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Abstract—This research examines the impact of corporate 

governance on trust, performance, and participation. the effect of 

trust on participation and performance. The influence of trust on 

participation and performance.  This research is explanatory 

with approach quantitative. The data were collected from 12 

CBSLO results of the Community Empowerment Rural 

Development project. Data analysis used WarpPLS. Study 

finding showed that corporate governance has a significant 

positive impact to trust, corporate governance has a significant 

negative impact on MFI performance, corporate governance has 

a significant positive impact on participation, and trust has a 

significant positive impact on participation and trust has no 

significant impact on MFI performance, while participation has a 

significant positive impact  on performance. Indirectly, corporate 

governance has a significant positive impact on performance 

through trust and participation. 

Keywords—corporate governance, trust, participate, 

performance, non-subsidi Mfi 

I. INTRODUCTION 

The community empowerment for Rural Development 
(CERD) program, is one of the programs implemented by the 
Indonesian government in order to reduce poverty due to the 
economic crisis in 1998. One of its activities is to develop a 
rural financial institution called CBSLO (Community Base 
Saving Loan Organization) which is developed with the 
principles of self-help and mutual help by mobilizing 
community self-sufficiency. This is different from other 

empowerment programs that use grants, subsidies, or revolving 
funds. 

Many studies empirically conclude that microfinance has 
the potential to reduce poverty [1-3]. Mfi services have an 
impact on increasing the ability of poor individuals to improve 
income, increasing consumption levels, health, and building 
assets [4].   

 MFIs that serve the poor and disadvantaged are relatively 
more at risk, namely the risk of excess debt, credit repayment, 
and the quality of management and governance [5]. Besides 
fraud, low participation of members, lack of knowledge and 
skills management, weak internal control system, and the low 
level of accountability is found as the main challenges facing d 
nature obeys the practice of corporate governance [6]. 

Sustainability MFI because it implements effective business 
practices. However, unsuccessful MFIs, due to poor business 
practices and mismanagement [7]. MFIs with revolving fund 
sources perform poorly due to: (i) Poor financial management, 
(ii) Perceptions of credit as a grant, (iii) corruption and (iv) lack 
of experience [8].  Based on the above study results, MFIs face 
problems of operational sustainability, low trust and 
participation and poor corporate governance practices. 

Corporate governance is needed to create trust, corporate 
governance structures support trust in internal and external 
financial sources that contribute to long-term success [9]. 
Corporate governance makes companies honest and without 
problems. Dishonest and unethical transactions can cause 
shareholders to run away out of fear, distrust, and disgust [10]. 
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Trust is the cornerstone of many facets of microfinance 
activities and is a determinant of microfinance 's performance. 
Trusts coordinate relationships between customers and loan 
officers within borrower groups and between customers and 
institutions [11]. Trust can affect governance structures, 
negotiation costs, risk perceptions in strategic alliances, and 
business unit performance [12]. Trust is the basis for social 
exchange. Social exchange theory [13]. States that the 
relationship between members and organizations is a social 
reciprocal relationship when members feel the benefit of the 
organization, members feel obliged to repay good treatment 
through their existing obligations to participate in the MFI.  

The research carried so far is research on the effects of 
corporate governance on Mfi performance in urban areas. 
Meanwhile, research related to the influence of corporate 
governance on trust and participation. As well as the effect of 
trust on performance there is very little literature available. 
Several studies on the influence of corporate governance, trust, 
participation, and performance are partial, such as; the effect of 
corporate governance on performance [14-17]. So far, there are 
not many studies on the effect of corporate governance on trust 
[18], the effect of trust on participation [19,20], the effect of 
trust on performance [12,21], and the effect of participation 
approaching performance [22]. 

 Based on the research gap above and the phenomena faced 
by MFIs in community empowerment programs, so that MFIs 
can sustainably provide services for the poor and micro-
businesses, this study constructs a model framework for the 
influence of corporate governance on MFI performance 
through trust and participation as a novelty of research. 

This study will be carried out in rural areas of South 
Kalimantan, considering the presence of CBSLO from the 
CERD Program in South Kalimantan. In addition to the fact 
that CBSLO has shown the best results in terms of number of 
participants, assets, investments, and loan accumulation in the 
six provinces where the CERD project exists, it is still 
sustainable even though the project has been completed.  

