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Abstract
Purpose – This paper aims to investigate the relationship between microﬁnance institutions (MFIs)
governance and performance.
Design/methodology/approach – Using a sample of 215 MFIs from six South Asian countries over the
period from 2005 to 2009, the authors examine the effect of chief executive ofﬁcer (CEO) duality, board size, female
CEO, urban market coverage, bank regulation and lending type on ﬁnancial and social performance of MFIs.
Findings – The ﬁndings provide evidence that, on the one hand, empowered CEO, large board size and
individual lending improve the MFI ﬁnancial performance and, on another hand, bank regulation and serving
in the urban market have a signiﬁcant association with MFIs’ social performance. In an additional analysis,
the authors also test this relationship before, during and after the ﬁnancial crisis of 2007. During crisis period,
MFIs’ individual lending reduces the operational cost and bank regulation increases the average loan size in
South Asian MFIs.
Originality/value – Those studies that are presented in the literature review conclude their result on the
bases of global, European, East African and speciﬁc to some countries sample. There is no study presented in
the whole literature on South Asian sample, in which all countries really face the problem of poverty.
Keywords Corporate governance, Financial performance, South Asia, Social performance
Paper type Research paper

1. Introduction
Microﬁnance provides ﬁnancial services to very poor people for self-employed projects that
produce revenue for them to support their families. Over the past 50 years, microﬁnance
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institutions (MFIs) are playing an important role to reduce poverty in both underdeveloped
and developing countries (Barry and Tacneng, 2014). Microﬁnance programs are recognized
by the World Bank as an approach to address income inequality and alleviate the poverty.
The implementation of microﬁnance schemes provides effective results in several South
Asian countries (e.g. Bangladesh, Pakistan). World Bank declares “2005”[1] as a year of
microﬁnance in the means to promote their poverty reduction goal. United Nations preset
the agenda of “Transforming our world: the 2030 Agenda for Sustainable Development” in
the year 2015. This agenda is a plan of actions for people, plant and prosperity. This
sustainable development agenda is adopted by 193 countries around the world. This agenda
contains 17 sustainable development goals,[2] and poverty eradication is one of the greatest
challenges for member countries[3].
All ﬁnancial institutions (e.g. banks, non-governmental organizations [NGOs], shareholder
ﬁrms[4] and rural support programs) are very much interested in micro-ﬁnancing activity but
hesitate due to the weak ﬁnancial position of credit clients. Generally, MFIs grant loans to a
group of people for business purposes and charge them interest. Mostly, MFIs provide loans at
a higher rate of interest that create hurdles for borrowers to repay the loans. Dr Muhammad
Yunus, founder of Grameen Bank of Bangladesh, won Noble Peace Prize in 2006. The primary
motive behind microﬁnance scheme of Grameen Bank was empowering poor people. Due to
low interest rate and ﬂexible terms of the loan agreement of this bank, the rate of recovery is
more than 90 per cent (Khandker et al., 1998).
In this paper, we examine the role of governance practices to improve the performance
(both ﬁnancial and social) of South Asian MFIs. Ledgerwood (1998) broaden the core
objective of MFIs that provide ﬁnancial services not only to low-income persons but also to
self-employed people. This study tries to ﬁnd out that to what extent the MFIs’ top
management is successful to accomplish this goal. Provision of capital to the poor people
acts as a supply of blood in a weak body and provides them a chance to improve their lives.
Hartarska (2005) ﬁnds a signiﬁcant relationship between governance and performance
(ﬁnancial and outreach) of the East European microﬁnance industry. In another study,
Mersland and Strøm (2009) also investigate and support this relationship. In the light of
above studies, we postulate that MFIs’ governance has a signiﬁcant association with
performance, and we test this relationship with South Asian MFIs.
The main objective of this article is to ﬁnd out the impact of good governance practices
on the performance of South Asian MFIs. We study the different dimensions of MFIs’
governance (such as chief executive ofﬁcer [CEO] duality, board size, female CEO, urban
market, bank regulation and individual lending) to investigate how they inﬂuence the
ﬁnancial and social performance of South Asia MFIs.
This study is based on the empirical analysis of 215 ﬁrm-year observations from 2005 to
2009; those are actively operating in this region. The members of the South Asian region are
Afghanistan, Bangladesh, India, Nepal, Pakistan and Sri Lanka. In South Asian countries,
India is the largest country in terms of area and population. Interestingly, half of the South
Asian MFIs belong to this part of the region. According to benchmarking report (Mix
Market, 2011), Afghanistan’s microﬁnance industry observe maximum growth in 2007 and
Pakistani MFIs demonstrate better outreach to their clients in 2008. This report highlights
ﬁnancial and social performance of the South Asian MFIs.
The purpose of this work is to enlighten those areas of corporate governance, which need
more concentration to enhance the performance of the MFIs in South Asia. The governance
data are collected from the website of MFIs and their annual reports, and ﬁnancial data are
obtained from Mix Market website (www.mixmarket.org). We applied pooled ordinary least
squares regression to explore the impact of governance practices on MFIs performance. Our

