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In Malaysia, co-operatives have played a significant role in the government's
rural community development agenda. With the introduction of Program Desa
Lestari in 2013, the government has strengthened the use of the co-operative
platform to improve the rural community's well-being. Nonetheless, the
platform's viability as a strategy for this programme is contingent on the
effectiveness of the co-operative board members' roles. Hence, the
effectiveness of co-operative board members is examined in this thesis via the
lens of the resource provision role of the board members' human capital and
social capital, which would influence on the co-operative's performance in
Program Desa Lestari. Besides, board participation was proposed as a
mediating factor of the relationship between human capital and social capital
on co-operative performance. Subsequently, the Resource Dependence
Theory and Participation Theory were integrated in order to better understand
the impact of these factors on the performance of the co-operatives in Program
Desa Lestari.

A proportionate stratified sampling procedure was used, and data was obtained
from questionnaires sent online and via mail. After the data screening process,
226 responses were received involving 38 co-operatives for analysis. Statistical
Package for Social Science (SPSS) and the Partial Least Square Structural
Equation Modeling (PLS-SEM) data analysis technique was used to analyse
the data. Two types of data analysis were conducted; first, the descriptive
analysis to determine the level of all related variables; and second, the
inferential analysis using PLS-SEM to examine four hypotheses drawn from the
research model.



This research revealed several noteworthy findings; first, it was discovered that
the majority of the co-operatives (f =21) performed at an average to very
satisfactory level (51% and above), with 9 co-operatives operating under the
functions of service. Meanwhile, 17 co-operatives were classified as having
unsatisfactory to very unsatisfactory performance, with a score of 50% and
below. Overall, the finding showed that co-operative performance in Program
Desa Lestari is moderate. Second, this study found that the respondents of this
study claimed to have a high level of human capital, social capital, and
participation. Third, the PLS-SEM analysis showed that despite the level of
human capital and social capital of the respondents were high in this study,
these constructs had no relationship on co-operative performance, as
evidenced by the effect size (g2) analysis (human capital = 0.016; social capital
= 0.007). Fourth, the bootstrapping analysis indicated that board participation
had no effect on the relationship between human and social capital and co-
operative performance. Finally, the finding reported that all the variables
explained 12.4% of the variance in co-operative performance in the current
study.

Although the findings were found not statistically insignificant, the present
study's model was predictively accurate, as evidenced by Q? values greater
than 0. Based on these findings, the proposed theoretical framework serves as
a prospective research since it is the first to integrate the Resource
Dependence Theory and the Participation Theory in investigating the
effectiveness of board members on co-operative performance. Hence, this
framework offers empirical and theoretical ground for future research,
especially in the context of co-operatives, in order to highlight the viability of
this platform as a community development strategy.
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Di Malaysia, koperasi telah memainkan peranan penting dalam agenda
pembangunan masyarakat luar bandar kerajaan. Dengan pengenalan Program
Desa Lestari pada tahun 2013, kerajaan telah memperkasakan penggunaan
platform koperasi untuk meningkatkan kesejahteraan masyarakat luar bandar.
Namun begitu, daya maju platform ini sebagai strategi untuk program ini
adalah bergantung kepada keberkesanan peranan anggota lembaga koperasi.
Justeru, keberkesanan anggota lembaga koperasi dikaji dalam tesis ini melalui
lensa peranan penyediaan sumber modal insan dan modal sosial anggota
lembaga, yang akan mempengaruhi prestasi koperasi dalam Program Desa
Lestari. Selain itu, penyertaan lembaga dicadangkan sebagai faktor
pengantara hubungan antara modal insan dan modal sosial terhadap prestasi
koperasi. Seterusnya, Teori Kebergantungan Sumber dan Teori Penyertaan
telah diintegrasikan untuk lebih memahami kesan faktor-faktor ini terhadap
prestasi koperasi dalam Program Desa Lestari.

Prosedur pensampelan rawak berstrata telah digunakan, dan data diperoleh
daripada soal selidik yang dihantar dalam talian dan melalui mel. Setelah
proses penyaringan data, 226 maklum balas telah diterima yang melibatkan 38
koperasi untuk dianalisis. Teknik analisis data Statistical Package for Social
Science (SPSS) dan Partial Least Square Structural Equation Modeling (PLS-
SEM) digunakan untuk menganalisis data. Dua jenis data analisis dijalankan:
pertama, analisis deskriptif untuk menentukan tahap semua pembolehubah
yang berkaitan; dan kedua, analisis inferensi menggunakan PLS-SEM untuk
mengkaji empat hipotesis daripada kerangka kajian.

Penyelidikan ini mendedahkan beberapa penemuan penting; pertama, didapati
bahawa majoriti koperasi (f=21) menunjukkan prestasi pada tahap purata



hingga sangat memuaskan (51% dan ke atas), dengan 9 koperasi beroperasi
di bawah fungsi perkhidmatan. Sementara itu, 17 koperasi diklasifikasikan
mempunyai prestasi yang tidak memuaskan hingga sangat tidak memuaskan
dengan skor 50% ke bawah. Secara keseluruhannya, dapatan kajian
menunjukkan prestasi koperasi dalam Program Desa Lestari adalah
sederhana. Kedua, kajian ini mendapati bahawa responden kajian ini
mendakwa mempunyai tahap modal insan, modal sosial, dan penyertaan yang
tinggi. Ketiga, analisis PLS-SEM menunjukkan bahawa walaupun tahap modal
insan dan modal sosial responden adalah tinggi dalam kajian ini, konstruk ini
tidak mempunyai hubungan ke atas prestasi koperasi, seperti yang dibuktikan
oleh analisis saiz kesan (g?) (modal insan = 0.016; modal sosial = 0.007).
Keempat, analisis bootstrapping menunjukkan bahawa penyertaan lembaga
pengarah tidak mempunyai kesan ke atas hubungan antara modal insan dan
sosial dan prestasi koperasi. Akhirnya, dapatan melaporkan bahawa semua
pembolehubah menjelaskan 12.4% daripada varians dalam prestasi koperasi
dalam kajian semasa.

Walaupun penemuan didapati tidak signifikan secara statistik, model kajian ini
adalah tepat secara ramalan, seperti yang dibuktikan oleh nilai Q2 yang lebih
besar daripada 0. Berdasarkan penemuan ini, kerangka teori yang
dicadangkan berfungsi sebagai penyelidikan prospektif kerana ia merupakan
yang pertama mengintegrasikan Teori Kebergantungan Sumber dan Teori
Penyertaan dalam menyiasat keberkesanan anggota lembaga terhadap
prestasi koperasi. Oleh itu, rangka kerja ini menawarkan landasan empirikal
dan teori untuk penyelidikan masa depan, terutamanya dalam konteks
koperasi, bagi menonjolkan daya maju platform ini sebagai strategi
pembangunan komuniti.
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CHAPTER1

INTORDUCTION

1.1 An Overview of Rural Community Development Programme in
Malaysia

Rural development has always been considered important in the national
development agenda since Malaysia became Independent in 1957. Many
policies and initiatives have been implemented to promote the well-being of
rural dwellers, ranging from agricultural sector growth, rural industrialisation,
resettlement schemes, the provision of public facilities and infrastructure
(Ngah, 2010). Such initiatives span a range of dimensions and viewpoints,
which can be differentiated by programme-based approach and attitude
change approach. Hence, for the purpose of this study, the discussion will
concentrate on the programme-based approach that has been introduced from
Independence to the present day which is created through the national policy.

In the 1950s and 1960s, the rural development began with programmes to
provide basic infrastructure and facilities (Ngah, 2010). During this period, the
primary focus was on modernising rural development (Ellis and Biggs, 2001) by
providing the infrastructure and facilities in order to link the rural economy,
provide rural employment and increase productivity and rural farmers' incomes
(Chee, 1995). Other than the infrastructure programmes, the Government
initiated the new land schemes to overcome the abundance of agricultural land
that could be developed (Mohd Arshar and Shamsudin, 1997), which carried
out by the federal autonomous bodies such as Federal Land Development
Authority (FELDA), Federal Land Consolidation and Rehabilitation (FELCRA),
and the state Government. Nevertheless, not much had been reported on the
success of the programme to mobilise local participation and the success of
community development programmes during this era was not particularly
important (Abu Samah and Fariborz, 2009a). Consequently, to promote
common attributes and interest in local development among the leaders and
community to participate not only in the implementation phase of the
development but also in the planning process, the ‘Red Book’ programme was
launched on 6" May 1960 (KPLB, 2018). This is the new approach of rural
development that integrates the top-down and bottom-up planning (Ngah,
2010) with the establishment of district development machinery that allows the
decision-making process to be partially transferred from the central to the lower
level within the state politico-bureaucratic administration system (Abu Samah
and Fariborz, 2009a). The Village Development and Security Committee
(JKKK), and the District Rural Development Committee (Ngah, 2010) were
established as a result of this initiative.



Reflecting the Government's deep concern about the role of people's
participation in community development, from the First Malaysia Plan (1966-
1970) to the Second Malaysia Plan (1971-1975), a responsive approach
focused on an awareness strategy was introduced with a series of slogan and
change-awareness initiatives, i.e. "Operation Progress" (Gerakan Maju) in
1966 to uplift the village esprit de corps via group-action based and community
improvement-oriented, "Operation Self-help" (Gerakan Jaya Diri) in 1968
mainly aimed at individual self-improvement and productivity oriented, and
"Operation Renewal" (Gerakan Pembaharuan) in 1972 which focused on
village-level social and economic improvements through community
development efforts (Abu Samah and Fariborz, 2009a; Shamsul, 1988).

