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ABSTRACT

Sustainability risk management (SRM) has emerged as an important management control
system in recent years and serves as a means to reduce sustainability issues arising as a
consequence of a company’s operations. Despite the increasing interest, the
implementation of SRM remains scarce, and Malaysia is no exception. This paper aims to
provide useful insight by investigating the influence of institutional pressures on the
implementation of SRM by Malaysian companies. Drawing on institutional theory, this
paper aims to examine the influence of regulatory, competitive, and normative pressures
on the implementation of SRM in Malaysian palm oil mills. A survey questionnaire was
distributed to 407 managers of palm oil mills across Malaysia between July and December
2020, with a response rate of 28.9%. The data from 118 usable questionnaires were
analysed using partial least squares structural equation modelling (PLS-SEM). The
findings highlight that regulatory pressure and competitive pressure significantly influence
the implementation of SRM. The findings contribute to institutional research by
understanding the reasons behind SRM implementation in developing country settings.
Practically, the findings provide useful insights for policymakers to initiate the
implementation of SRM to address sustainability issues.
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INTRODUCTION

The agricultural sector is a significant contributor to Malaysia's gross domestic product (GDP). In the second
quarter of 2024, the sector demonstrated strong performance, recording a 7.2% growth, exceeding the -0.7%
recorded during the same period in 2023 (Department of Statistics, Malaysia, 2024). In terms of revenue, the
agricultural sector contributed RM25.2 billion to the Malaysian GDP for the second quarter of 2024. This
performance was bolstered by the palm oil industry, which is the fourth-largest contributor to Malaysia's
national economy (Begum et al., 2019; Zieai and Ali, 2021). Apart from its contributions to the Malaysian
economy, the palm oil industry also plays an important role in propelling the growth of Malaysian socio-
economic conditions by providing numerous employment opportunities in upstream and downstream activities
to people living in rural areas since palm oil has been commercially planted in the country (Ezechi and Muda,
2019). The Malaysian Palm Oil Council (MPOC) (2020) states that almost 70% of employed people in the
agricultural sector work in the palm oil industry. With employment opportunities, the Malaysian palm oil
industry has contributed directly to alleviating poverty in rural areas (Parveez et al., 2024). Malaysia plays an
important role in the world’s production and trade of palm oil. Currently, Malaysia is the world’s second-
largest producer and exporter of palm oil, contributing 25.8% of global palm oil production and 34.3% of
global palm oil exports (MPOC, 2021). Therefore, the sustainability of the Malaysian palm oil industry is vital
to the growth of the Malaysian economy and meeting international market needs.

In recent years, the palm oil industry in Malaysia has received numerous criticisms from various
stakeholders due to claims of sustainability issues arising from palm oil production. The major criticism is that
the production of palm oil severely impacts social, environmental, and ecosystem sustainability, such as
deforestation, soil property changes, water and air pollution, greenhouse gas emissions, waste, and social
conflict (Khatun et al., 2017; Parveez et al., 2023). As a result, there are growing concerns and demands for
more sustainable palm oil production (Jamaludin et al., 2018). Hence, this creates major challenges for the
palm oil industry to remain economically competitive without disregarding sustainability considerations.
Nowadays, incorporating sustainability into business operations is important to maintain and survive in the
21st century business environment. A company that fails to incorporate sustainability or address sustainability
issues arising from its business operations will face unprecedented sustainability risks in the form of boycotts,
reputational risks, and regulatory risks (Zhou and Yuen, 2024), which often threaten the company's survival
(Valinejad et al., 2022). Thus, a management control system (MCS) to manage sustainability issues is
essential in the palm oil industry to reduce the adverse impact of sustainability risks.

Risk management is regarded as an important MCS for every organisation in today’s business
environment (Themsen and Skarbak, 2018) due to the capacity it has to control organisational behaviour and
operational activities (Bhimani, 2009). Moreover, risk management, which consists of risk identification, risk
assessment and analysis, risk response, and risk monitoring, has been regarded as an important internal control
to ensure the safety, soundness, and survival of organisations (Manab et al., 2020). Risk management involves
not only managing risks with negative consequences for organisational performance but also opportunities
that can increase organisational value (Bui and de Villiers, 2017). However, current risk management is found
to be inadequate for managing sustainability issues (World Business Council for Sustainable Development,
2017). Sustainability issues, such as the environmental impact of the BP Deepwater Horizon oil spill in the
Gulf of Mexico and the social issues of poor working conditions in Apple manufacturing facilities as well as
Rana Plaza, have accentuated the weakness of poor risk management as a control system in ensuring business
survival (Bromiley et al., 2015). These business crises not only threaten their sustainability but also leave
long-term social and environmental effects in the areas on where the companies operate. Most importantly, the
negative business activities have refocused and intensified interest in risk management to manage
sustainability issues (Soin and Collier, 2013; Giannakis and Papadopoulos, 2016).

Because of these concerns, sustainability risk management (SRM) has emerged in response to a
growing interest in today’s business environment in addressing sustainability issues that result from
companies’ activities (Wijethilake et al., 2018). In addition, the need for SRM is to overcome the limitations
of the current risk management (Abdul Aziz et al., 2016c¢) that focuses heavily on economic issues (Gendron
et al., 2016). Within the fast-changing business environment, organisations are more vulnerable to a broad
spectrum of risks that are not confined to economic issues, exposing their survival to a higher level of risk
(Valinejad et al., 2022; Manab et al., 2020). SRM is a risk management system that concerns risks arising
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from economic issues as well as environmental and social issues (Anderson and Anderson, 2009). The aim of
SRM is to address the adverse impact of sustainability risks on an organisation’s survival and sustainability by
managing sustainability issues (Abdul Aziz et al., 2015).