II. LITERATURE  REVIEW AND HYPOTHESIS   

A. Corporate Governance and  the Trust             

Corporate governance is needed to create trust [9]. Good 
corporate governance will facilitate access to sources of capital 
[23], A corporate governance structure underpins the trust in 
internal and external financial sources that contribute to long-
term success [9], Yousaf, et al. show that there is an effect of 
good governance on citizen trust [18]. Consistency of behavior, 
the integrity of behavior, participatory decision making, 
communication, and demonstrative attention are behaviors that 
demonstrate trust [24]. However, the most prominent 
characteristics of trust are integrity, virtue, and competence 
[25-27], Having business competence, being reliable, being 
thorough in their transactions, and having good intentions are 
the basis of trust in cooperatives. Evidence of belief is shown 

voluntarily joining, and voluntarily supporting and applying for 
a loan, based on this a hypothesis can be drawn up as follows: 

H1. Corporate governance significant positive impact on 
trust 

  

B. Corporate Governance and  the Performance of MFIs 

The quality of MFI governance is determined by the 
competence board, board activities, and types of ownership   
[28]. Corporate governance has an effect on company 
performance [29]. The number of management and audit 
committees has a positive relationship with company 
performance but meeting frequency has a negative relationship. 
female leadership has a significant relationship with a larger 
board, the company is still in its early stages, non-profit legal 
status, and more female clients [14]. 

Corporate governance affects the performance (economic 
and social) and productivity of MFIs in Pakistan. Gohar and 
Batool [16] and Moenga [30] found that independent board has 
the greatest impact on MFI financial performance, followed by 
board diversity and CEO duality. Meanwhile, the number of 
management negatively affects the financial performance of 
MFI. This basic bag can be hypothesized as follows; 

H 2. Corporate governance has a significant positive impact 
on MFI performance 

C. Corporate Governance and Participation 

MFI board encourages the mental and emotional 
involvement of members to contribute and be responsible for 
achieving the goals of the MFI [31]. Through regular 
communication and encouraging involvement in decision-
making processes that help maintain the direction of the MFI 
and ensure successful performance [32]. Management must 
ensure the openness of the MFI's operations and improve 
members' participatory skills [33]. Increased participation 
occurs when members are involved in the decision-making 
process and the democratic control of organizational 
management. There is a significant independent relationship 
(non-material motivation and material motivation, perception, 
service quality, facilities and infrastructure, managerial 
management, education, and training) with member 
participation [34]. On this basis, the following hypotheses can 
be formulated: 

H3. corporate governance has a significant positive impact 
on participation 

D. The  Trust and Participation  

Trust is used to explain the behavior of individuals to the 
organization in social exchange relationships [35,36]. Social 
exchange between two parties includes mutual obligations that 
are long term, unlike formal contracts in economic exchange 
which ensure that both parties fulfill their short-term 
obligations [13]. Social exchange theory is mainly based on 
[37], norm of reciprocity, according to this theory, when 
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mutually beneficial actions occur between members and 
cooperatives. The members are confident that the cooperative 
will fulfill its obligations and act reciprocally and be kind to the 
cooperative. thus impacting on member participation. 

Trust is related to the participatory behavior of members in 
cooperative governance [38]. Trust in cooperatives makes 
members committed to the organization [39], loyal [40], and 
active in cooperative governance [19]. Trust has a central role 
in participatory processes [20]. On this basis, the following 
hypotheses can be arranged: 

H4 The trust has a significant positive impact on 

participation 

E. Trust  and  MFI Performance 

Borrowers or lenders are vulnerable to the MFI. Borrowers 
are vulnerable to fraud by loan officers and MFIs, people who 
are vulnerable to loan repayments [11]. Trust in institutions 
includes the assumption that it is difficult to trust institutions, 
comply with laws and regulations, and represent the public 
interest. This implies the conviction that the organization is 
professional, fulfills its duties and behaves responsibly [41]. If 
the prospective consumer does not trust the institution, then as 
a financial service provider, they will not contact the MFI. 
Customer transactions will increase the impact of trust on the 
performance of MFIs [21]. Increase transactions through rising 
the volume of deposits and loans. Increased profitability-
enhancing operations [42]. On this basis, the following 
hypothesis is compiled:  