The Government effort to improve rural development continued in the 1980s
with the launched of the New Approach to Village and Rural Development
(NAVRD), a modern land and agrarian reform in 1984 (Ministry of Rural
Development, 2019a). The objective is to increase small farmers' incomes by
improving efficiency and productivity through economies of scale in the
production by using the modern production and management methods. This
effort supported through the initiative of National Agricultural Policy (NAP) that
was introduced in the same year to provide a much more inclusive policy
approach to agricultural development (Mohd Arshar and Shamsudin, 1997).
Apart from that, a "new" approach to rural development was introduced in 1987
with the launch of Red Book Il, which sought to revise the legacy of the Red
Book plan of the 1960s (Abu Samah and Fariborz, 2009a; Shamsul, 1988). The
highlight of this strategy is when the Government emphasis the districts'
significant role in leading rural development in a more organised way, utilising
community-based organisations including co-operatives platform (Mohd Arshar
and Shamsudin, 1997). In the Fourth Malaysia Plan (1981-1985), in line with
the philosophy of the Government that promote the use of community-based
organisation as a rural development approach, the role of the co-operative has
been acknowledged by the Government as a third sector in contributing to the
economy with the launched of the New Co-operative Era in 1983 (Government
of Malaysia, 1985). Consequently, the new co-operatives initiated by the
Government were formed including the District Development Co-operatives
(DDC), the Cottage Industry Co-operatives (CIC), the Village Development Co-
operatives (VDC) and the Workers Investment Co-operatives (WIC).

Meanwhile, in the 1990s, the New Philosophy and Strategy of Rural
Development (NPSRD) was initiated in 1994 (Ministry of Rural Development,
2019a) as a new philosophy for rural development. This policy is in line with the
changes in the overall strategy of the national development towards a new
Vision 2020 that shifted the focus from infrastructure development to human
capacity building to encourage community involvement in rural development
(Ngah, 2010). Subsequently, in 1996 a new programme named Gerakan Desa
Wawasan (GDW) was introduced to support this initiative, focusing the
empowerment of the rural community to plan and implement development
projects towards making the village more progressive, exciting and profitable
(Talib, Jusoh, and Ibrahim, 2009). The driving force and the agent of change



behind this initiative were the JKKK which is involved in the planning,
organising and proposing village development projects (Mohd Koharuddin
Mohd Balwi, 2005). It was hoped that by implementing this programme, a
resilient, initiative, independent, knowledgeable and has a high work discipline
among the rural community would emerge, ready to take on the challenges of
rural modernisation.

In the third millennium, the National Vision Policy was implemented, and during
this era, the rural development focused on creating a favourable atmosphere to
attract investment while preserving the tranquillity of rural life. The rural
development programmes, among others, concentrating on providing good
housing, encouraging rural tourism, increasing training and income-raising
opportunities for youth and rural settlers as well as establishing small-scale
industries for the Orang Asli, such as craft and resource-based integrated
human and physical development programmes (Ngah, 2010). This is to
promote industrial activity in rural areas so that the rural community's socio-
economic conditions can be improved to address the economic disparity
between urban and rural areas. The rural communities were given an
opportunity to taking part in the comprehensive development, particularly in
terms of economic development. In line with the spirit, in 2003, Gerakan Desa
Wawasan was changed to Gerakan Daya Wawasan (Mohd Koharuddin Mohd
Balwi, 2005) as a continuation of Government efforts to empower rural people
in the planning and execution of village programmes, with a greater emphasis
on developing three types of capability, namely human capital, financial capital,
and marketing capacity (Ministry of Rural Development, 2019b). According to
Green and Haines (2015), these elements are referred to as the assets that
increase the capacity of the community to improve their quality of life and as an
important ingredient in the community economic development (Shaffer, Deller,
and Marcouiller, 2006). Subsequently, the Government has introduced the
concept of entrepreneurship in this movement to stimulate the entrepreneurial
environment with the goal of improving the quality of the community's social
and economic environment (Talib et al., 2009). In this sense, the rural
community were prepared for the next phase of holistic development in terms
of economic changes that benefit the community.

In the 2011, Malaysia embarked on the transformation era, with the goal of
being a high-income nation that is inclusive and sustainable by the year 2020
with the rural development transformation has been a major focus of the Tenth
Malaysia Plan (2011-2015). Through the implementation of the Government
Transformation Program (GTP), the 21st Century Village (21CV) programme
has been launched to improve the economy of the rural areas and one of the
initiatives is Program Desa Lestari (Prime Minister's Department, 2013). The
aim of this programme, which is an expansion of previous initiatives, is to
promote community participation in the planning and implementation of projects
in various economic sectors, such as agriculture, tourism, plantations, and
cottage industries (Ministry of Rural Development, 2019a). Nonetheless, the
distinction between this programme from previous initiatives is that the co-
operative, rather than the JKKK, is the driving force behind it. This is due to the



fact that using the co-operative as a strategy for community development would
enable the community to engage based on their interests (Majee and Howt,
2011), as well as minimise political interference, which is typically associated
with JKKK (Ahmad, Daud, and Abbasiyannejad, 2015; Ani Binti Ahmad, Abu
Daud bin Silong, Abbasiyannejad, and Turiman bin Suandi, 2014). In this
regard, the implementation of this programme has strengthened the role of co-
operatives as a part of the rural development mechanism in Malaysia since its
emergence prior to independence.

1.2 An Overview of Rural Co-operative in Malaysia

The co-operative movement in Malaysia began in 1922 with the sole aim of
providing credit facilities to members. Co-operatives in this early period were
initiated to combat the problem of the chronic rural indebtedness and deficit
spending among wage-earners in places of employment (Fredericks, 1986;
Othman and Kari, 2008). The co-operatives were run based on members’
preferences without any deep understanding about the principles of co-
operatives (Othman, 2014). Until 1930, an increasing number of credit co-
operatives can be seen year after year (Janius, 2007) and according to
Mokhzani Abdul Rahim (2006), the effectiveness of these co-operatives in
addressing the problems of peasant credit is questionable because these co-
operatives themselves are in a poor state and have not been able to save
farmers from the 'padi kunca' credit system. As a result, the rural co-operative
movement has not achieved a significant level of success since the movement
has been rooted in Western philosophy's ideological values, which are very
different from the Malay traditional social framework (Fredericks, 1986) and
there was not much awareness of the co-operative principles and philosophy
among co-operative members (Othman, 2014).

It was in the 1950s that the scope of the co-operative movement began to
expand in order to enhance the socio-economic status of its members and to
become more focused (Rasiah, Mansor, and Chandran, 2015) with the advent
of new sectors such as consumer, housing, transport, land development and
production (Janius, 2007) other than agriculture, which is normally associated
with rural areas (Shamsuddin, Ghafar Ismail, Mahmood, and Abdullah, 2017).
Besides that, in order to accelerate agricultural development, the Farmer's
Associations were launched in 1958, with the objective of centralising
agricultural extension activities and serving as agricultural co-operatives
(Othman, 2014; Wells, 1981). Government support to rural co-operatives was
further expanded by the Fisheries Development Authority (FDA) establishment,
in 1975, to track the development of a co-operative fisheries sector (Malaysia
Co-operative Societies Commission, 2011). Furthermore, the federal
autonomous bodies as well as individual states' own development schemes,
such as the Kedah Development Authority (KEDA), the South Kelantan
Development Authority (KESEDAR), and the KETENGAH in Terengganu,
encouraged the formation of co-operatives in land development projects to



channel agricultural inputs and facilities to settlers and to transport agricultural
produce (Janius, 2007; Othman, 2014)

In the Fourth Malaysia Plan (1981-1985), the role of the co-operative
movement was enhanced by the Government as a third sector in contributing
to the economy (Government of Malaysia, 1985). A new dimension of the co-
operative movement began in the 1980s with the launch of the New Co-
operative Era in 1983 (Janius, 2007). During this new era, new co-operatives
were formed for rural communities, including the District Development Co-
operatives (DDC), the Cottage Industry Co-operatives (CIC), and the Village
Development Co-operatives (VDC). DDCs and VDCs were two types of co-
operatives primarily designed to enable villagers to participate in local
development projects at district and village level, such as the construction of
rural roads, religious buildings, community centres, irrigation facilities and
housing. Meanwhile, CICs are integrated projects between Department of Co-
operative Development (DCD) and other relevant agencies within the Ministry
of National and Rural Development, i.e., the Community Development
Department (KEMAS), the Council of Trust for Indigenous People (MARA) and
the Malaysian Handicraft Development Corporation, to step up measures to
promote the cottage industry with a vision to raising the rural economy and
alleviating poverty.

Meanwhile, as a result of the expansion of co-operative scope, rural co-
operatives in the 1990s were comprised of various types of agro-based co-
operatives, fishermen's co-operatives and co-operatives under the Government
agencies such as FELDA, FELCRA and the RISDA (Othman and Kari, 2008),
restricting the exploration of new sectors such as consumer, housing, transport,
land development, and production.

