oil industry to Malaysian socio-economic improvement is 
indisputable. It has eradicated poverty by lifted the income of smallholders and reducing 
rural-urban disparities through the provision of comprehensive resettlement especially in the 
rural areas (Cramb & McCarthy, 2017; Rival & Levang, 2014; Tayleur et al., 2018). The palm 
oil industry also provides a source of employment and better livelihood for more than three 
million people, amongst which are small landowners, labourers, and smallholders (Ministry 
of Primary Industries, 2018). From the global perspective, this industry has been dominantly 
recognised in the international edible oil market which has helped to feed billions of world 
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population (Yew, Awang, Manaf, Ramli, & Nambiappan, 2016). This is evidenced when palm 
oil accounted for 34.7% out of 230.08 million tonnes of oils and fats produced globally and 
occupied 60% out of 88.04 million tonnes of global oils and fats export in 2018 (MPI, 2019).  

In Malaysian oil palm smallholding scheme, Abazue et al. (2015) empirically examined 
the social sustainability practices in terms of improvement of their social position, CSR 
implemented by the plantation management to improve the social lives of smallholders, the 
betterment of their quality of life and health status, the quality of education incentives, and 
participation in decision making. Abazue et al. (2015) revealed positive and significantly 
improved social benefits and social status of the smallholders under the management of this 
land smallholding scheme. Also, the majority of respondents perceived the scheme has 
contributed to a greater extent in improving their overall health and quality of life. It was 
concluded that effective management of oil palm plantation would contend with issues 
related to high unemployment and poverty in the rural area. 

On this matter, the social dimension of SOP has adapted from the work by Reverte et 
al. (2016)  and modified to suit the oil palm cooperative’s social practices that treated both, 
its workforce and members interest together. Among the social dimension of SOP that is 
decisively selected in this conceptual study is to what extent the cooperative committed in 
improving the quality of lives of the members, consideration to members’ interests in decision 
making, enhancing cohesiveness among its members and encouragement towards social 
participation regardless of its member’s socio-economic background.  

Secondly, the economic dimension of SOP refers to the value that cooperative 
provides to its members with the intention of the cooperative future business survival (Gao, 
2010; Høgevold et al., 2015). This value is reflected through information about the ability of 
the cooperative to pay its bills, reinvest in the business, and distribute profits to its members. 
In the case of oil palm cooperative, it has indeed contributed to the local economic system by 
increasing the income of smallholders, but for the moment, it has limited involvement in the 
international business and shareholders’ investment. Although Malaysia’s palm oil 
contributed to the 30% of world production, accounted for approximately 4.7% of Malaysia’s 
GDP component valued at RM55.9 billion and generated 5% of exports earnings in 2017 
(DOSM, 2017; Nambiappan et al., 2018). In Malaysia, empirical evidence by Abazue et al. 
(2015) revealed that majority of oil palm smallholders have indicated that smallholding 
plantation scheme had improved their economic sustainability through enhanced 
employment opportunities and job creation than any other economic activity they previously 
engaged. Therefore, it concurred that the oil palm smallholders are financially sustainable 
than they were in their previous jobs. 

Due to this line of reasoning, the economic dimension of SOP in this present study is 
weighted on to the practices that sustain oil palm cooperative’s operation in terms of the 
recognition as having the best quality for oil palm, fostering business relationship with 
suppliers, providing complete and accurate information related to oil palm and ensuring a 
formal procedure for the interaction and dialogue with all the stakeholders consist of 
cooperative’s members, customers, suppliers and authorities. In particular, sustainability 
certification which is MSPO is relevant to the oil palm quality and standard given the MSPO 
certification requires auditing by third-party independent Certification Bodies (CB). The audit 
report is also subjected to peer review process during initial and e-certification audits for oil 
palm management (Kumaran, 2019). With this regard, four items of the economic dimension 
within the SOP were also modified to suit the oil palm cooperatives business nature, which is 
adapted from the work by Reverte et al. (2016).  
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Thirdly, the environmental dimension of SOP consists of efforts undertaken by 
cooperative which encompasses minimization of environmental impacts from its plantation, 
reductions in waste generated, optimisation of by-products such as oil palm trunk for building 
materials as well as the usage of agricultural modern and environmentally friendly 
technology, mechanisation and automation in its plantation. The four items to measure the 
environmental dimension of SOP in oil palm cooperatives were adapted from Reverte et al. 
(2016). For the reason that oil palm plantation has been linked with the environmental issues, 
namely deforestation, the loss of biodiversity, wildlife protection, and unexpected hazards 
such as forest fires and periodic transboundary haze, environmental dimension of SOP that 
aimed to address these environmental issues are intrinsically considered under this 
dimension (Abazue et al., 2015; Pye, 2018).  