H5. Trust has a significant positive impact on MFI 
performance 

F. Participation and MFI Performance 

Participation is the most important factor in supporting the 
success or development of an organization. all program to be 
implemented by the Management needs to gain the support of 
all the elements that exist within the organization [43], 
Meanwhile, Redjeki et al. [22], research shows that member 
participation has a significant positive effect on business 
performance. Attendance at the annual meeting has a positive 
effect on capital participation, and encourages the realization of 
common goals, and has an impact on the performance of MFIs 
[44]. Rajesh [45] stated that the participation of members in 
cooperation activities in quantity and quality can increase the 
perception and control of cooperative performance. Hammad et 
al. [32] shows that member participation is critical to 
cooperative success in the long term. On this basis, the 
following hypothesis is compiled:      

H 6. Participation has a significant positive impact on the 
performance of MFIs    

Based on the description above, the hypothesis of the 
influence between variables which is formulated in 6 
hypotheses can be seen in the hypothetical framework Figure 1 

 
  

Fig. 1. The hypothetical framework.    

III. RESEARCH METHODS 

A. Data collection and Sample             

Population in research is the entire MFi of the Community 
empowerment Rural Development program in the Southern 
Kalimantan Province with the total of 20, with the criteria of: 

 Consecutively, from 2014 to 2018 doing the annual 
meeting. 

 The MFi reported the statement of financial position 
and the report of the income statement consecutively 
from 2014 to 2018. 

 The age of the MFi is above 10 years. 

Based on the three criteria, the ones fulfilling the 
requirement of population for the research are 12 MFis. The 
sampling technique used is the saturated sampling for the ones 
fulfilling the criteria for the research sampling. The research 
uses the data panel that is a mixture between the data of time 
series and the cross section. The data panel consists of 12 MFis 
x 5 years, so that the data is in the total of 60.  
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B. Measurement 

TABLE I.  VARIABLES, INDICATORS, MEASUREMENT AND SOURCES 

Variable Indicator Measurement  Source 

(X1)   

Corporate 

Governan
ce 

(X1)  Board Size Number of board 

members   

[17] 

(X2)  Diversity 

Board 

Percentage of total 

female board members 

[17] 

(X3)   
Board Meeting 

The frequency of board 
meetings in a year 

[46] 

(X4)  Independent 

Board 

Percentage of number of 

board members outside 

of users  

[46]  

(Y1)    

Trust 

(Y1.1) Growth in 

the number of 

users    

The percentage increase 

in the number of users in 

a year 

[47] 

(Y 1.2) Loan 

growth   

The percentage increase 

in the number of loans 
granted in a year 

[47]  

(Y2).  
Partici 

pation 

(Y2.1.)% Of users 

present in annual 
meeting 

Percentage of MFI users 

who attend annual 
meeting 

[48],  

(Y2.2.)% Users 

who are 

administrators 

Percentage of LKM 

users in the Board  

[48]  

( Y3) 
perfor 

mance 

(Y3.1) ROA      Return on assets is net 

income divided by total 

assets 

[49]  

  (Y3.2) OSS  Operational self-
sufficiency is total 

income divided by total 

expenses 

[49]  

  (Y3.3)  

FSS 

Financial self-

sufficiency is the ratio 

between income to total 
expenditure + 5% of the 

total loan   

[49]  

  (Y3 4) Number of 
active borrowers 

Number of active 
borrowers 

[15]   

  (Y3. 5) Average 

Loan 

Total funds borrowed / 

total borrowers 

[15]  

  (Y3. 6 )  Number 

of female 

borrowers 

The ratio of female 

borrowers to the total 

number of borrowers 

[15]  

Source: Previous Research (2020) 

C.  Data Analysis 

The analysis data used inferential statistical analysis is used 
to test the effect of the variables in this research. The researcher 
used the WarpPLS statistical tool. 

IV.  RESEARCH FINDINGS 

A. Hypothesis Test             

Based on the results of hypothesis testing, by comparing the 
p value with alpha 5%. If p value ≤ 0.05, then the hypothesis is 
accepted and if the p value is> 0.05 then the hypothesis is 
rejected. Then the resulting hypothesis test results are as 
follows Table 2: 

TABLE II.  HYPOTHESIS TESTING RESULTS 

Hypo thesis Influence 

between 

variables. 

path 

coefficient 

P Value Sign 

level  

1 Corporate 
Governanc

e towards 

trust 

0.210 0.042 * Significant 

2 Corporate 
Governanc

e on 

performan
ce 

0.444 <0.001 * Significant 

3 Corporate 

Governanc
e towards 

participati

on 

-0.488 <0.001 * Significant 

4 Trust  in 
participati

on 

0.232 0.027 * Significant 

5 Trust in 
Performan

ce 

-0.056 ..0,326 not 

Significant 

6 Participati

on in 
Performan

ce 

0.212 0.040 * Significant 

Source: Secondary data processed, 2020 

 
Fig. 2. Final structural model. 