In the 2010, in line with the National Vision Policy to achieve sustainable
growth, improve economic resilience, and create a unified and equitable
society, the Government has initiated the National Co-operative Policy (2002-
2010) in 2002 to promote co-operatives as a strategy to play a bigger role
particularly towards poverty eradication, employment creation and business
expansion. This policy envisaged a co-operative movement which is active,
strong and self-reliant in which the Government as the movement’s regulator
(Malaysia Co-operative Societies Commission, 2011).

Subsequently, during the transformation era in 2011, the existing policy was
improved with the introduction of the National Co-operative Policy Il (2011-
2020) in order to overcome the issues that had been impeding the co-operative
movement's progress, namely management, finance, leadership, and member
participation (Malaysia Co-operative Societies Commission, 2011). This new
policy emphasises effective business management and governance as vital
aspects in guaranteeing the continued presence of co-operatives in the market.
As a result, the capacity and competency of co-operatives were strengthened



via the policy of electing informed and dedicated leaders capable of leading the
co-operatives to a higher level (Malaysia Co-operative Societies Commission,
2011). This is aligned with the Government's most recent transformation
programme, Program Desa Lestari, in which community involvement in co-
operative board members was critical in ensuring that the projects planned
benefitted the community as a whole (Ministry of Rural Development, 2019a).
In this sense, the implementation of Program Desa Lestari has acknowledged
the importance of the roles performed by co-operative board members, which
indirectly promote co-operative as a strategy for community development
initiatives to foster rural economic development.

1.3 Co-operative as Strategy for Community Development

According to International Cooperative Alliance (ICA), co-operative is defined
as an autonomous association of persons, united voluntarily to meet their
common economic, social, and cultural needs and aspirations through a jointly
owned and democratically controlled enterprise. Unlike other business models,
co-operatives are organised on the basis of fundamental principles and values
defined by the ICA, namely voluntary and open membership; democratic
member control; member economic participation; autonomy and independence;
education, training, and information; cooperation among co-operatives; and
concern for community (Majee and Hoyt, 2011). Based on these principles, a
critical component that has been highlighted is concerning the community that
was introduced in 1995 to recognise the connection between co-operatives and
community development (Wilkinson and Quarter, 1996).

Zeuli, Freshwater, Markley, and Barkley (2004) highlighted that co-operatives
are regarded as potentially important mechanisms for community development
as the nature of co-operatives is more community-oriented (Fairbairn, 1991;
Wilkinson and Quarter, 1996). This is because the co-operatives are owned
and controlled locally (Zeuli et al., 2004) that allows the organisation to achieve
greater social and economic benefits in a community (Majee and Hoyt, 2009).
Since co-operatives structure are more society-oriented, democratic and
people-centred (Majee and Hoyt, 2011), it can mobilise the local resources into
a critical mass for the benefit of the community (Zeuli and Radel, 2005). In
addition, co-operatives which is community-based organisation (Gibson, 2005)
allow the community to participate, negotiate, influence, control, and work
together to build community identity, establish community norms, learn to trust
each other, and committed to providing benefits for each other (Majee and
Hoyt, 2009). Brown (1997) and Othman et al. (2014) in their study have
supported this argument and emphasised the importance of co-operative
movement as a part of rural development that has a positive impact on the
community as a whole (Nurhazani, Azlan, and Kamarul Baharin, 2016).
Furthermore, in the context of Malaysia, co-operatives that serve as a
mechanism for economic growth in Malaysia (Ungku Abdul Aziz, 1966, 1967),
particularly in rural areas (Rasiah et al., 2015) to explore the development of
new sectors other than agriculture and fisheries. These scenarios demonstrate



that the Government's attempts to promote the usage of co-operatives in rural
Malaysia indirectly reflect co-operatives' potential as a community development
strategy.

In order for the co-operatives to function as a viable strategy for community
development, Zeuli et al. (2004) noted that it is contingent on the co-operative's
success in meeting its goals, as reflected by its performance (Mulgan, 2010;
Shamsuddin, Mahmood, Liza Ghazali, Salleh, and Amalina Md Nawi, 2018).
According to previous research (e.g., Abdul Aris, Madah Marzuki, Othman,
Abdul Rahman, and Hj Ismail, 2018; Beaubien and Rixon, 2012; Bond, 2009),
the measurement of co-operative performance consists of financial and non-
financial indicators that not only meet traditional corporate performance
requirements for survival but also include community benefits (Benos et al.,
2018; Franken and Cook, 2015; Hind, 1999; Soboh et al., 2009). The relevance
of these indicators is consistent with Enke's (1945) contention that the profit
generated by the co-operative must be maximised in order to optimise
community welfare which also supported the National Co-operative Policy's
objective of ensuring the continued existence of co-operatives in the market
(Malaysia Co-operative Societies Commission, 2011). As a consequence,
examining co-operative performance is critical since the structure and nature of
co-operatives have the ability to generate more substantial social and
economic benefits within a community than profit-driven corporations
(Fairbairn, 1991; Giacomini et al., 2017; Wilkinson and Quarter, 1996; Zeuli et
al., 2004). Hence, in this study the performance of the co-operative will be
analysed in order to assess the effectiveness of the co-operative platform as a
strategy for community development in Program Desa Lestari.

Nevertheless, the significance of this platform as a strategy for community
development programmes is relies on the significant roles performed by co-
operative board. This is due to the fact that the co-operative board is not only
responsible for and functions to protect the shared interests of the members,
but also for the community as a whole (Borzaga and Spear, 2004; Jussila,
Goel, and Tuominen, 2012). Apart from that, the desire for the co-operative
board to function effectively originates from their shared sense of community,
shared values, and shared objectives (Birchall and Simmons, 2004), all of
which would benefit the community. It exhibits the usage of the "user-control"
concept, which states that co-operative members govern their organisation
(Zeuli and Radel, 2005), proving its viability as a community development
strategy. It is consistent with Malaysian Government policy, which emphasises
the significance of co-operative board roles under the Strategic Trust 2 of the
National Co-operative Policy Il (Malaysia Co-operative Societies Commission,
2011), including those under Program Desa Lestari. As a result, since the co-
operative performance in Program Desa Lestari is reliant on the essential roles
of the co-operative board, it is necessary to examine the factors that influence
its effectiveness.



1.4 Co-operative in Program Desa Lestari

As articulated above, the Malaysian Government has introduced numerous
community development programmes to cater and enhance the rural
community's economic, social, and cultural conditions through its development
policies since Independence to the present day. Program Desa Lestari is the
Government latest community development programme, and this initiative has
been implemented for 8 years by promoting co-operative as a strategy for
community development. The implementation of this initiative is a continuation
of Gerakan Daya Wawasan in order to develop a vibrant and stable rural
economy leading to a high-income community, with an emphasis on the
expansion of economic activities through the utilisation of village core
competencies and potential industries, in accordance with a rural development
approach (Ngah, 2010). The essence of this programme, which allows the
community to analyse economic conditions, identify economic needs, and
assess what should be done to improve economic conditions, is consistent with
the community economic development (CED) concept proposed by Shaffer et
al., (2006).

The Government has provided a significant amount of allocation to this
programme in order to stimulate the economy in rural areas in appropriate
sectors through the co-operative platform. 80% of the funds focusing on
increasing economic activites and the remaining 20% on developing
infrastructure and human capital development to support the economic
activities (Ministry of Rural Development, 2018). In the Government's effort to
achieve its goals of creating a conducive environment and providing equal
employment opportunities for rural people, three main performance indicators
(KPIs) have been developed to assess the programme's effectiveness: (1)
increase co-operative gross income by at least 5% after one year of
implementation; (2) create at least ten new job opportunities; and (3) targeting
at least 30% Head of Households (HoH) as the co-operative member (Ministry
of Rural Development, 2018). The development of these indicators
corresponds with the economic development outcome of community
development programme, as outlined by Phillips and Pittman (2008).

The selection of co-operatives in Program Desa Lestari includes rural co-
operatives nationwide; thus, a collaboration with the State Government and
related agencies such as the Malaysia Co-operative Societies Commission
(SKM) was required to organise, identify, and nominate a list of co-operatives
with potential economic activities. It is essential to involve all rural community
development-related entities, either at the federal or state level, in this initiative
because, according to Okubo (2009), the programme's effectiveness is
depending on this collaboration in order to identify, evaluate, and provide
constructive recommendations in ensuring the viability of the economic projects
proposed by the co-operatives.



As stated, since the co-operative platform used in this programme is to explore
the development of potential industries, thus the performance measurement of
co-operatives in Program Desa Lestari would provide additional context, that
includes co-operatives from other functions which indirectly discussing the
capacity of this platform as a strategy for community development other than its
primary sector, i.e., agriculture.

Therefore, it is important for the current analysis to examine the co-operative
performance in this programme, which not only reflects the pattern of
performance from various functions but also indirectly reflects the
Government's latest policies regarding community development in rural areas.