Nowadays, Malaysia has a constraint in terms of new arable land available for palm oil 
plantation. In 2017, it was estimated that oil palm had cultivated almost 52% of the total 
agricultural land (10.94 million hectares) throughout Malaysia (Nambiappan et al., 2018). 
Over the last century, the palm oil industry has been the bedrock of Malaysia’s economy, 
socio-development, political stability and its ability to innovate has widely acknowledged 
(MPOC, 2019). As revealed by the data from the Ministry of Primary Industries (2019), in 2010, 
the oil palm cultivation was 4.8 million hectares, which represents a 20% increase in 2018. 
The minimal growth of oil palm planted area from 2010 till 2018 between 1% to 3% is 
reflecting the consistent government policy to sustain the industry while protecting the 
natural forest from a massive expansion of oil palm plantation. In the long-run, Malaysia must 
stop expanding oil palm cultivation because the arable land available in Malaysia is near to 
the limit. For what is worth, Malaysia needs to fully utilise all the arable land available, 
especially land owned by the smallholders with the highest yield. Malaysia thus consented to 
cap oil palm plantations areas at about 6.5 million hectares by 2023 that would pave the way 
for the local palm oil industry to oust negative perceptions from certain quarters (MPI, 2019).  

Furthermore, the current market orientation of palm oil industry is shifting towards 
sustainability efforts because of the grave concern about the sustainability of palm oil 
production in many essential export markets, most notably in the EU and US. Due to the issues 
of sustainability, the non-tariff barriers are being erected against the palm oil-based products. 
Furthermore, the sustainability action is magnified in other continents when the market 
access is to be restricted due to the sustainability provision for biofuels in the EU region (Gan 
& Li, 2014; Nambiappan et al., 2018). Thus far, the government has instigated ongoing efforts 
to overcome the negative allegations on a sustainable issue associated with the palm oil 
industry including the mandatory compliance of MSPO certification scheme by 2020 (Ahmad 
Kushairi, 2017; Kumaran, 2019). On this matter, the most crucial efforts are the adoption of 
the palatable environmental dimension of SOP which comprises of independent smallholders 
that lack the financial and technical capacity to apply sustainability practices and obtain 
certification scheme to its oil palm plantation (Ador et al., 2016; Shaufique, 2017). 
 Abazue et al. (2015) revealed that the majority of the oil palm smallholders were 
concerned about ecology destruction. However, they needed to plant and grow oil palm for 
them to support and care for their dependents which constrained them to avoid plantation 
practices that would affect the ecology. The environmental practices of sustainability in oil 
palm smallholding plantation scheme is measured based upon its effort in conservation and 
protection of species in settlements, the usage of modern technology to address 
environmental issues, and periodic review of activity that help to reduce environmental 
impacts. It was concluded that oil palm plantation management must perform a significant 
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role to monitor and periodically review their operations to enhance ecological sustainability 
as part of efforts towards environment preservation and compliance of palm oil sustainability 
certifications.  