ﬁndings show that board size, female CEO, urban market and individual lending have a
signiﬁcant positive inﬂuence on MFIs ﬁnancial performance. Nest, we ﬁnd evidence that
bank regulation and the urban market signiﬁcantly reduce the social performance of MFIs.
Regarding outreach, we ﬁnd that ﬁrm attributes (e.g. ﬁrm size) play a key role to increase
the average loan size and number of clients. MFIs facing poor performance issues can
enhance their performance by following the governance structures of leading MFIs in their
region. Our results are also consistent with random generalized least squares (GLS)
technique. Furthermore, we also check this relationship before, during and after the crisis.
Overall, we conclude that better governance practices of MFIs improve their ﬁnancial and
social performance in South Asian countries.
The rest of the paper proceeds as follows. Section 2 contains literature review and
hypothesis. In Section 3, we discuss the data and sample in detail. Section 4 shows results of
the empirical analysis. The additional results are given in Section 5. We conclude our study
and provide some recommendations in Section 6.
2. Literature review and hypothesis development
2.1 Microﬁnance institutions in South Asia
Microﬁnance is a “program that extends small loans to very poor people for self-employment
projects that generate income in allowing them to take care of themselves and their families”
(Microcredit Summit in 1997) (Rahman, 1999). The primary purpose of this ﬁnancing is to
reduce poverty, which is a root cause of social crimes and unfair labor style. People are not able
to improve their living standard due to non-provision of capital.
MFIs get fund at its primary stage from international donors or ﬁnancial agencies
(Germidis et al., 1991). Mostly, South Asian MFIs follow the same structure that is used by
the Grameen Bank of Bangladesh (Hossain, 1988; Muhammad and Jolis, 1999). The Grameen
Bank was established in early 70s; it functions the same as commercial banks and provides
loans to a group of poor people. Grameen bank maintains its self-sufﬁciency at 20 per cent
rate of interest. Microcredit Summit campaign report states that in 2002, 67.4 million
families availed credit from microﬁnance all over the world. According to this report, out of
59.4 million Asian customers, 13 million were from Bangladesh. Ahmed (2009) ﬁnd that
MFIs have a great impact on the development of Bangladesh, where a large number of
people live below poverty line, and he was serving as a governor of Bangladesh Bank at that
time.
World Bank (2006) published a brief report on the MFI activities in South Asia.
According to their analysis, Afghanistan and Nepal face many challenges due to bad
political conditions. They also stress that the 17 per cent household are facilitated by South
Asian MFIs. In 2005, the aggregate demand of microcredit was $15bn, but only $2.3bn was
provided to poor people. MFIs’ coverage to its customer is better in India and Bangladesh
and worst in Afghanistan and Sri Lanka. The lending amount of MFIs in Sri Lanka,
Pakistan and Afghanistan is better than that in other countries of this region.
2.2 Microﬁnance institutions’ governance and performance
Numerous studies examine the relationship between the MFIs governance and performance.
The general deﬁnition of governance is that to what extent the organization achieves its
goals with the help of its top management. Hartarska and Mersland (2012) state that large
boards (up to nine members) are helpful to improve the performance of MFIs in terms of
reaching many poor. They also show that CEO duality reduces the social performance. In a
recent article of Tchuigoua (2015), he suggests that different board characteristics are the
signiﬁcant determinant of MFIs governance. In a conceptual paper, Estapé-Dubreuil and
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Torreguitart-Mirada (2015) support the above-mentioned ﬁndings and also suggest that the
board has a signiﬁcant association with the social performance of MFIs. Eisenberg et al.
(1998) and Yermack (1996) state that large board size is related to a decrease in ﬁrm
performance, calculated as return on assets (ROA). Bennedsen et al. (2008) verify the
negative relationship in undersized ﬁrms and performance of SMEs. Hartarska (2005) also
ﬁnd a signiﬁcant positive association between the MFIs’ governance and performance.
Corporate governance plays an important role to enhance the ﬁnancial and social
performance of MFIs. Researchers state that MFIs with high level of board gender diversity
provide females the glorious opportunity to reach at top management positions (Mori et al.,
2013). Since, females as top executive prefer the female micro credit clients (Strøm et al.,
2014).
MFIs’ governance decisions (such as individual lending, urban market and regulatory
structure) also have a signiﬁcant inﬂuence on MFIs’ performance. Cull and Morduch (2007)
estimate the performance of MFIs through proﬁtability and outreach by focusing on lending
method. Using a global sample from more than 100 MFIs, they ﬁnd that the ﬁnancial
performance improves with the help of individual lending. They have a low focus on
governance issues and neglect the board characteristics. The lending methodology is
divided into two types individual and group lending. Aghion and Morduch (2005) ﬁnd that
lending to the group may possibly increase the repayment of loan because it leads to
optimistic matching. In another article, Cull and Morduch (2007) state that individual
lenders repayment circle is large, whereas group lenders explain better outreach to the
whole area. Hartarska and Nadolnyak (2007) mention that the regulatory authority has no
straight effect on the performance of the MFIs, but these regulations inﬂuence the MFI
outreach to the poorer customer. Mostly in India and Pakistan, MFIs are regulated by the
government for better services and facilities to the poor.
A growing stream of literature highlights that we can measure the performance of MFIs
with two different strands. On the strand of ﬁnancial performance, Christen (2000) relates
the performance with overall proﬁtability by following terms: ROA, portfolio yield and
operational cost. Jansson et al. (2004) state that nonproﬁt organizations are habitually
projected to be weaker structure because they lack resources, which leads to slower
performance in term of ﬁnance with compare to other MFIs. Hardy et al. (2003) ﬁnd that all
costs related to MFIs technology improvement, innovation into lending methodology or any
other outreach improvement offset the MFI reimbursement. In another research, the
performance of the ﬁrm is measured by ROA, operational self-sufﬁciency and many more
different ways (Tucker and Kennedy-Tucker, 2004). The outreach of the MFIs is measured
in two different ways: a number of clients served and the average loan size (Schreiner, 2002).
Prior literature concludes that we can measure the ﬁnancial (ROA, operational selfsufﬁciency, operating cost and portfolio yield) and social (average loan size and number of
credit clients) performance of MFIs by different means.
MFIs’ main object is to facilitate the poor people at maximum level. Same as other ﬁrms,
MFIs’ performance also receives effect from ﬁrm- and country-level determinants (such as
size, age and gross domestic product). But MFIs have a big problem with credit risk
assessment due to non-provision of collateral (Armendáriz and Morduch, 2010). On the
MFIs’ customer part, repayment and evaluation of credit risk are key concerning issues
because credit clients have no property (Aghion and Morduch, 2005). Microﬁnance
initiatives discover new sides to covenant with harms such as group lending, personality
lending and the personal record of the client. At the country level, Human Development
Index (HDI) is showing the lifestyle of the country people compared to other countries.
Hartarska (2009) conclude that the all rating agencies had not the same impact on the