1.5 Statement of Problem

Program Desa Lestari is the government's most recent community
development program, launched in 2013, that promotes co-operatives as a
community development strategy. Despite the fact that there are a variety of
co-operative movements in rural areas, including co-operatives under the
Farmers' Organisation Authority of Malaysia (FOA), the Fisheries Development
Authority of Malaysia (LKIM), and Government land development agencies
such as the Rubber Industry Smallholders Development Authority (RISDA),
FELDA, and FELCRA (Othman, Mansor, and Kari, 2014), the current study
focuses primarily on co-operatives under Program Desa Lestari. This is due to
the fact that this programme has received substantial Government funding, with
a total of RM147.4 million spent over the last 8 years involving 128 co-
operatives around the country (Ministry of Rural Development, 2019a). Besides
that, the co-operatives chosen for this programme represent a diverse range of
functions, including consumers, services, transportation, industry, construction,
and agriculture, in contrast to other rural co-operative movements, which have
primarily focused on the agricultural sector, that has been the focus of previous
studies. (e.g. Arshad and Shamsudin, 1997; Hotta, 1994; Shamsuddin et al.,
2017; Visser, 1997; Wells, 1981; Zahari, 1994). In addition, the co-operative
board members in Program Desa Lestari were given the opportunity to
participate in the planning, implementation, monitoring, and evaluation of
economic projects in the villages, which highlighted its differences from other
rural co-operatives especially those related to agriculture, where most projects
were provided by the Government through FOA, RISDA, FELDA, and FELCRA
(A. Othman and Kari, 2008). Furthermore, the implementation of Program Desa
Lestari involved collaboration with related agencies, either at the federal or
state level, which indirectly demonstrated the Government's commitment to
ensuring the success of this programme (Ministry of Rural Development, 2018).
All of these efforts, however, could be in vain if the impact of this initiative is not
demonstrated by the performance of the co-operatives. As a result, it is
important to examine the programme's effectiveness by assessing co-operative
performance, which not only illustrates the pattern of performance across
different co-operative functions, but also implicitly reflects the Government's
most recent policies aimed at improving the rural community.



Although the main purpose of a co-operative is to provide optimum stability and
growth conditions for its members (Helmberger and Hoos, 1962), the
measurement of its performance is not easy as it depends on the purposes of
its establishment (Soboh et al., 2009). In the context of Malaysia, SKM as the
authorised agency has established an index consisting of two critical indicators,
the financial and non-financial component (Sushila Devi Rajaratnam, Nurizah
Nordin, Mohd Shahron Anuar Said, Rafedah Juhan, and Farahaini Mohd Hanif,
2009) which consistent with prior studies (Benos et al., 2018; Giacomini et al.,
2017; Mayo, 2011). The performance of the co-operative was determined
based on the weighting set by SKM, i.e. 60 per cent was allocated for financial
factor and the remaining 40% reflects the non-financial component
(Suruhanjaya Koperasi Malaysia, 2019). Although the purpose of the
establishment of co-operative might be varied, this similar metric has been
standardised and used to measure the performance of co-operatives, including
those in rural areas. Therefore, as the current study is evaluating the
performance of rural co-operatives in Program Desa Lestari, additional non-
financial indicators, i.e., membership growth in the metric, are proposed. Based
to SKM's current scale of non-financial metrics used to quantify the
performance of Malaysia's top 100 co-operatives, only the number of
memberships was included in the measurement of the co-operative's
adherence to the principles (Suruhanjaya Koperasi Malaysia, 2017, 2019),
which does not reflect the co-operative's actual performance. This is because,
according to Sushila Devi Rajaratnam et al. (2009), membership growth is an
important measure in demonstrating performance because successful co-
operatives are more likely to have membership growth. Furthermore, the
proposed membership growth metric is consistent with the key performance
indicators outlined for the Program Desa Lestari, which targets Heads of
Households (HoH) as co-operative members (Ministry of Rural Development,
2018), in which being a co-operative member would benefit them indirectly in
the form of monetary or non-monetary gains. Thus, incorporating membership
growth as an additional measure of non-financial performance is considered to
be reasonable and relevant in the context of Malaysian rural co-operatives.

Furthermore, the financial indicators of co-operative performance were
measured using secondary data, which fit with the use of PLS-SEM as a
statistical method proposed in this research. According to Henseler and
Sarstedt (2013), the application of PLS-SEM is the best option for secondary
data analysis and is particularly useful for archive research (Richter, Cepeda-
Carridn, Roldan Salgueiro, and Ringle, 2016; Sarstedt, Ringle, and Hair, 2017).
Besides that, in this study, the co-operative performance is treated as a
formative indicator, and according to Hair, Risher, et al. (2019), PLS-SEM
should be used when integrating formative measurements into the
hypothesised model. This emphasised its differences from past collaborative
research, which subsequently highlights methodological gaps where the
majority of studies (e.g. ‘Aini, Hafizah, & Zuraini, 2012; Harun & Mahmood,
2012; Rohana Othman et al., 2016; Yaacob, Hammad Ahmad Khan Zuraini
Yaacob, & Hussin, 2014) employed the Statistical Package for Social Science
(SPSS) to analyse financial indicators.
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The other issue that attracted the attention of the current researcher is related
to inadequate literature and the lack of similar research carried out in the
context of co-operative governance compared to corporate governance
literature (Buang and Abu Samah, 2020). Intan Waheedah, Maslinawati, and
Azizah (2013) reported that the literature on co-operative governance,
particularly in Malaysia, is still at an early and very limited stage which implicitly
indicates that the research on co-operative boards is lagging even further.
Nonetheless, a number of studies have been done (e.g., Ismail, Ahmadi, Yatim,
and Ismail, 2020; Rohana Othman et al., 2016; Sallehhuddin et al., 2018), and
the majority of them have adopted the concept of corporate governance to
describe the factors that influence the effectiveness of the co-operative board,
since both organisations are corporate in nature and have similar governance
systems (Hakelius, 2018). Although corporate governance concepts can be
extended to co-operatives (Bond, 2009), there is a slight difference between
co-operative governance and corporate governance (Saleh and Hamzah,
2017). In the context of co-operative, the board must act in the role of
management supervisor and protector of their membership's democratic rights
(Berge, Caldwell, and Mount, 2016), while at the same time improving the co-
operative performance and ensuring conformance (Cornforth, 2004).
Therefore, since the co-operative board is responsible for safeguarding the
members' common interests (Jussila et al., 2012) and serves as an important
instrument of internal governance (Matoussi and Gharbi, 2011), it is timely to
investigate the factors that influence the effectiveness of board members that
contribute to co-operative performance, especially in Program Desa Lestari.

Prior scholars reviewed various factors affecting the effectiveness of the co-
operative boards and most of them focused more on investigating the impact of
board features such as board size, board meeting and board composition that
contribute to the performance (e.g., Bond, 2009; Chareonwongsak, 2017;
Ghosh and Ansari, 2018; Hakelius, 2018). According to Daily, Dalton, and
Cannella (2003), any advance in board effectiveness analysis needs to explore
new fields of study and one of the perspectives that can be taken into
consideration is the resource provision role of the board (Johnson, Daily, and
Ellstrand, 1996). Hillman and Dalziel (2003) embraced this concept and
introduced board capital as the main antecedent of the board's resources
provision role stemmed from Resource Dependence Theory (Pfeffer and
Salancik, 1978). This perspective believes that the board ability to provide
resources to the firm is derived from the human capital and social capital of the
board of directors. Human capital has been described in the previous studies
as the director's knowledge, skills, and abilities (Crook, Todd, Combs, Woehr,
and Ketchen, 2011; Khanna, Jones, and Boivie, 2014; Nicholson, 2004) as a
result of their investment in education (Becker, 1993; Kor and Sundaramurthy,
2009) and prior experience (Lester, Hillman, Zardkoohi, and Cannella, 2008;
Minichilli and Hansen, 2007; Pugliese and Wenstop, 2007). According to
Becker (1964;1975), human capital can be categorised into two groups, i.e.,
general and specific human capital, where Rauch and Rijsdijk (2013)
discovered that both components had an effect on firm performance (Bruderl,
Preisendorfer, and Ziegler, 1992; Cooper, Gimeno-Gascon, and Woo, 1994;
Dahlqvist, Davidsson, Dahlqvist, and Wiklund, 2000).
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Social capital, on the other hand, is characterised by Kim and Cannella (2008)
as interpersonal linkages between individuals that can be divided into two
types: external social capital and internal social capital (Adler and Kwon, 2002).
Each category is derived from different types of network interaction (Kim and
Cannella, 2008) and contributes different resources to the board (Pérez-Calero,
Villegas, and Barroso, 2016), all of which have an impact on the board's
effectiveness and firm performance. Although previous studies have shown the
correlation between human capital and social capital on firm performance in the
context of corporate governance (Daily et al., 2003; Dalton, Daily, Johnson,
and Ellstrand, 1999; Haynes and Hillman, 2010; Hillman and Dalziel, 2003;
Pérez-Calero, Villegas, and Barroso, 2016), but this hypothesis has yet to be
tested, especially from the Malaysian co-operative perspective. Thus, it is
necessary to conduct this study in order to fill gaps and contribute to some
knowledge in the field of co-operative, especially literature enrichment from the
Malaysians point of views.