However, the implementation of SRM remains relatively scarce, and Malaysia is no exception (Abdul
Aziz et al., 2016c; Razak et al., 2024). The current discussion on SRM is primarily conceptual. It has not yet
been supported by empirical evidence, particularly regarding the factors influencing SRM implementation
(Manab et al., 2020). Additionally, theoretical explanations for SRM implementation are still underdeveloped.
Razak et al. (2024) highlight the importance of advancing theoretical understanding in this area.
Consequently, significant gaps exist in academic knowledge concerning SRM implementation. Motivated to
address these gaps, the present study offers empirical, quantitative research aimed at expanding the current
understanding of the factors influencing SRM implementation.

In prior research, scholars have increasingly employed institutional theory as an important research
perspective to explore why firms are willing to incorporate sustainability into business activities (Jalaludin et
al., 2011; Jamil et al., 2015; Wang et al., 2018; Aziz et al., 2017; Wijethilake et al., 2017; Valinejad and
Rahmani, 2022). These studies argue that institutional pressures could strongly influence companies’
sustainability efforts to satisfy internal and external stakeholders’ needs. Yet, there are debates about what
institutional factors have influenced companies’ sustainability efforts due to mixed findings on the influence
of institutional pressures. This highlights that companies may exhibit heterogeneous behaviours under
different circumstances and institutional environments. Abdul Aziz et al. (2017) argued that institutional
pressures are crucial for implementing new MCS, particularly where companies are at the beginning stages of
implementing them. The palm oil industry is highly regulated, and the implementation of SRM in Malaysia is
relatively new. Thus, recognising these concerns, it is worthwhile to study the influence of institutional
pressures on SRM implementation in the highly regulated Malaysian palm oil industry. In doing so, this study
aims to address the following research question: What institutional pressures influence the implementation of
SRM in the Malaysian palm oil industry?

To date, empirical evidence on SRM implementation in developing countries has not been widely
discussed. Therefore, findings from this study provide useful insights into the relevance of SRM
implementation across different countries. A better understanding of which institutional pressures are most
influential enables more accurate identification of the pressures affecting SRM implementation, thus
contributing to the emerging research on SRM. In today’s business environment, companies face a wide
spectrum of sustainability risks under different circumstances. The implementation of SRM to manage these
risks depends on the specific environment in which companies operate. Therefore, employing institutional
theory as the underlying framework enhances theoretical knowledge, particularly in explaining the
institutional pressures that influence SRM implementation.

This paper is organised as follows: Section 2 provides the theoretical background and development of
hypotheses. Section 3 presents the methodology. This is followed by the analysis and findings in Section 4.
Section 5 provides a discussion of the findings. The paper then concludes with conclusions, including
limitations and recommendations for future research.

THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT

Institutional theory is an accounting study that can explain SRM implementation and its perspective is mainly
based on social and economic theoretical views (Dimaggio and Powell, 1983). According to Bouma and van
der Veen (2002), the institutional perspective emphasises the impacts of social, economic and political
institutions on an organisation’s behaviour. In other words, institutional theory emphasises the impact of
external groups and imitation processes on the implementation of SRM. In particular, institutional theory
focuses on the influences of institutional environments in which organisations operate. Institutional
environments are characterised by pressures that are imposed on firms, which they must comply with in order
to enjoy support and legitimacy by society (Scott and Meyer, 1983). Thus, organisations are bound to be
institutionalised by the institutions around them (Dimaggio and Powell, 1983; Meyer and Rowan, 1977
Zucker, 1987).
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Pressure is usually applied formally by the institutions through written laws, regulations and standards,
as well as informally through the invention of norms, habits and customs. DiMaggio and Powell (1983), and
Meyer and Rowan (1977) argue that the motivation for organisational changes might be caused by the need to
obtain legitimacy and maintain survival. In their effort to ensure that the organisation can win or survive,
organisations’ participants will normally respond to these pressures by acting in accordance with the rules set
out by the institutions (Dimaggio and Powell, 1983; Meyer and Rowan, 1977; Zucker, 1987). Accordingly, the
legitimacy-seeking behaviour of organisations will lead to the development and adoption of practices to fulfil
the expectations of the various constituents in their environment (Moll et al., 2006). DiMaggio and Powell
(1983) suggest three institutional pressures that can impact organisational changes: coercive pressure, mimetic
pressure, and normative pressure.

Coercive pressure refers to the regulatory compliance to existing regulations (DiMaggio and Powell,
1983). The pressure occurs in response to political influence or/and legitimacy problems (Jalaludin et al.,
2011). Among the prominent sources of coercive pressure are governmental legislation, as well as other
organisations upon which the company is dependent (Jamil et al., 2015). For example, organisations operating
in the public sector tend to conform to policies and requirements issued by the government, due to their
dependence on financial support provided by the government for their survival. As such, an organisation may
change its systems to conform to the government’s policies to obtain legitimacy or guarantee funding support,
such as adopting new pollution control technologies to comply with environmental regulations.

Mimetic pressure is explained as a response of companies to imitate the success of competing
companies in adopting techniques or practices when faced with ambiguous and uncertain situations
(DiMaggio and Powell, 1983). Through mimetic processes, an organisation seeks legitimacy by resembling
the response of other similar or superior organisations in terms of initiatives (Jalaludin et al., 2011).
Companies, for example, will follow leading competitors in adopting a control system to stay relevant in the
market (Jabbour and Abdel-Kader, 2016). Finally, normative pressures stem from professionalism and
primarily stem from collective expectations, norms, and standards within a particular organisational context
(DiMaggio and Powell, 1983). The collective expectations, norms, and standards generate normative pressure
and push companies to adopt the prevailing behaviours and practices (Teo et al., 2003). Normative pressures
also emphasise the importance of voluntary adoption to mitigate coercive pressures (Jamil et al., 2015).