investor or donor perception about the whole MFI industry. If the microﬁnance lending in a
speciﬁc area or in a country increases the income and the food consumption of the poor
community of that very area, it is a signal for household welfare improvement (Imai and
Azam, 2012).
On the basis of above-mentioned literature, we conclude that the different
governance dimensions have a strong inﬂuence on the performance of the MFIs. These
studies produce their arguments on the bases of global, European, East African and
speciﬁc to some countries sample. All countries of South Asia are extremely affected by
poverty. However, MFI literature has no evidence on the association between
governance and performance of South Asian MFIs. In this study, we seek to ﬁll this gap
by proposing two hypotheses.
H1. Corporate governance has a signiﬁcant impact on ﬁnancial performance of South
Asian MFIs.
H2. Corporate governance has a signiﬁcant impact on the social performance of South
Asian MFIs.
3. Data and methodology
To construct our sample, we start from Mix Market. According to Mix Market (2011)
total, 175 organizations fully or partially provide the micro-ﬁnancing facility in this
region. Microﬁnance industry is at growing stage in South Asia. Christen et al. (2004)
and Robinson (2001) discuss that the MFIs only facilitate the small part of world’s poor.
MFI includes banks, corporate, nonproﬁt organizations and shareholder’s ﬁrms. Microﬁnancial banks are those institutions which established purely to provide the credit
facility to poor people. These banks are also performing all functions like other
commercial banks. MFIs are the perfect type of the organizations which made for a poor
person for the credit facility. Nonproﬁt organizations, like NGOs, are also included in it.
Rural support program is mainly focused on the rural area of the country to give the
balance impact on the economy.
For support and to describe our analysis, we use statistics from third-party rating agency
(www.themix.org). The data related to our governance variables are collected from websites
of the organizations. The ﬁnancial data are fetched from the Mix Market. Mix Market is a
third-party rating company, which gathers data on MFIs globally from their local rating
agencies. Mix Market also generates self-survey reports that are available on their Web.
Our sample technique is a convenient base because several microﬁnance organizations
do not develop their sites and not effectively maintain their reports. In our sample, we cover
one-fourth part of the MFIs in this region to show the original relationship. We collect data
from 43 MFIs from 2005 to 2009 for the South Asian region. All the countries lay in this
region have a different structure to raise the living standard of poor. We testify the
performance of MFIs on two sides, one is ﬁnancial and other is a social performance that is
also called outreach.
3.1 Econometric model
Following the prior studies (Mersland and Strøm, 2009; Hartarska, 2005), we estimate the
corporate governance variables. We regress the ﬁnancial and social performance of the
MFIs on the corporate governance measures along with control variables. According to our
data, we formulate the two equations. Our regression models are:
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(1)