Besides that, the studies on co-operative have identified that member
participation in the governance as a critical factor in influencing the
performance of co-operatives (‘Aini, Hafizah, and Zuraini, 2012; Amini and
Ramezani, 2008; Sushila Devi Rajaratnam, Noordin, Said, Juhan, and Hanif,
2010). The member participation in the co-operative governance in those
studies was displayed in the form of attendance at the annual general meetings
and supporting the products or services of their co-operatives.
Correspondingly, in the case of Malaysia, the studies to date also portrayed
such attributes when discussing the participation of members in the co-
operative activities (e.g., ‘Aini et al., 2012; Hafizah Hammad Ahmad Khan,
Mahazril' Aini Yaacob, Hussin Abdullah, and Siti Hajar Abu Bakar Ah, 2016;
Sushila Devi Rajaratnam et al., 2010). On the other hand, Fiegener (2005)
emphasised the importance of studying the behaviour of board participation,
especially in the firm's strategic decision-making process that indirectly affects
firm performance (Judge and Zeithaml, 1992). As enunciated, the significance
of co-operative board roles was emphasised in the National Co-operative
Policy 1l (Malaysia Co-operative Societies Commission, 2011), and the
importance of board participation in co-operative strategic decision-making was
highlighted in the 1993 Co-operative Societies Act (Amendment) 2007 [Act
502], which stated:

“...in general, shall direct, manage and supervise the business or activity, the
fund and property of the society, and shall exercise all the necessary powers to
ensure full administration and management...” (36)

In addition, from the researcher point of view, having key resources does not
ensure that the board functions effectively without the board members being
actively participated. This study envisages that the board members' human
capital and social capital might be able to improve the level of their participation
that indirectly affects co-operative performance. In order to understand the
relationship between human capital and social capital with co-operative
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performance in Program Desa Lestari, the present study would, therefore, like
to propose board participation as a mediating factor. This argument is
supported by research conducted by Barroso-Castro, Villegas-Perifian, and
Dominguez (2017), who discovered that the knowledge and abilities of
directors influence the board's internal processes, i.e., board participation,
which contributes to better decision outcomes and improved company
performance. Accordingly, the Participation Theory was used to clarify the
mediating impact of board participation since the description of the participation
process in this study is in line with the project cycle participation process within
the rural development programme. In fact, this programme is one of the
initiatives under the umbrella of the community development initiative and thus
demonstrates the appropriateness of this theory.

To summarise, the current research seeks to extend existing understanding of
co-operative governance by employing and integrating the Resource
Dependency Theory (Pfeffer and Salancik, 1978) and Participation Theory
(Cohen and Uphoff, 1977), both of which are relatively new and have many
gaps and inconsistencies. Hence, the present study attempts to contribute to
the idea of human capital and social capital as a significant factor for a
complete understanding of its contribution to co-operative performance in
Program Desa Lestari, arguing that such relationships cannot be accurately
interpreted without taking into account the influence of board participation.

1.6 Research Questions

Taking into consideration the nature and significance of the problem statement,
the following research questions are of interest and are expected to be
addressed in this thesis:

i. What are the levels of co-operatives' performance in Program Desa
Lestari based on their functions?

ii. What are the levels of human capital, social capital, and board
participation in Program Desa Lestari?

iii. Is there any significant relationship between human capital and social
capital with co-operative performance in Program Desa Lestari?

iv. Does board participation mediate the relationship between human

capital and social capital toward co-operative performance in Program
Desa Lestari?
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1.7 Research Objectives

The general objective of this study is to examine the influences of human
capital, social capital, and participation of board members on co-operative
performance in Program Desa Lestari. Specifically, the research objectives of
this study are:

i To determine the levels of co-operatives' performance in Program
Desa Lestari based on their functions.

ii. To determine the levels of human capital, social capital, and board
participation in Program Desa Lestari.

iii. To examine the significant relationship between human capital and
social capital with co-operative performance in Program Desa Lestari.

iv. To examine the mediating role of board participation on the relationship
between human capital and social capital with co-operative
performance in Program Desa Lestari.

1.8 Significance of the Study

The strength of this study lies in its contribution to the assessment of rural co-
operative performance. As previously stated, the performance of the co-
operative was measured using financial and non-financial metrics.
Nonetheless, in order to accommodate the Program Desa Lestari's objective as
well as the nature of a rural co-operative, an additional non-financial metric,
namely membership growth, was proposed. Incorporating membership growth
as an additional indicator of non-financial performance is deemed relevant and
generic that can be used to assess the performance of various types of co-
operatives. Furthermore, experts from academia and industry were involved in
the verification of the development of the instrument for this study, through
which the developed instrument can be used by Governments and their
agencies to determine the performance of co-operatives using the indicators of
financial and non-financial as proposed in this study.

In terms of knowledge significance, the present thesis aims to broaden existing
knowledge of co-operative governance that applies the principle of corporate
governance by incorporating and applying the Resource Dependency Theory
(Pfeffer and Salancik, 1978) and Participation Theory (Cohen and Uphoff,
1977). In term of academic discussion, with respect to the best knowledge, this
current research acts as preliminary research as it is the first to merge the
Resource Dependence Theory and Participation Theory into a united
framework, particularly in understanding the phenomena of rural co-operative
performance in Program Desa Lestari. This situation is due to majority prior
research apply the Resource Dependence Theory in context of corporate
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governance, while the Participation Theory which is prominently in the rural
community development field. Furthermore, studies on co-operative
governance have received limited attention in academic research (Intan
Waheedah Othman et al., 2013), resulting in the filling of a literature gap,
particularly in the context of Malaysian co-operative. Apart from that, this study
contributes to the methodology or methods used, particularly in the content
validity process. In this study, the Content Validity Ratio (CVR) technique was
used to examine the reliability of a newly developed instrument, as one of the
most recent contributions to the methodology that the researchers can employ
as a reference.

Finally, the study's findings are expected to be shared with the Government
and other key policymakers and implementers, particularly in the field of
community and co-operative development, via the sharing platform at the
departmental, agency, and ministry levels. The information gathered from this
study serve as a guiding material for community development practitioners to
consider co-operative as a catalyst for the community development programme
in Malaysia especially focusing on economic perspective. Furthermore, the
results of this research can be substantially beneficial in offering some
information on the human capital and social capital factors as additional
guidelines for evaluating the readiness of the leaders from various groups of
people at the village-level (e.g., MPKK, women's association, youth
association, and homestay association) to engage in the community
development programmes. By considering these elements, the sustainability of
the programme can be improved and expected to foster the creation of
economic benefits that help the community transition towards better well-being

1.9 Scope and Limitation of the Study

The current research main scope is to examine the factors of provision role of
resources, namely human capital and social capital, as well as the mediating
factor of participation among co-operative board members in Program Desa
Lestari. Hence, this study confines itself to determine the relationship between
human capital and social capital as the independent variable; a mediating
factor of board participation; and co-operative performance as the dependent
variable. While there might be many other possible factors affecting the co-
operative's performance, the subject of concern in the current study focuses on
the factors mentioned above that may influence the phenomenon.

Besides that, the scope of this research was restricted to the co-operatives
selected in Program Desa Lestari. Other rural co-operatives movement in the
rural area, such as those under FOA, LKIM, and Government land
development agencies like RISDA, FELDA, and FELCRA, were not included in
this research.
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Apart from mentioned scopes, the present study also has several limitations
that warrant discussion. The first and foremost limitation is that the sample
included in this study consisted entirely of micro co-operative clusters in
Program Desa Lestari. Consequently, it cannot be assumed that the co-
operative performance in this population will exhibit the same magnitude in a
different population. The findings of this research should therefore not be
generalised to all co-operatives in Malaysia as it varies in size, location and
experience.

In addition, the current study employed the purposive sampling where the
selection of the respondents was drawn among co-operative board members
from Program Desa Lestari within a specific population from the year 2013 until
2015 and only limited involving 50 co-operatives. Thus, to offset this limitations,
future research should employ larger and more randomised samples to help
improve the generalisability as well as decrease bias in the design.

Last but not least, apart from board participation acting as a mediator of this
study, there may be other omitted mediating variables that can be considered.
It is possible that other variables not included in this study could be stronger
mediators of the relationship between human capital and social capital toward
co-operative performance. Nonetheless, due to its important contributions to
understanding the phenomenon of the current study, this research confines
itself to examining the mediating impact of board participation on the
relationship between human capital and social capital with co-operative
performance.

1.10 Theoretical Framework

In this study, the theoretical framework serves as the structure that maintains
and supports the theories that direct the research work (Dickson, Adu-Agyem,
and Hussein, 2018), as well as reflecting how certain variables are logically
formed, defined, and interrelated (Sekaran and Bougie, 2016). The research
experts proposed that the study should be firmly rooted in an established
theory chosen from credible studies (Akintoye, 2017) to guide and align with all
aspects of the research process (Dickson et al., 2018). Therefore, it is essential
to adopt relevant theories to explain the factors that influences the co-operative
performance in Program Desa Lestari.

Pfeffer and Salancik (1978) spawned one of the well-known theories in
corporate governance in describing the role of the board in providing resources
through the introduction of Resource Dependence Theory (Afza and Nazir,
2014). Resource Dependence Theory guided this study as the foundation to
further understand the board function to bring critical resources to the co-
operative that indirectly influence the performance. It explains the human
capital and social capital as the independent variable, which describes the
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primary antecedent of the board’s provision role of resources and its
relationship with co-operative performance.

Correspondingly, the Participation Theory introduced by Cohen and Uphoff
(1977) was employed to explain the mediating effect of the board participation
between human capital and social capital towards co-operative performance. In
this study, board participation is determined by their involvement in planning,
implementation, and monitoring and evaluation of projects in Program Desa
Lestari. This study suggested that bundling these theories together would
complement each other in explaining the phenomenon of the co-operative
performance in Program Desa Lestari and served as essential foundations in
developing theoretical arguments, which lead to the research framework of the
present thesis.