In accounting literature, the discussion between institutional pressure and management control systems
has been widely documented. Among others is the study of Yi et al. (2012) that examined the impact of
institutional pressures on companies’ radical innovation by introducing management control systems.
Moreover, Strauss et al. (2013) apply institutional pressures to understand the reasons for introducing a
management control system (MCS). Furthermore, the literature has also shown valuable insights of
institutional theory in sustainability and accounting research. Jalaludin et al. (2011) and Jamil et al. (2015)
reveal different levels of EMA adoption in Malaysian companies under different kinds of institutional
pressures. Chu et al. (2018) argue that coercive, normative, and mimetic pressures influence the adoption of
green innovation techniques in organisations. Similarly, Wijethilake et al. (2017) found that institutional
pressure on sustainability plays an important role in influencing companies to implement management control
systems.

In the risk management context, the institutional theory emphasises that the implementation of risk
management is associated with the processes of the norm, imitation, and external groups-pressure, such as
accounting professional bodies, competitors, and governmental agencies (Beasley et al., 2015). The theory
also posits that the implementation of a management control system depends on the argument that changes in
the surrounding institutional environments can motivate or hinder the introduction of organisational changes
or the adoption of new practices and innovations. For example, the UK and the US’s government efforts, plus
professional bodies pressure, by introducing regulations (i.e. Cadbury Code, Sarbanes-Oxely Act, etc.), have
led companies to implement a necessary risk management system (Beasley et al., 2015; Paape and Speklé,
2012). In fact, the move to impose regulations has been imitated by other countries (Arena et al., 2010), such
as Malaysia, which introduced the Malaysian Code on Corporate Governance (MCCG) and revamped Bursa
Malaysia listing requirement for listed companies to have a risk management system (Abdullah et al., 2017;
Sanusi et al., 2017).
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Similar to the sustainability context, institutional pressures have been found to have different pressures
under different circumstances in relation to the adoption of ERM in insurance companies (Jabbour and Abdel-
Kader, 2016). For example, companies that implemented risk management early were mostly internal strategic
drivers, whereas the recent adoption decision was more driven by coercive and mimetic pressures. Besides,
weak institutional pressures were associated with less developed risk management and internal control
systems compared to companies with strong institutional pressures (Sarens and Christopher, 2010). Finally,
drawing on institutional theory, multiple institutional pressures tend to devote more proactive implementation
of risk management in local government (Valdivieso et al., 2017).

Building on the above discussion, it is evident that institutional theory is relevant for studying the
influence of institutional pressures on changes in accounting practices. However, the application of
institutional theory has predominantly focused on other types of management control systems (MCSs), such as
green initiatives, sustainability control systems, green supply chain management, and environmental
management accounting. Its use in the context of risk management has been limited to traditional risk
management or enterprise risk management. The impact of institutional pressures on Sustainability Risk
Management (SRM) implementation remains unclear. Given that SRM implementation requires further
theoretical development (Razak et al., 2024), this study aims to address this theoretical gap by employing
institutional theory to explain how institutional pressures influence SRM implementation. It is hypothesized
that the presence of institutional pressures, namely regulatory pressure, competitive pressure, and normative
pressure may drive firms to adopt SRM practices. Overall, institutional theory is argued to offer a significant
explanation for SRM implementation in specific contexts.

Regulatory Pressure and the Implementation of SRM

Sustainability issues have attracted increasing attention among stakeholders who constantly request companies
to change their business practices to incorporate sustainability practices (Ong et al., 2018). According to
Pondeville et al. (2013), stakeholders play a major and significant role in influencing companies’ policies and
operations. With increasing public scrutiny of sustainability, many companies are facing pressure to take
measures to control the negative impacts of operational activities on the environment and society (Wang et al.,
2018). Notably, in recent years, growing strict regulations by regulators have forced companies to control and
monitor their business operations to prevent the adverse impact of sustainability issues (Bui and de Villiers,
2017; Kumarasiri and Gunasekarage, 2017). Hence, companies face pressure from regulations to operate
profitably while minimising sustainability issues. Chu et al. (2018) assert that regulatory pressures, typically
through regulations and threats of penalties, have become an important external factor driving firms to adopt
sustainability practices. Thus, with strict regulations, companies would feel pressured to adopt sustainability
practices to gain legitimacy and avoid penalties.

Institutional theory posits that organisational behaviours and practices are greatly influenced by
institutional forces that surround organisations (Jalaludin et al., 2011; Kumari and Patil, 2019). The theory
asserts that firms are willing to change their organisational structures and apply new practices that meet
external and institutional pressure to gain legitimacy or acceptance within society (Wang et al., 2018).
Regulatory pressure has been indicated to play a critical role in promoting the adoption of new organisational
practices and structures (Jamil et al., 2015). Under regulatory pressure, companies are bound to change their
practices and structures to comply with the compulsory regulations exerted by the government, policymakers,
and authorised bodies (Abdul Aziz et al., 2017). In other words, regulatory pressure provides a source of
pressure by which companies can be coerced into implementing a management control system (Christ, 2014;
Muhammad-Jamil and Mohamed, 2017; Ong et al., 2018).