When a cooperative engages in SOP, it may be interpreted to create a reputation and 
image of sustainability to influence its customers, clients, partners and competitors. Although 
it does not affect the cooperative financial performance immediately, that can still be 
satisfying the interests and needs of the members in the long run. In this connection, 
cooperators must improve their SOP by communicating and reporting their activities. Indeed, 
the SOP performs well when they can reduce the cooperative’s exposure to uncertain risks, 
more resilience and foster members’ participation that lead to its higher performance.  
 
Performance in the Context of Oil Palm Cooperatives 
In the context of oil palm plantations owned by the smallholders, the production cost is high, 
especially in terms of input materials and transportation charges. In this connection, some 
smallholders are trying to reduce the costs by using inferior quality input materials that 
eventually produce low-quality oil palm FFB (Ador et al., 2016). The importance of product 
quality in the palm oil industry is to affirm and to comply with the aspect of sustainability 
certification integrating the crucial elements of the planet, profit and people throughout the 
whole palm oil value chain. Furthermore, the quality of palm oil should not be compromised 
due to the branding of palm oil as a healthy oil that represents its superior quality to meet 
the premium pricing specifications globally (Kushairi et al., 2018). As suggested by Grashuis 
and Su (2019), product quality of agricultural including oil palm will be considered as one of 
the cooperative performance dimensions in tandem with the price and quality assured by the 
standards set in Good Agricultural Practices (GAP) and awarded palm oil sustainability 
certification such as MSPO. 

Presently, the smallholders agree to join cooperative and sell their oil palm FFB 
through the cooperatives, the sale of FFB increased since the higher volume of FFB will 
enforce the bargaining power by the cooperative to the millers (Ador et al., 2016). Before 
joining the cooperatives, the harvested fruits or FFB were often put at the roadside to be 
picked by a middleman or dealer. There was no guarantee that the FFB could be delivered to 
the palm oil mills within 24 hours as required to sustain its quality (Hutabarat et al., 2018). In 
the worst case, the FFB was not sold and abandoned. Independent smallholders are usually 
affected by a low-price scale for their FFB at collection centres or weighbridges where they 
were paid lower by the middleman or dealers, who will then transport and sell their FFB to 
the palm oil mills. This is consistent with the theoretical expectation that higher bargaining 
power will be obtained by combining agricultural outputs together with the agricultural 
producers through a cooperative. With this regard, as suggested by Alho (2015), Grashuis and 
Su (2019) and Wassie et al. (2019), the revenue of the cooperative will increase as the 
bargaining power through cooperative is observed and resulted in the increment to the 
income of the smallholders which lead to the exceptional performance of oil palm 
cooperatives.  

The cooperative thus facilitates its members in adherence to this certification towards 
higher quality standard and productivity, which ultimately contribute to cooperative’s 
performance. In terms of productivity or yield, palm oil has the highest yield of oil recorded 
at 3.42 tonnes/hectare as  compared to yield of other edible oil such as sunflower (0.77), 
soybean (0.51), groundnut (0.48), and coconut (0.32) (MPI, 2019). Globally, palm oil is 
considered as the most produced (34.7% out of 230.08 million tonnes) and consumed (34.1% 
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out of 227.48 million tonnes) oils and fats in 2018 (MPI, 2019; Yew et al., 2016). With this 
regard, Malaysia has been the second global producer of edible oil after Indonesia (MPI, 
2019). Thus, in the context of oil palm cooperative, productivity or yield of its members’ oil 
palm plantation is crucial to be considered as one of the cooperative performance dimensions 
as suggested by Grashuis and Ye (2019), and Chagwiza et al. (2016) that accentuated 
productivity is essential to measure agricultural cooperatives performance. Thus, oil palm 
cooperative performance is operationalised based on revenue, product quality, smallholder’s 
income and productivity or yield.  
 