1.10.1 Resource Dependence Theory

Resource Dependence Theory (RDT) derives from economics (Zahra and
Pearce, 1989) and sociology (Pfeffer and Salancik, 1978) disciplines
concerned with the distribution of power within the firm and around the
organisation (Chambers, Harvey, Mannion, Bond, and Marshall, 2013). The
seminal work by Pfeffer and Salancik (1978) described that the organisation is
as an open system which depends on its environment for survival and the
organisations must enter into transactions and relations with elements in the
environment that can provide the required resources and services (Aldrich and
Pfeffer, 1976). Besides that, this theory also acknowledges the influence of
external factors on organisational behaviour (Hillman, Withers, and Collins,
2009) and it can be reduced through the role played by the board to minimise
environmental dependencies (Reitz, 2011) by linking the organisation to the
external environment as well as providing resources that enhance various
aspects of performance (Wincent, Anokhin, and Ortqvist, 2010). In this context,
the board members are viewed as an integral component of an organisation
(Boyd, 1990) and played a vital role accessing the desired resources (Afza and
Nazir, 2014). Additionally, the board members also facilitating the acquisition of
external resources and critical information (Pfeffer and Salancik, 1978) as well
as contributing numerous expertise and experiences to the board (Wincent et
al., 2010).

The role of board members suggested in the resource dependence literature is
the provision role of resources (Johnson, Daily, and Ellstrand, 1996) that
directly related to the firm performance (Hillman and Dalziel, 2003). A
resourceful board members provide the firm with any feature, skill or advantage
that may be considered useful for the firm's operations (Melkumov and
Khoreva, 2015) to improve its performance and survival in an unpredictable
environment (Hill and Rothaermel, 2003).
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Meanwhile, in determining the performance of the company, Zahra and Pearce
(1989) stated that the resource dependence scholars referred performance
encompassing of financial, systematic and social components as noted under
the legalistic perspective. Financial criteria relate to creating shareholder’s
wealth that usually measures using accounting-based performance measures
such as returns on assets, returns on equity and dividend per share
(Shamsuddin et al., 2017; Sushila Devi Rajaratnam et al., 2009). On the other
hand, systematic performance criteria focused on the firm'’s survival and growth
(Kyriakopoulos, Meulenberg, and Nilsson, 2004), while social performance
revolves around the corporate respond to changing societal expectations
(Duguid, 2017). Based on these criteria, it corresponds to the explanation of
co-operative performance assessment in Program Desa Lestari, which includes
financial and non-financial indicators.

Previous studies stated that the main antecedent of the board provision role of
resources is board capital (Haynes and Hillman, 2010; Hillman and Dalziel,
2003) that originated from work of human capital by Becker (1975) as well as
social capital by Nahapiet and Ghoshal (1998). According to Kim and Kim
(2015), the separation of both resources resulted in a lack of understanding of
the impact of the resource provision role of the directors on the firm’'s
performance.

According to Courtemanche, Co6té, and Schiehll (2013), the board capital
taxonomy of Hillman and Dalziel was largely influenced by the four main
advantages that boards could offer, as suggested by Pfeffer and Salancik
(1978): (1) provision of specific resources, such as expertise and advice from
individuals with experience in a variety of strategic areas; (2) information
communication channels between external organisations and the firm; (3)
assistance in obtaining commitment and support from key players outside the
firm; and (4) legitimacy. Similarly, when the members of the co-operative board
are appointed, they were required to apply their expertise, skills, and
experience to provide helpful advice to improve the co-operative's credibility
and reputation, to promote relations with external organisations, and to
facilitate the co-operative's strategic planning, implementation, monitoring, and
evaluation. It is therefore crucial for this thesis to investigate the co-operative
board's provision role of resources extracted from their human capital and
social capital, which can have a significant impact on the co-operative's
performance in Program Desa Lestari.

1.10.1.1 Human Capital

Human capital is refers to the director’'s knowledge, skills and abilities (Crook et
al., 2011; Khanna et al., 2014; Nicholson, 2004) derived from their investment
in education (Becker, 1993; Kor and Sundaramurthy, 2009) and prior
experience (Lester et al., 2008; Minichilli and Hansen, 2007; Pugliese and
Wenstop, 2007). Harris and Helfat (1997) used the term of human capital and
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skills interchangeably by referring to skills as expertise, abilities, and
knowledge and this description suited with the definition by the sociology
scholars (Becker, 1964; Becker, 1993; Coleman, 1988; Denison, 1962;
Psacharopoulos, 1985; Schultz, 1961) which can be differentiated into two
categories namely general and specific human capital (Becker, 1975).

General human capital is defined as a set of knowledge and skills to perform
generic tasks (Vourvachaki, Slobodyan, and Jerbashian, 2015) that can be
applied in different contexts (Rauch and Rijsdijk, 2013). Education is often used
as an indicator associated with general human capital (Bruderl et al., 1992).
Through structured learning and knowledge generated higher levels of formal
education (Khanna et al., 2014), contributing to better cognitive ability
(Carpenter and Westphal, 2001). Furthermore, board diversity in terms of their
educational background (Pugliese and Wenstop, 2007) is better able to find
creative solutions that support effective decision-making (Wincent, Anokhin,
and Boter, 2009) and assist the members to fulfil the board’s roles in the
provision of resources (Pérez-Calero et al., 2016).

Another way for a board to develop their general human capital is through prior
experience (Khanna et al., 2014) gained through current and previous
professional experience (Pérez-Calero et al., 2016). Moreover, board members
with professional experience can be strong indicators of human capital (Bailey
and Helfat, 2003; Carpenter and Westphal, 2001; Certo, 2003) because it
shapes their thinking, frame of reference, and perceptions (Kor and
Sundaramurthy, 2009; Westphal and Fredrickson, 2001). Thus, in this study,
general human capital, i.e., education level and previous experience, will be
included as a metric to measure the human capital of board members that
contributes to co-operative performance in Program Desa Lestari.

Besides that, the director also developed their human capital competencies
that derived from a specific human capital (Bruderl et al., 1992; Cooper et al.,
1994; Khanna et al., 2014; Kor and Sundaramurthy, 2009; Rauch and Rijsdijk,
2013; Vourvachaki et al., 2015). Specific human capital is refers to a set of
skills to enable highly specialised tasks to be performed (Vourvachaki et al.,
2015) and valuable only in occupations that require skills similar to the current
one (Gathmann and Schdnberg, 2007). According to Bruderl et al. (1992), the
indicators of specific human capital including industry-specific experience and
entrepreneur-specific human capital. The industry-specific experience reflects
the experience of similar businesses (Colombo and Grilli, 2005; Cooper et al.,
1994), which in the context of co-operatives, according to Hakelius (2018), is
shown by the specific experience related to the activities, structure, and
understanding of the co-operative form. These features allow them to develop
specific skills and tacit knowledge about how boards, firms, and industries
operate (Becker, 1993; Nahapiet and Ghoshal, 1998). In comparison,
entrepreneur-specific human capital is assessed based on self-employment
and leadership experience (Bruderl et al., 1992) or previous management
experience as referred to by Rauch and Rijsdijk (2013), which was measured in
the current study based on experience as members of the village-level
committee (e.g., JKKK, co-operative and Homestay Association).
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As a result, in the context of this study, specific human capital is included as an
additional parameter to quantify the levels of the human capital of board
members that contribute to co-operative performance.

1.10.1.2 Social Capital

The concept of social capital has been used to describe a wide variety of social
phenomena since its early use (Nahapiet and Ghoshal, 1998) and this idea has
been adopted by economists in describing its impact on the economic outcome
(Hayami, 2009). The seminal work of Granovetter (1973) on embeddedness is
the most commonly network approach of social capital used in relation to
economics performance of firms (Claridge, 2018). Derived from this line,
Nahapiet and Ghoshal (1998) defined social capital as the sum of the actual
and potential resources embedded within, available through, and derived from
the network of relationships possessed by an individual. To conceive of the
primary antecedent of the board's provision role of resources to the firm,
Hillman and Dalziel (2003) have referred to Nahapiet and Ghoshal's (1998)
work in defining the concept of social capital, which, in turn, contribute to firm
performance. In addition, Adler and Kwon (2002) have suggested
differentiating social capital in two forms: external social capital and internal
social capital, as each group draws from different styles of network connections
and provides the board with different resources (Kim and Cannella, 2008).

External social capital can be described as the extent to which a board
members has external contact with the environment including shareholders,
customers, vendors, Government authorities, and politicians (Kim, 2005)
through bridging and linking (Kim and Cannella, 2008; Lee et al., 2016; Pérez-
Calero et al., 2016). The success of the firm depends largely on board
member’s ability to extract valuable resources from the environment (Pfeffer
and Salancik, 1978) to respond to external contingencies (Wincent et al., 2009)
as the organisations are not a closed system (Pérez-Calero et al., 2016). In this
regard, Kim and Cannella (2008) found out that the board 's external social
capital will provide a firm with a competitive advantage through the ability of the
board members to offer useful resources (Kim and Cannella, 2007) and
external information to mitigate uncertainty (Lee et al., 2016). Similarly, in the
co-operative framework, external social capital refers to bridging with other co-
operative board members (Yu and Nilsson, 2018) as well as the inter-
organisational linking in which co-operative is involved (Liang, Huang, Lu, and
Wang, 2015) such as Government agencies, suppliers and customers.