The palm oil industry has made a significant and major contribution to the Malaysian and world
economy (Begum et al., 2019; Choong and Mckay, 2014; Hafizuddin-Syah et al., 2018; Lim et al., 2015). In
order to maintain its contribution, the palm oil industry is highly governed and regulated by the government
through the ministry and Malaysian Palm Oil Board (MPOB) (Begum et al., 2019; Jamaludin et al., 2018).
Abdul Aziz et al. (2017) found that companies are highly dependent on the government, policymakers, and
authorised bodies when they are forced to implement new sustainability practices. As such, palm oil mills
would likely comply with policies and requirements issued by government policymakers and authorised
bodies due to their dependence on financial and technical support. Therefore, regulatory pressure is a powerful
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catalyst for the success of implementing SRM in Malaysian palm oil mills, particularly in addressing
sustainability issues. This study develops the following hypothesis:

H1: There is a positive relationship between the regulatory pressure and the implementation of SRM.

Competitive Pressure and the Implementation of SRM

Institutional theory is based on the premise that external pressures shape companies’ practices and behaviours
(Dimaggio and Powell, 1983; Jalaludin et al., 2011). Institutional theory posits that pressures from other
companies in the industry may have a strong influence in determining a company’s actions to adopt proven or
established practices (Christ, 2014; Islam et al., 2020; Jamil et al., 2015). In other words, the theory asserts
that companies in uncertain situations tend to imitate and follow the actions of competing companies in the
same industry to gain legitimacy and achieve success, thus indicating the presence of competitor pressure on
companies’ practices (Abdul Aziz et al., 2017; Jalaludin et al., 2011; Muhammad-Jamil and Mohamed, 2017).
For example, the growing demand for companies to address sustainability issues arises when they are placed
in uncertain situations regarding the choice of best practices (Abdul Aziz et al., 2017). Hence, companies may
study the practices adopted by leading competitors and replicate the success of a competitor’s actions to obtain
the same benefits (Wang et al., 2018).

According to Dai et al. (2018), competitors’ actions in implementing management control systems will
influence other companies to implement the same practices to keep abreast of their successful rivals.
Accordingly, the greater the level of implementation of management control systems by competitors, the
higher the pressure for other companies in the same industry to implement such practices and appear
legitimate (Dai et al., 2018; Sancha et al., 2015). In addition, competitor pressure will push companies to
replicate industry leaders’ actions when uncertainty is high (Kumari and Patil, 2019). For example,
implementing a new management control system can be costly and risky while the benefits are uncertain (Chu
et al., 2018). Companies will place a close observation of their competitors’ practices to reduce the related
risks and to minimise costs (Wang et al., 2018). Once the rivals have obtained benefits from implementing a
management control system, the company will follow the successful competitors accordingly (Abdul Aziz et
al., 2017; Dai et al., 2018).

SRM has gained popularity among companies due to its capacity to integrate sustainability into
business operations in order to minimise and control the potential sustainability issues that could arise from
companies’ operations (Bui and de Villiers, 2017; Wijethilake and Lama, 2018; Wong, 2014). Abdul Aziz et
al. (2016b) found that companies in the plantation industry are effective in implementing SRM. In that sense,
it can be argued that many plantation companies will be pushed to imitate the industry champions to obtain a
competitive advantage and be socially accepted. In particular, palm oil mills can align themselves with
successful competitors to stay competitive. As such, competitor pressure may push palm oil mills to
implement SRM by assisting them in dealing with sustainability issues that could impact their contributions
(Abdullah et al., 2017). Drawing on the literature presented above, the following hypothesis is proposed:

H2: There is a positive relationship between the competitor pressure and the implementation of SRM.

Normative Pressure and the Implementation of SRM

Institutional theory posits that organisational structures and practices are likely to be influenced by normative
pressures (Dimaggio and Powell, 1983). Normative pressure refers to the acceptable norms and behaviours
within an industry that determine the legitimacy of firms to operate within that particular industry (Jalaludin et
al., 2011; Masocha, 2019). According to Misopoulos et al. (2018), members of an industry are expected to
follow the rules and regulatory mechanisms created by industry associations or other associations that have an
interest in the companies’ activities. The influence of normative pressure on structural and practical changes is
particularly notable in manufacturing companies. These changes are evident when an increasing number of
manufacturing companies are able to cope with the rising expectation of sustainability practices by various
stakeholder groups (Abdul Aziz et al., 2017; Pondeville et al., 2013). The reason why manufacturing
companies decide to adopt or proactively implement sustainability practices is to avoid scandals and
reputational loss resulting from NGOs and the media (Wang et al., 2018). Thus, the higher the level of
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normative pressure from industry associations, consumer associations, and local communities, the more likely
companies will change from current practices to sustainability practices.

Palm oil mills have been experiencing pressure from different stakeholders for years due to allegations
of unsustainable palm oil production that harms the environment and social sustainability. For example, some
notable palm oil customers such as Starbucks, Unilever and Ferrero Corporation have switched to other palm
oil suppliers as a result of sustainability issues (Hafizuddin-Syah et al., 2018) stemming from the companys’
decision to use only sustainable palm oil production in their production line (Jamaludin et al., 2018).
Therefore, to protect themselves from such claims and maintain their reputation, industry associations may
develop their own sustainability standards to maintain legitimacy. Thus, it can be said that normative
pressures force organisations to be more sustainably-conscious (Misopoulos et al., 2018).