Social_Performanceit ¼ a0 þ b 1 ceoit þ b 2 bsit þ b 3 fceoit þ b 4 umit þ b 5 brit
þ b 6 ilit þ b 7 sizeit þ b 8 ageit þ b 9 prit þ b 10 hdiit
þ b 11 D_Yearit þ b 12 D_Country þ m it

(2)

The ﬁrst model equation checks the impact of corporate governance on the ﬁnancial
performance of MFIs. For ﬁnancial performance, we select return on asset, operational selfsufﬁciency, portfolio yield and operational cost. The second model equation checks the
association between governance and social performance of the MFIs. Most of the MFIs are
working as a nonproﬁt institution so that the social performance of the MFIs is also very
important with ﬁnancial performance. Appendix contains the deﬁnitions of all variables.
4. Empirical results
4.1 Microﬁnance institutions in South Asia: a graphical view
According to Mix Market data, the outreach of Bangladesh is better than other countries.
They are providing more microﬁnancing facility to their peoples as shown in Figure 1. This
ﬁgure clearly shows that Bangladesh providing microlending to around 1.5 million people
those are three times greater than India and more than the accumulation of the other ﬁve
countries in South Asia.
Figure 2 presents the average amount of loan granted to an individual client. MFIs that
operate in Afghanistan grant maximum $250. The gradual increase in loan amount is from

Figure 1.
MFIs year-wise total
number of clients
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Figure 2.
MFIs year-wise total
lending amount
granted to a single
client