Thus, in this study, the bridging and linking of board members with different
external bodies will be examined in order to determine its impact on co-
operative performance in Program Desa Lestari.
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Whereas internal social capital consists of the ties and relations within the
board of directors (Kim and Cannella, 2008), which contribute to the board's
cohesiveness (Forbes and Milliken, 1999) in achieving its common purposes
through organisational bonding (Lee et al., 2016). This concept, according to
Pérez-Calero et al. (2016), is the most suitable approach for analysing the
board's ability to function as a group because internal social capital contributes
to trust enhancement among the board, which improves the effectiveness of
collaboration and communication within the boardroom (Kim and Cannella,
2008). Since a co-operative is also a social enterprise (Defourny and Nyssens,
2008), a similar concept has been used to define the features of the co-
operative board members' internal social capital (Crucke and Decramer, 2016).
This study will therefore include the bonding as an indicator to determine the
internal social capital of the board members in the Program Desa Lestari,
which will eventually lead to co-operative performance.

To summarise, Resource Dependence Theory was used as the primary theory
in this study to understand the phenomenon associated with the resource
provision role of board members derived from human capital and social capital.
The current research argued, using this theory, that human capital and social
capital acted as an input contributing to the performance of the co-operatives in
Program Desa Lestari.

1.10.2 Participation Theory

Cohen and Uphoff’'s Participation Theory (PT) was introduced in 1977 as one
of the prominent social science theories. The way participation is defined
depends primarily on the background and context in which it is applied, which
can be differentiated into two main contexts: political participation and
development participation (Cohen and Uphoff, 1980). Political participation
relates mainly to voluntary involvement in political operations in different
political systems (Nguyen Long, 2016), while development participation is
depicted as individuals involved and benefited in rural development
programmes (Awortwi, 2013; Cohen and Uphoff, 1980). Hence, for the purpose
of this study, the latter concept is the most appropriate to explain the
phenomenon of participation in Program Desa Lestari among the co-operative
board members as this initiative is under the scope of the rural development
programme and associated with the field of rural community development.

According to Cohen and Uphoff (1977), participation is defined as a process in
which a significant number of individuals are involved in decision-making and
implementation of programmes, as well as participation in evaluation activities
where voluntary and democratic participation of individual is required (Nikkhah
and Redzuan, 2009). Meanwhile, Cohen and Manion (1980) pointed out that
participation is the systematic involvement of a significant number of people
and take efforts and actions guided by their own thoughts and considerations
under which they exert control in making decisions regarding their affairs
(Raniga and Simpson, 2002; Reid, 2000). The concept of participation in this
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paper is therefore based on Cohen and Uphoff, since it is very pertinent to the
purposes of this research, which is to examine the phenomenon of participation
among co-operative board members in the strategic decision-making of
projects in Program Desa Lestari.

1.10.2.1 Participation as a Means or an End

The concept of participation in rural development can be discussed on the
basis of distinct understandings by classifying participation as a means or an
end (Abu Samah and Fariborz, 2011; Cohen and Uphoff, 1980; Michener,
1998; Nikkhah and Redzuan, 2009). Participation as a means implies the use
of participation to attain certain objectives even though it is unsuitable for the
requirements and desires of the community and they are expected to follow
(Hollnsteiner, 1976), where control remains in the hands of the experts (Parnell
and Patsarika, 2011). In this context, participation has been described as an
instrument rather than an act of involvement (Oakley and Marsden, 1984) and
this sort of participation is a way of exploiting the existing physical, economic
and social resources of rural people to attain the goals of development
initiatives (Oakley, 1991). The setback of this approach is that the community
are not given the opportunity to decide or influence the decision (Abu Samah
and Fariborz, 2011) and as a consequence, it failed to fairly benefit rural
dwellers (Laah and Yusuf, 2014). Furthermore, participation as a means is the
lowest level of participation (Johnston, 1982) and a passive type of participation
(Oakley, 1991) because it does not mobilising the people to achieve particular
goals (Abu Samah and Fariborz, 2011).

Participation as an end, on the other hand, is a completely distinct idea where
community involvement is usually referred to as a 'bottom-up' view (Panda,
2007) and the community are granted the right and control in decision making
(Parnell and Patsarika, 2011). Here, the participation acted as a process that
promoted the involvement of the people in shaping, deciding and taking part in
the development process (Abu Samah and Fariborz, 2011) and the outcome of
the process is ‘meaningful’ (Moser, 1989) and ‘genuine’ participation (Islam,
2017). This is because the development is initiated and managed by the
community, while the Government or service providers play a supportive role
as facilitators and consultants (Nikkhah and Redzuan, 2009). In addition,
according to Nikkhah and Redzuan (2009), participation as an end is a vibrant
method as members of the society take an active role in defining their
requirements, prioritising those requirements, mobilising inner and external
resources and applying actions to achieve their goals (Awortwi, 2013).
Furthermore, Igtidar (2012) stated that participation as an end also allowed
individuals to acquire the abilities, expertise and experience to accept higher
responsibility not only to maintain the existence of a project or group but
expands the involvement of a person in the creation or establishment of other
new projects or community organisations (Abu Samah and Fariborz, 2011).
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Therefore, based on the argument, participation as an end or bottom-up
approach relatively an appropriate strategy in explaining the concept of co-
operative board participation in Program Desa Lestari. This is because the
programme enables the community to participate in the governing body as
members of the co-operative board. Consequently, the board members
representing the co-operative and the community as a whole has the
opportunity to propose and participate in the decision-making process on the
projects which benefit the community.

1.10.2.2 Dimensions of Participation

This theory develops a framework that outlines three dimensions of
participation that provide answer to the questions: (1) ‘What' kinds of
participation take place, (2) ‘Who’ participates in them, and (3) ‘How’ the
process of participation occurs (Cohen and Uphoff, 1980). For the purpose of
this study, the discussion is further elaborate on the 'What' dimension in
explaining the process of participation that can be operationalised into four
quantifiable aspects, i.e. decision making, implementing, benefit sharing and
evaluation (Abu Samah and Fariborz, 2011; Cohen and Uphoff, 1980).
However, Robert (1992) has expended the dimension by introducing the
element of project identification, prioritisation, planning and monitoring, while
Zadeh and Nobaya Ahmad (2010) put forward an element of maintenance as
part of participation process. As the interpretation of Cohen and Uphoff had a
major influence in identifying the main stages of the project cycle, this research
will use similar typology elements, i.e., planning, implementation, and
monitoring and evaluation, to examine the participation of the co-operative
board members in Program Desa Lestari. However, the element of participation
in benefits was skipped in this study because it is a passive kind of participation
(Cohen and Uphoff, 1977) and due to the conflict of its practicability by other
researchers in the same field of study (Sheikh, 2015). In addition, since the
objective of the current study is to assess board participation in the strategic
decision-making process, which is also compatible with Cohen and Uphoff's
three elements of participation, these components were measured under one
construct, namely, board participation.

1.10.2.3 Co-operative as the Vehicle of Participation

Oakley (1991) asserted that organisation is a basic tool and serves as a vehicle
for participation and it is one of the prerequisite elements for maintaining and
making effective participation (Budhi, 2008). Finsterbusch and Van Wicklin
(1987) emphasised that organised organisations have more influence and
accomplish more than unorganised groups, and one of the platforms is co-
operatives, which are organised accordance with the ICA's fundamental
principles and values (Majee and Hoyt, 2011).
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Since the co-operative is systematically governed by democratic control
(Shamsuddin et al., 2018), the board members are responsible for conducting
and implementing effective governance on the basis of the policies and
guidelines approved at the Annual General Meeting (Romaizah Abd Kadir,
Khairuddin Idris, and Zoharah Omar, 2016). As a result, their active
participation as Chairman, Secretary, Treasurer, and Board Members is
essential as a monitoring tool for co-operative administrative and day-to-day
operations (Romaizah Abd Kadir et al., 2016), including participation in project
planning, implementation, monitoring, and evaluation. This indirectly ensures
the platform's relevance as a strategy for community development programs
like Program Desa Lestari.

According to Judge and Zeithaml (1992), the board’s participation occurred
retrospectively in two main stages, namely the formation phase of the strategic
decision process and the evaluation phase of monitoring activities. Fiegener
(2005) further elaborated on the board’s participation, which may influence the
firm's strategy in two ways through decision control: (1) strategic plan review,
monitoring executive and firm performance tracking (Fama and Jensen, 1983),
and (2) management activities such as ratification of strategic suggestions,
questioning significant problems, and helping to formulate, evaluate, and
decide strategic options (Judge and Zeithaml, 1992). Thus, the ability of the
board member to carry out its duties efficiently indirectly manifests the board's
efficacy (Petrovic, 2008).

Similarly, in the context of a co-operative, board members are responsible for
monitoring management performance, designing long-term strategic plans,
assessing management proposals, and understanding the organisation's
financial and strategic actions (Bond, 2009), which is consistent with Hakelius's
(2018) description of the primary roles of Swedish farmer co-operative boards.
These characteristics are compatible with Cohen and Uphoff's (1980)
development participation approach in rural development programmes which
includes participation in planning, implementation, and monitoring and
evaluation.