Recently, SRM has gained considerable attention due to its capacity to assist companies in addressing
sustainability issues. Many companies have started to integrate sustainability into business operations by
implementing SRM. With the clear benefits, normative pressures would likely force palm oil mills to
implement SRM to conform to the norms and behaviours of sustainable palm oil production. Misopoulos et al.
(2018) found that the presence of normative pressures is the most influential driver of sustainability practices
in manufacturing companies. In addition, a study conducted on SMEs also documented a significant positive
effect of normative pressures on firms’ sustainability practices. Not only the pressure on sustainability
practices, the normative pressures also have positively influenced companies to disclose their sustainability
activities (Yusoff et al., 2019). These findings suggest that the presence of normative pressures from industrial
organisations, consumer associations, and NGOs is crucial in sustainability practices to ensure the
proliferation of sustainable palm oil production among palm oil mills. Drawing on the literature presented
above, the following hypothesis is proposed:

H3: There is a positive relationship between normative pressure and the implementation of SRM.

METHODOLOGY

This study followed the positivism paradigm. The method for acquiring knowledge was using quantitative
research to explain the influence of institutional pressures and SRM implementation. Specifically, a
quantitative research approach by distributing questionnaires was employed as an instrument for the research
method. The questionnaire was validated through a pre-test with academics and experts who had experience in
the palm oil industry, particularly in the palm oil mills. Most importantly, the Ethics Committee of Human
Research at the university where the research was conducted validated and approved the study’s questionnaire
and research method.

Before distributing the questionnaire, each palm oil mill was contacted by telephone to explain the
purpose of the study and to seek consent to distribute the questionnaire. Once permission was granted, a
signed cover letter and a questionnaire were emailed to them. For the palm oil mills that could not be reached
via telephone, a cover letter that highlighted the purpose of the study, the confidentiality of the answers,
ethical compliance, voluntary participation, and any other important details that might affect their decision to
participate, along with the questionnaire, was directly distributed to them via email. The completion of the
questionnaire demonstrated the respondent's consent to participate in this study.

Overall, the questionnaire was divided into three sections. Section A was designed to get information
about the demographics of the respondents. Section B, on the other hand, was designed to measure the
institutional pressures. Finally, Section C measured the SRM implementation. Established measurement items
were adapted to measure each variable, as detailed in Appendix 1.

Measurement of Constructs

Requlatory Pressures

Regulatory pressures were measured by five items adapted from Jalaludin et al. (2011). Prior studies have
identified various sources of institutional pressure, including the government, financial institutions,
management, and the market. Respondents were asked to rate the agreement of five statements. Each

statement was measured by using the seven-point Likert scale, from 1- strongly disagree to 7 - strongly agree.
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Competitive Pressures

Regarding competitive pressures, five items were adapted from Chu et al. (2018) and Jalaludin et al. (2011).
These measures are related to perceived pressures from competitors’ success in sustainability practices.
Respondents were asked to indicate their level of agreement on a seven-point Likert scale ranging from
strongly disagree 1 to strongly agree 7.

Normative Pressures

Normative pressures were measured by three items adapted from Wang et al. (2018). Prior studies have
identified various sources of normative pressure, including local communities, environmental groups,
customers, and management. Respondents were asked to rate the agreement of three statements. Each
statement was measured by using the seven-point Likert scale, from 1- strongly disagree to 7 - strongly agree.

SRM Implementation

SRM implementation was measured by six items adapted from Fan et al. (2017). Respondents were asked to
indicate the implementation of SRM in their mills based on a seven-point Likert scale ranging from strongly
disagree 1 to strongly agree 7.

Sample and Data Collection

The sample for this study was drawn from palm oil mills in Malaysia. They were selected based on the fact
that they are responsible for the production of crude palm oil (CPO). CPO is the main unit of oil palm that is
extensively used for cooking and food processing, as well as oleo cosmetics and biofuel programmes. The
information about the palm oil mills, including thier names, addresses, telephone numbers, and email
addresses, was obtained from a directory issued by the Malaysian Palm Qil Board (MPOB). The MPOB is a
regulatory body entrusted by the Malaysian government to promote and develop national objectives, policies,
and priorities for the viability and well-being of the Malaysian oil palm industry.

The census technique was employed, indicating that the whole population was drawn as the sample
size for this study. This approach was chosen to improve the response rate because previous studies have
shown that a low response must be expected for an emerging accounting issue in Malaysia (Jalaludin et al.,
2011). The target respondents for the questionnaire were mill managers, assistant managers, supervisors,
engineers, executives, safety officers, sustainability officers, and those directly involved in palm oil
production. They were selected based on their role in ensuring that the production of sustainable palm oil
follows industry standards so as to avoid any issues arising from palm oil production. Thus, their position,
experience, and knowledge were important in providing reliable information when evaluating the operational
performance of their mills.

Response Rate

In total, 407 questionnaires were distributed to all palm oil mills in Malaysia. The number of responses
received totalled 121, giving an initial response rate of 29.7%. Out of 121 questionnaires, three were discarded
at the data cleaning stage due to either incompletion or the entire questionnaire being left totally blank. Hence,
the final response rate for this study was 29%. The response rate of 29% was considered satisfactory when
compared to the rates reported in risk management, environmental management accounting, and sustainability
studies (e.g., Chu et al., 2018; Pondeville et al., 2013; Subramaniam et al., 2015). In fact, the response rate for
a study using a questionnaire in Malaysia typically ranges between 20% to 30% (Abu Bakar and Ahmad,
2010; Ahmad et al., 2019; June and Mahmood, 2011). A non-response bias test was carried out. Specifically,
this study compared the first 30 responses, representing the early response group, and the last 30 responses,
representing the late group. The result of the independent t-test indicated that non-response bias was not an
issue for this study.
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ANALYSIS AND FINDINGS

This study employed partial least squares structural equation modelling (PLS-SEM). PLS-SEM was used for
three reasons. First, PLS-SEM is a suitable method for a study that has a large number of variables and
indicators (Hair et al., 2017), given the complexity of the research framework (Richter et al., 2016; Rigdon,
2014). Second, PLS-SEM is more suitable for testing research frameworks with reflective and formative
measurement models (Hair et al., 2017). Lastly, PLS-SEM can also be used for a study with a small sample
size. The research model in this study comprises reflective and formative indicators. For the sample size, the
118 usable data in this study were deemed inappropriate for using CB-SEM as it requires a large sample.
Based on these characteristics and matching the above-mentioned reasons, PLS-SEM was the most suitable
data analysis method for this study. The PLS-SEM consists of a measurement model and a structural model.