SOP Framework 
This study formulates the following conceptual framework of the oil palm cooperatives to 
determine whether the effect of SOP is positively influencing the cooperative performance. 
Following this line of reasoning and using the relevant cooperative and sustainability 
literature as a basis, the conceptual framework of SOP as well as its outcomes on performance 
is developed as exhibited in Figure 1. This conceptual framework has been made based upon 
several frameworks established by previous scholars. The conceptual framework shown in 
Figure 1 is the combination of the framework, as Reverte et al. (2016), Epstein and Roy (2001) 
and Göran Svensson and Wagner (2015) propose. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 1: SOP Conceptual Framework of Oil Palm Cooperatives 
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Engaging in sustainability practices or activities is one of the primary mechanisms through 
which a business may foster and maintain stakeholder relationships. In tandem with the 
Stakeholder Theory by Freeman (1984); Aziz & Mamat, (2018); Okwuraiwe, Ezenwaka, 
Mojekeh, Chiyem, (2018), it is conceptualised that the stakeholders’ influence and trust will  
accumulate, when a business engages in socially responsible practices regularly. Furthermore, 
the Stakeholder Theory posits that when a business satisfies the social, and environmental 
needs of its key stakeholders, it will positively affect its financial performance, thus supporting 
the positive correlation on the relationship between social and environmental practices and 
financial performance (Donaldson & Preston, 1995).  

Consequently, the identification and disclosure of SOP that benefits the cooperative 
members while ensuring the governance practices that legitimise its conduct among its 
stakeholders are crucial for its superior performance. In other words, SOP requires 
acceptance from all the stakeholders in creating positive financial ends or improving the long-
term financial performance (Epstein & Roy, 2001; Schaltegger et al., 2017). Given the 
Stakeholder Theory and sustainability literature share a lot of similar ideas, the Stakeholder 
Theory can be purposefully applied in the context of sustainability (Hörisch et al., 2014; 
Schaltegger et al., 2017). Thus, the Stakeholder Theory is decisively underpinned to the 
conceptual framework of this study.  
 
Conclusion 
A significant contribution of this study is to propose a framework between phenomenon and 
outcomes of SOP on oil palm cooperatives performance. The proposed framework represents 
a conceptualization about how these constructs linked together to influence cooperative 
performance given that the social, economic and environmental, create the catalyst for 
sustainability-orientation phenomenon, which subsequently affects cooperative 
performance. Theoretically, this study enriches the Stakeholder Theory, cooperative and 
sustainability literature by understanding the relationship between sustainability practices 
and the performance of oil palm cooperative. Also, the fact that SOP implementation may 
influences cooperative performance, and thus, it suggests SOP plays a vital role in 
cooperative’s ability to be successful. The framework provides a novel perspective on the 
relationship between SOP and performance of oil palm cooperatives in Malaysia.  

Practically, this framework is the initial step to predict the performance of oil palm 
cooperatives based upon their SOP implementation in helping the cooperators to structure 
business strategies and plan by integrating the economic, social and environmental aspects. 
Given the crucial need to confirm the framework to be feasible and useful, further study must 
proceed with advanced quantitative techniques which validates the framework, and to 
ensure its dimensions are adequate and sufficient to depict the sustainability practices in the 
operations of oil palm cooperatives. Nevertheless, this framework is not only limited to oil 
palm cooperatives but can also be extended to other agricultural cooperatives in considering 
the sustainable aspects towards higher performance.  

It is affirmed that cooperative is still well-suited to address contemporary challenges, 
such as protecting the environment and generate income for marginalized and most deprived 
groups such as the smallholders. Indeed, the role of cooperative is paramount in the palm oil 
industry as well as in other relevant economic sectors because it is regarded as the third 
engine of economic growth after the private and public sector (Abdul Aris et al., 2018). Given 
this conceptual framework has initiated a vital exploration and refinement of the primary 
constructs in the context of oil palm cooperatives, it is necessary to extend this framework to 
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include variables such as innovativeness and agricultural extension services that relevant to 
enhance cooperative performance as Brat et al. (2016), Kyazze et al. (2017) and Ofori et al. 
(2019) propose for future research. Even though a conceptual paper, we hope this study helps 
in contributing to the sustainability and cooperative literature for the reference of scholars as 
well as significant guidance to the cooperators and policymakers upon full completion of the 
research. 
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