Thus, Participation Theory was used in this thesis to explain the mediating role
of board participation in the relationship between human capital and social
capital with co-operative performance in Program Desa Lestari.

111  Conceptual Framework

A framework suggested by Pérez-Calero et al (2016) to analyse the provision
roles of resources by the board members was adopted, with the introduction of
an extended framework for the mediating impact of board participation on the
basis of Participation Theory in measuring the performance of the co-operative
in Program Desa Lestari.
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As stated, the Resource Dependence Theory applied to investigate the
significant relationship between human capital and social capital with the co-
operative performance in Program Desa Lestari. In this research, the human
capital contributes to the ability of the board members to fulfil their duties that
obtained from general and specific human capital. Additionally, social capital
through external and internal social capital is another measure that influence
the board'’s ability to perform their roles.

Correspondingly, the Participation Theory is applied in this research to examine
board participation, which is proposed to mediate the relationship between
human capital and social capital with co-operative performance. This study
applies the concept of rural development participation in order to understand
the process of board participation in the strategic decision-making, which
involves the planning, implementation, and monitoring and evaluation of
projects in Program Desa Lestari. The degree of board participation is
expected to be influenced by board members' human capital, which is derived
from both general and specific human capital, as well as an influencing factor
of board members' external and internal social capital, where the integration of
these constructs is thought to influence co-operative performance.

Following that, a conceptual framework was developed in this study to examine
the role of resource provision as well as the participation of co-operative board
members in order to assess its influence on co-operative performance in
Program Desa Lestari, as represented in Figure 1.1. The research framework
illustrates the positions of the exogenous and endogenous variables, as well as
board participation as a mediating variable between those variables. The
positions of these constructs are consistent with the inquiries proposed earlier
through the research objectives.

1 Board Participation
Planning

1 - Implementation

1 Monitoring and

1 Evaluation

Ho3

Human Capital

- General Human
Capital

- Specific Human
Capital

~,| Co-operative Performance
Financial
- Non-financial

Social Capital

- External Social
Capital

- Internal Social
Capital

» Direct Effect Resource Dependence Theory

""""""""""""""" >  Mediation 1 |

Participation Theory

Figure 1.1: Conceptual Framework
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Meanwhile, owing to the nature of the current sample, which would provide a
different setting, current researchers used the null hypothesis in the formulation
of the hypothesis for this study although the previous research as will be
discussed in Chapter 2 has demonstrated that there is a positive relationship
between variables in the context of the corporate sector. Therefore, as shown
in the research framework (Figure 1.1), the following statistical hypotheses
were tested:

Ho1:  There is no significant relationship between human capital and co-
operative performance in Program Desa Lestari.

Ho2: There is no significant relationship between social capital and co-
operative performance in Program Desa Lestari.

Ho3:  There is no mediating effect of board participation on the relationship
between human capital and co-operative performance in Program
Desa Lestari.

Ho4: There is no mediating effect of board participation on the relationship
between social capital and co-operative performance in Program Desa
Lestari.

1.12 Definition of Terminologies

There are four variables involved in this research namely human capital, social
capital, participation, and co-operative performance. Each variable is defined in
terms of the conceptual and operational definitions.

1.12.1 Human Capital

Conceptual: Human capital is defined as the skills and knowledge that
individuals acquire through their investments in schooling, on-
the-job training, and other types of experiences, which can be
distinguished between general and specific human capital
(Becker, 1964). General human capital is referred to as general
knowledge and skills that are not directly related to a particular
job and can be applied to different contexts. Meanwhile, specific
human capital is attributed to industry-specific experience,
previous experience of self-employment or management that
cannot be easily transferred to other contexts (Rauch and
Rijsdijk, 2013).

Operational: Human capital is operationally interpreted in this thesis as the
level of general human capital among the co-operative board
members based on the knowledge and skills acquired from
schooling and work experience, as well as specific human
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capital gained from previous experience in the co-operative
board, self-employment, and prior management experience.
Human capital was measured in the current study by adapting
questions that tested the level of general human capital among
co-operative board members based on knowledge and skills
acquired through schooling and work experience (Bruderl et al.,
1992; Hafizah Hammad Ahmad Khan et al., 2016; Huat, 2010),
as well as specific human capital gained from previous
experience in the co-operative board, self-employment and prior
management experience (Rauch and Rijsdijk, 2013; Tanriverdi,
Konana, and Ge, 2007).

1.12.2 Social Capital

Conceptual:

Operational:

Social capital can be referred to as the interpersonal linkages
between individuals, both external and internal social capital
(Kim and Cannella, 2008). External social capital can be defined
as the degree to which a board has outside contacts with the
environment through directors’ external relations (Kim, 2005),
while internal social capital refers to the links between the board
directors that contribute to the cohesiveness to function as a
group (Adler and Kwon, 2002).

Social capital is described in this study as the degree to which
the member of the co-operative board interacts either externally
or internally. In this thesis, external social capital was measured
by items that assessed the degree of external interaction through
bridging with other co-operative board members (Goo, Kishore,
Rao, and Nam, 2009; Ng and Feldman, 2010; Subramaniam and
Youndt, 2005; Sun, Fang, Lim, and Straub, 2012; Tony Liston
Hutagalung, 2016) and linking with groups and individuals who
hold positions of power or in positions of influence (Kim and
Cannella, 2008; Ng and Feldman, 2010; Tony Liston
Hutagalung, 2016). Whereas internal social capital is measured
by the density of relationships among members of the co-
operative board through bonding (Fredette and Bradshaw, 2012;
Leana and Pil, 2006) .

1.12.3 Participation

Conceptual:

This dissertation adopted the definition provided by Cohen and
Uphoff (1977), which referred to participation as a process in
which a significant number of individuals are engaged in the
main stages of the project cycle including planning,
implementation, and monitoring and evaluation of programmes.
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Operational: Participation is defined in this study as the engagement of
appointed members of the co-operative board in the strategic
decision-making process that includes: (1) planning, (2)
implementation, and (3) monitoring and evaluation of projects in
Program Desa Lestari. Subsequently, for the purposes of this
thesis, the items adapted and adopted from Rilwanu (2014) and
Sheikh (2015) covering all three components were used to
measure the construct.

1.12.4 Co-operative Performance

Conceptual: Co-operative performance is characterised as a
multidimensional dimension (Sushila Devi Rajaratnam et al.,
2009) encompassing financial, systematic and social
components (Zahra and Pearce, 1989). Financial criteria relate
to the creation of shareholder wealth, which is usually measured
by accounting-based performance measures (Shamsuddin et al.,
2017; Sushila Devi Rajaratnam et al., 2009). Meanwhile,
systematic performance criteria focused on the survival and
growth of the firm (Kyriakopoulos et al., 2004) and social
performance revolve around organisational responses to
changing societal expectations (Duguid, 2017).

Operational: In this study, the measurement of co-operative performance
based on financial indicators in term of profitability, liquidity,
indebtedness ratios and wealth evaluation. Meanwhile, non-
financial measures include the administration and management
aspect of the co-operative, service and welfare of members,
human capital development, employment opportunity and
adherence to the principles of the co-operatives. The items used
to assess the co-operative's financial and non-financial indicators
were mostly adapted and adopted from SKM's existing index
(Suruhanjaya Koperasi Malaysia, 2017, 2019) and also adjusted
from indicators developed by Cooperative Development
Authority of the Republic of the Philippines (Cooperative
Development Authority, 2013). Meanwhile, as proposed by
Sushila Devi Rajaratnam et al. (2009), additional measures of
membership growth for non-financial indicators were adopted.

1.13 Outline of Thesis

This thesis is organised into five chapters. Each chapter represents a different
stage in the research process. Chapter 1 begins with a research introduction
which provides an overview of the relevant research background and problem
statement. This chapter also highlights research questions, research
objectives, the scope, and limitations of the research, as well as the
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significance of the study. In addition, the theoretical and conceptual
frameworks for the current study was provided in this chapter. This chapter
concludes with the definition of the terminology applied to the research.

A literature review is performed in Chapter 2, in order to explain the state of
research related to factors including the mediating effects that influence the co-
operative performance. Based on the literature analysis, the literature gaps are
identified. In turn, in relation to the research questions, a set of research
hypotheses is developed, as presented in Chapter 1.

In chapter 3, the research design is outlined and discussed. This includes a
comprehensive description of the survey procedures. The methodology used
for the development of research instruments is described, and the instrument's
reliability and validity are reported. In addition, the Partial Least Squares
Structural Equation Modeling (PLS-SEM) is introduced as the modelling
technique for structural equation used to analyse the data.

Chapter 4 presents the empirical findings and interpretations on the questions
of the levels of co-operatives' performance based on their functions, human
capital, social capital, and board participation of the respondents, and followed
by the hypotheses testing. In this chapter, the application of SmartPLS version
3.3.2 was discussed in analysing and investigating the measurement and
structural model of this research.

The research summary, conclusion, implications, and recommendations for
future work are presented in Chapter 5. This chapter begins with a summary of
the research's major findings in relation to the proposed research objectives.
Furthermore, the conclusions are presented in this chapter, which is followed
by contributions to the body of knowledge and practical contributions. Finally,
future work recommendations are provided.
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