Measurement Models

In this study, the measurement models comprise a reflective measurement model and a formative
measurement model. The three institutional pressures are measured using reflective indicators. Dropping an
indicator would not alter the meaning of the construct. The SRM implementation has six formative items, and
removing or dropping of these dimensions would change the meaning of the SRM implementation. Each
indicator is highly correlated and interchangeable.

The tests to validate the measurement model of reflective indicators included internal consistency
reliability, convergent validity, and discriminant validity. Table 1 shows the internal reliability and convergent
validity of the reflective measurement model. The assessment of the reflective measurement model starts with
internal consistency reliability and convergent validity. Cronbach’s alpha and composite reliability (CR) were
used for internal consistency reliability with the aim of determining whether the items that represent each
construct have a similar range and meaning. The satisfactory range for Cronbach’s alpha and CR is between
0.7 and 0.9. Convergent validity is measured by factor loadings and the average variance extracted (AVE).
The satisfactory value for factor loading is equal to or greater than 0.7 (Hair et al., 2010), while adequate
convergent validity is achieved when the AVE value is higher than 0.5 (Fornell and Larcker, 1981).

Table 1 Internal reliability and convergent validity

Construct Indicator  Loadings  Cronbach’s Alpha CR AVE
Regulatory pressure RP1 0.911 0.578 0.727  0.490
RP2 0.676
RP4 0.430
Competitive pressure  CP1 0.795 0.823 0.869 0.571
CP2 0.791
CP3 0.690
CP4 0.711
CP5 0.785
Normative pressure NP1 0.706 0.734 0.827 0.619
NP2 0.715
NP3 0.921

Note: RP3 and RP5 were deleted.

Based on Table 1, competitive pressure and normative pressure meet the satisfactory values for factor
loading, Cronbach’s alpha, CR, and AVE, thus fulfilling the internal consistency and convergent validity
requirements. Hence, all indicators are retained, and no adjustment is needed for these constructs. On the other
hand, regulatory pressure did not meet the minimum requirements of internal consistency and convergent
validity, requiring necessary corrective actions. There were two indicators (RP3 and RP5) with loadings less
than 0.5. Ramayah et al. (2018) recommend that if there is more than one indicator in a construct that does not
meet the minimum value of factor loading, the deletion process must be done only one at a time, starting with
indicators that carry the lowest loading until the satisfactory value of AVE is achieved. Based on the initial
results of the reflective measurement model, RP5 was deleted first, followed by RP3. Consequently, the AVE
of regulatory pressure increased to a value closer to 0.5.

Despite the fact that RP4 has a factor loading of less than 0.5, this indicator was not deleted. The
decision was based on two reasons: First, deleting RP4 would reduce Cronbach’s alpha value of CP from
0.578 to 0.492. Second, it is suggested that the number of deleted indicators should not be more than 20% of
the total indicators in the research model (Hair et al., 2017; Ramayah et al., 2018). Hence, no additional
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adjustment was made to all remaining indicators (RP1, RP2, and RP4). Overall, all constructs meet the
satisfactory requirement for a reflective measurement model.

The discriminant validity was checked through the Forner-Lacker criterion and HTMT. Table 2 shows
that the AVE of a construct is higher than the squared correlation between the construct and all other
constructs, indicating that there is no issue with discriminant validity.

Table 2 Discriminant validity using Forner-Lacker Criterion

RP Ccp NP SRM
RP 0.700
Ccp 0.330 0.756
NP 0.400 0.349 0.787
SRM 0.462 0.362 0.190

Note: SS = RP = Regulatory Pressure; NP = Normative Pressure; CP = Competitive Pressure; SRM = Sustainability Risk Management
Implementation.

When using HTMT, any construct that has an HTMT value greater than the HTMT.85 value of 0.85 or
the HTMT.90 value of 0.90 indicates that there is an issue with discriminant validity. Table 3 exhibits that all
the values fulfil the criteria of HTMT.85 and HTMT.90.

Table 3 Discriminant validity using HTMT Criterion

RP CP NP
RP
CpP 0.509
NP 0.635 0.489

Note: SS = RP = Regulatory Pressure; NP = Normative Pressure; CP = Competitive Pressure.

The formative measurement model was validated by assessing collinearity issues and analysing the
significance and relevance of formative indicators (Hair et al., 2011). The variance inflation factor (VIF) was
used to assess collinearity issues. Table 4 shows the VIF for items being below the threshold value of 10 (Hair
et al., 2010), indicating that collinearity is not an issue for this study. Next, the relevance of formative
indicators was examined. The results show that all formative indicators have insignificant outer weights. The
decision to remove the non-significant indicators was made after checking the outer loadings. Hair et al.
(2017) state that formative indicators with factor outer loadings > 0.5 that are significant are relevant and
should be retained. Based on Table 4, all formative indicators have outer loadings > 0.5 and are significant.
Hence, all formative indicators are retained. Thus, the results fulfil the requirements for the significance and
relevance of formative indicators.