V. DISCUSSION OF RESULTS 

The results showed that corporate governance had a 
significant positive impact on trust. This is because the source 
of   MFIs capital comes from self-help, so that management is 
working hard to convince the community to become members 
and saving. MFIs provide information regularly through the 
financial statements and progress MFIs and are managed in a 
transparent, accountable, and trustworthy. This principle is 
being developed to improve to trust and eliminate the bad 
experiences of people against this kind of institution.  

Advances in Economics, Business and Management Research, volume 191

88



The finding supporting Signaling Theory [50], if the good 
corporate governance is a good signal for the members, so that 
members confidence in the management of MFIs. The results 
also support the research Yousaf et al. [18], Hansen et al. [27]. 

The results of the study showed that corporate governance 
significantly negative impact on performance.   Some of the 
reasons that lead to a significant negative corporate governance 
effect on MFI performance are: First because being a Mfi 
board is a side job and dedication. Second, most of the MFI 
board are women (67.62%).  

The results of this study support Thrikawala et al. [17] 
show that more female directors have a significant negative 
effect on performance. This suggests that an MFI has better 
financial performance if it has fewer female representatives on 
the board.  The same thing is also with research by Ferial et al. 
[52], shows that good corporate governance has a significant 
negative effect on financial performance. The results of the 
study also support the research of Gohar and Batool [16], 
which states that managers are more inversely proportional to 
economic performance and the duality of chairs and CEOs is a 
negative contributor to performance, outreach, and 
productivity.  

The result of the indirect effect shows that corporate 
governance has a significant positive impact through trust and 
participation. This suggests that participation plays an 
important role in the influence of corporate governance on 
performance in MFIs that rely on funds from members                             

Corporate governance has a significant positive impact on 
participation. The results of this study indicate that 
management can encourage participation in the decision-
making process that can maintain direction and ensure 
successful performance. The results of this study support the 
signaling theory which states that good corporate governance is 
a signal for members to participate in Mfi. The results of the 
study are in line with the research of Ernita and Al-Rozi [34], 
Davis and Newstrom [31]. 

The results show that trust has a significant positive impact 
on participation. because of both the user and the owner of 
MFi, a sense of belonging to the institution, and actively 
participating in the annual meeting. The results of this study 
support [19], who show affective commitment mediates the 
relationship between trust and member participation in 
cooperative governance. The results of the research support the 
social exchange theory [13] that trust affects participation. 

Trust has no significant impact on performance. trust does 
not have a significant effect on performance due to limited 
transactions, due to limited funds raised, because, in non-
subsidized MFIs, the source of funds must be mobilized from 
member savings. So, growth in the number of funds lent is also 
lower. The results of this study do not support [21], which 
shows that customer trust, have a positive and significant effect 
on customer transactions in cooperatives. 

Participation a significant positive impact on performance. 
This is because 70% of members attend the annual meeting and 

are involved in the decision-making process. Higher 
participation will reduce agency costs, because more members 
monitor the performance of the board. The results of this study 
are in line with Agency theory [53], which states that corporate 
governance improves performance by solving agency problems 
through monitoring, controlling and examining the reporting 
process. member participation is very important for the success 
of cooperatives in the long term [32]. 

VI. CONCLUSION 

Corporate governance has a significant positive 
impact on trust, participation and significant negative effect on 
performance. Trust has a significant positive impact on 
participation and does not have a significant effect on 
performance. Participation has a significant positive effect on 
performance and finally, indirectly, corporate governance and 
trust    has a significant positive effect on performance through 
participation.  

The results showed that participation is the key to 
successful performance. Contribution to MFIs, If you want to 
sustainably provide services for the poor and micro enterprises 
for the poor to increase income, increase consumption levels, 
health, and build assets. So it is necessary to improve good 
corporate governance so that the trust and participation of 
members increases. 

 The limitation of this research is that this research is 
conducted with a quantitative approach so that to get a more 
complete picture, it is necessary to qualitatively examine the 
variables of corporate governance, trust, and level of 
participation. 
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