Table 4 Collinearity issues, outer weights and outer loadings
Construct  Indicators  VIF  Outer weights  T-values P-values  Outer loadings  P-values

SRM SRM1 2.955 -0.084 0.291 0.771 0.728 0.000
SRM2 4.335 0.302 0.610 0.542 0.866 0.000
SRM3 4723 0.030 0.092 0.927 0.880 0.000
SRM4 3.506 0.392 1.363 0.173 0.879 0.000
SRM5 6.340 0.360 0.855 0.393 0.925 0.000
SRM6 6.381 0.106 0.231 0.817 0.898 0.000

Structural Model

Table 5 shows that the R-square (R?) of the research model is 0.256. This indicates that 25.6% of the SRM
implementation is explained by the exogenous variables, indicating a substantial research model, as suggested
by Cohen (1988). By using the blindfolding procedure, the predictive relevance (Q?) values for all constructs
are more than 0, indicating that the research model has sufficient predictive relevance. Finally, the effect sizes
(%) were assessed to measure the relative impact of the predictor constructs on the dependent variable. It can
be observed that regulatory pressure has a medium effect size (f2 = 0.176) in producing R? for SRM
implementation. Contrastingly, competitive pressure (f2 = 0.071) and normative pressure (f? = 0.004) have a
small effect size in producing R? for SRM implementation.

Table 5 also shows that regulatory pressure and competitive pressure have a positive and significant
influence on SRM implementation at p-value < 0.000 and p-value < 0.05, respectively. This means that H1
and H2 are supported. However, normative pressure has no significant effect on SRM implementation. This
means that the result does not support H3.
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Table 5 Results structural model and hypotheses testing

Hypothesis Std. beta Std. Error T-values P-values VIF R? 12 Q?
H1: RP > SRM 0.403 0.096 4.187 0.000* 1.252 0.256 0.176 3.620
H2: CP > SRM 0.249 0.085 2.933 0.003** 1.197 0.071

H3: NP 2> SRM -0.058 0.120 0.483 0.629 1.270 0.004

Note: RP = Regulatory Pressure; CP = Competitive Pressure; NP = Normative Pressure; SRM = Sustainability Risk Management. t-value
> 1.96; *p-value < 0.001; **p-value < 0.05; ***p-value < 0.10 (two-tailed).

DISCUSSION

Regulatory Pressure and SRM Implementation (H1)

The finding implies that when the pressure from regulators is high, palm oil mills are likely to implement
SRM as a controlling system. This finding is consistent with prior studies examining the impact of regulatory
pressure on several MCSs, such as EMA (Jalaludin et al., 2011; Wang et al., 2018), environmental
management control systems (Pondeville et al., 2013), carbon management accounting (Bui and de Villiers,
2017; Kumarasiri and Gunasekarage, 2017), and carbon risk management (Subramaniam et al., 2015). In
addition, the positive and significant relationship between regulatory pressure and SRM implementation
highlights the importance of institutional theory in explaining the impact of institutional pressure on
organisations’ practices. Institutional theory posits that organisational behaviours or management control
practices are greatly influenced by the external and institutional environment. With such regulatory pressure,
firms are more likely to change their practices to conform to the institutional environment in order to maintain
legitimacy and avoid penalties. The findings reveal that government regulation is important for sustainable
palm oil practices, and the respondents agree that failure to comply with sustainable palm oil practices leads
penalties. The significant effect of regulatory pressure shows that palm oil mills’ activities are under greater
scrutiny from the government’s sustainability policies due to the strong law enforcement imposed by the
ministry and authoritative bodies. Thus, the finding highlights the important role played by policymakers in
instilling regulatory pressure for the purpose of promoting the benefits of implementing SRM in palm oil
mills.

Competitive Pressure and SRM Implementation (H2)

The finding implies that competitive pressure has a positive and significant influence on the implementation
of SRM in palm oil mills in Malaysia. From the perspective of institutional theory, DiMaggio and Powell
(1983) suggest that organisational decisions are heavily affected by mimetic pressure that generates a common
set of values to produce similar organisational practices. Mimetic pressure occurs through the imitation of the
practices of successful competitors within the same industry (Abdul Aziz et al., 2017). This significant finding
indicates that competitive pressure is highly important for palm oil mills when implementing SRM to manage
their sustainability issues. Therefore, this finding enriches the notion of institutional theory, which claims that
organisations will adopt a similar practice from competitors that they acknowledge as successful, seeking to
replicate their own path to success and enhance their legitimacy through established policies. In Malaysia, the
implementation of SRM is still at the infancy stage, and most companies are not ready to implement it (Abdul
Aziz et al., 2016c). Thus, most companies in Malaysia, including palm oil mills, have little or no information
about SRM implementation and have no experience with this kind of business strategy. Therefore,
competitors” success, especially from the industry leaders, in implementing the SRM may provide
organisations with access to examples of best practices and avenues for them to imitate. The finding is
important for policymakers in promoting the benefits of SRM to industry leaders among palm oil mills as a
benchmark. This will trigger other palm oil mills to study how benchmarked rivals operate and imitate these
successful mills under imitative pressure.

Normative Pressure and SRM Implementation (H3)

This implies that normative pressure does not significantly influence the implementation of SRM in palm oil
mills. Institutional theory posits that external groups such as industry and trade associations, local
communities, environmental protection groups, and customers play a crucial role in shaping organisational
norms and culture, which greatly influence their behaviour and practices (Dimaggio and Powell, 1983;
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Jalaludin et al., 2011; Wang et al., 2018). In the present study, local communities, environmental protection
groups, and customers do not significantly influence palm oil mills’ practices in implementing the SRM. The
finding can be attributed to the strong influence of regulations that govern the palm oil industry. This means
that the sustainability regulations issued by MPOB, DOE, and the ministry have a greater influence than the
pressure from other external groups in driving palm oil mills’ behaviour and practices. The finding is
consistent with Wang et al. (2018), who found that normative pressure exerts only a weak influence on
organisational behaviour and practices when the regulatory pressure that comes from government enforcement
is high. One possible explanation is that the government has a significant effect on an organisation’s practices.
Even if the external groups have sustainability demands, they must use a proper channel designed by the
government so that enforcement can be made. This is evident in Table 4, which shows that the standard
coefficient of normative pressure and SRM implementation is positive but lower than regulatory pressure,
explaining the insignificant findings of H3.

CONCLUSION, LIMITATIONS, AND RECOMMENDATIONS

The objective of this study was to investigate the influence of institutional pressures on the implementation of
SRM in Malaysian palm oil mills. Drawing on institutional theory, the findings indicate that regulatory
pressure and competitive pressure have a positive and significant influence on the implementation of SRM,
while normative pressure has no significant influence. Overall, the findings have theoretical and practical
implications.

From a theoretical perspective, institutional theory provides a theoretical framework for explaining
why companies implement SRM. The findings of this study contribute to institutional theory by suggesting
that regulatory and competitive pressures shape an organization's structure and determine its actions. Second,
while studies on institutional theory and MCS have been widely conducted in various contexts—including
manufacturing, logistics, service companies, public-listed firms, and small and medium enterprises across
different industries—this study specifically focuses on the influence of institutional pressures on SRM in palm
oil mills. Empirically, the findings provide valuable insights for the understanding of how institutional
pressures affect industries with different characteristics, particularly from the perspective of a developing
country. Although an organization's actions may require internal drivers, such as its unique characteristics, to
proactively address sustainability issues, its response to these issues is likely influenced by the institutional
forces surrounding it. Finally, this study advances the understanding of institutional pressures not only in
industries facing intense sustainability demands but also during the early stages of SRM implementation.

Practically, these findings acknowledge the importance of institutional pressures in the implementation
of SRM. They provide useful insights for policymakers in drafting and formulating suitable rules and
regulations to induce palm oil industry players to implement the SRM. Thus, the findings highlight the
important role played by policymakers in instilling regulatory pressure to promote the benefits of
implementing SRM in palm oil mills. In addition, the findings indicate that competitive pressure has a positive
influence on the implementation of SRM. This highlights that companies are likely to change their structures
and adopt dominant sustainability practices by emulating the same practices as successful competitors.
Accordingly, the relevant authorities can induce the implementation of SRM in large companies and set
benchmarks for small companies to follow, thus fulfilling the stakeholders’ demand for sustainable palm oil
production.

Notwithstanding the useful insights, the findings of this study should be viewed considering the
following limitations, which provide avenues for future research directions. First, the data are subject to the
normal limitations of the survey method, which may include response bias. Hence, there is the potential for
inaccuracy or misinterpretation of the meaning of the questionnaire. Given that fact that SRM implementation
is relatively new in Malaysia and worldwide, it is recommended that future research employ qualitative
research or mixed methods to develop a deeper understanding of the factors that influence the implementation
of SRM. Second, the generalisation of the findings should be made with caution as the data are restricted to
palm oil mills in Malaysia. It would be valuable for future research to replicate this study across different
settings to gauge whether the findings obtained are applicable to the global context or only reflect industry-
specific characteristics. Next, the findings show that only 25.6% of SRM implementation is explained by
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institutional pressures. This indicates that other factors could be tested to examine their influence on SRM
implementation. Specifically, the variables used in this study are from the perspective of the external
environment of palm oil mills. Future studies may include other relevant internal factors that could drive SRM
implementation. Finally, SRM implementation is not measured based on its four components (risk
identification, risk assessment, risk response, and risk monitoring). It is recommended that future studies
measure SRM implementation using the four components via a higher-order construct.
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APPENDIX

Appendix 1Variable measurement

Regulatory pressure

No. Item

1. Our mill is subject to governmental regulation regarding the sustainable palm oil practices.

2. Our mill is subject to pay fines if there is failure to comply with sustainable palm oil practices.

3. Our sustainable palm oil practices are influenced by the mill’s shareholders.

4. Our sustainable palm oil practices are influenced by the decision of mill’s head office.

5. Our sustainable palm oil practices are influenced by the availability to get funding from financial institutions.
Competitive pressure

No. Item

1. The leading competitors set an example of implementing sustainable palm oil practices.

2. The leading competitors influence our sustainable palm oil practices.

3. The leading competitors’ action pressures our mill for implementing sustainable palm oil practices.

4. The leading competitors have obtained competitive advantages by implementing sustainable palm oil practices.

5. The leading competitors have benefited greatly by implementing sustainable palm oil practices.

Normative pressure

No. Item

1. Our sustainable palm oil practices are influenced by the local communities where mill operates.

2. Our sustainable palm oil practices are influenced by the environmental protection groups.

3. Our sustainable palm oil practices are influenced by the customer’s sustainability awareness.
SRM Implementation

No. Item

1. Our mill periodically identifies sustainability issues.

2. Our mill has a clear process in place to assess the impact of sustainability issues.

3. Our mill has a clear process to assess the occurrence of sustainability issues.

4. Our mill has a clear process to detect sustainability issues.

5. Our mill has a clear process for mitigation of sustainability issues.

6. Our mill has a clear monitoring system to monitor the sustainability issues.
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