2005, and this increase is may be due to American presence there, and the MFIs working
under their supervision sanctioned more amounts compared to the past years. All other
countries on average granted $150 to each credit client for his business.
When MFIs provide the ﬁnance to the poor, then the lifestyle of those people should be
improved. We measure the country life standard with help of HDI. The HDI ranking of south
Asian countries is presented in Figure 3. According to United Nations Development
Programme (UNDP), Sri Lankans are more developed compared to the other countries of this
region. The people of Afghanistan are at the bottom, and nonproﬁt organizations should
invest in this country to uplift the standard of their lives that are affected by the war.
4.2 Descriptive statistics
To test our hypothesis, we collect data from 43 MFIs out of the 175. We gather these data for
ﬁve consecutive years from 2005 to 2009. To form symmetry in this data, we make our data
annualized and the ﬁnancial data are converted into dollar form. Mix Market has a data on
more than 1,200 institutions from all over the world. Table I shows that the MFIs in this
region have mostly served at the breakeven point and sometimes in loss because the ROA
ratio shows 2 per cent mean. The operational self-sufﬁciency of these institutions is good,
and 82 per cent relies on their own resources. The average loan amount granted to an
individual client is $129; this amount is only to purchase on average one goat. To sanction
these loans to the poor persons, MFI incurred 20 per cent operational costs. The average of
credit clients served by a single MFI is 0.36 million; this is a huge amount showing the
current potential of MFI industry in this region.
Most microﬁnance organizations working in this region have a dual leadership structure.
Average board size is nine members, which is more compared with the previous researches
(Mori et al., 2013; Hartarska, 2005). In top-level management the board gender diversity is
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Figure 3.
HDI of South Asian
countries

not appreciated in this region. MFIs serving in this region also target the urban market
because low-income people also live in urban areas. The mean age of the institutions
working in this region shows that they have a moderate-level experience. If the ﬁnancial
system is governed by state, then it is more active, and approximately half of the MFIs
follow the bank regulation.
The correlation matrix shows the relationship between the independent variables. Some
of the variables are signiﬁcant at 0.01 level and some are at the level of 0.05. We apply
Pearson correlation on all explanatory variables. Table II shows the correlation matrix
between independent variables to check the multicollinearity concerns. Multicollinearity
problem exists when the correlation among the variable is greater than 0.7 (Kennedy, 2008).
The maximum correlation reported in Table II is not more than 0.34. On the bases of these
results, we can say that multicollinearity is not an issue in our data.
4.3 Eﬀect of Governance on the performance of microﬁnance institutions
We begin by using the ﬁnancial performance measures as the dependent variable. Then we
estimate the same model with social performance measures. Favorable “F statistic” value in
all the six models shows the ﬁtness of our model and R2 shows the overall variations in
dependent variable explained by independent variables.
We ﬁrst estimate our econometric model without control variables. In Table III, the
ﬁrst four models show the corporate governance impact on ﬁnancial performance of
MFIs without control variables. According to results, the female CEO improves the

Variables

N

Mean

Std. dev

Min

Median

Max

Dependent
ROA
OSS
Operational_Cost
Portfolio_Yield
Average_Loan
Credit_Client

215
215
215
215
215
215

0.021
0.825
0.200
0.217
128.851
358,276

0.178
0.535
0.279
0.159
79.744
1,063,578

1.404
0.192
0.000
0.000
0.000
0.000

0.000
0.964
0.121
0.218
121.000
47,265

0.652
3.357
2.194
1.155
432.000
6,397,635

Independent
CEO_Dulality
Board_Size
Female_CEO
Urban_Market
Bank_Regulation
IndividualLending

215
215
215
215
215
215

0.698
9.558
0.047
0.419
0.465
0.419

0.460
4.869
0.211
0.494
0.500
0.494

0.000
3.000
0.000
0.000
0.000
0.000

1.000
8.000
0.000
0.000
0.000
0.000

1.000
21.000
1.000
1.000
1.000
1.000

Control
Age
Size
Portfolio_Risk < 30
HDI

215
215
215
215

11.851
14.689
0.071
0.477

10.748
5.141
0.243
0.078

0.000
0.000
0.000
0.307

8.000
16.043
0.011
0.484

51.000
20.714
3.041
0.653
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Table I.
Descriptive statistics
of dependent and
Notes: This table provides the descriptive statistics of variables used in this study. Our sample consists of
independent
215 ﬁrm-year observations from 43 South Asian MFIs over the period from 2005 to 2009. Appendix reports
variables
the deﬁnitions of regression variables. Own elaboration

operational self-sufﬁciency of a ﬁrm in this region. The dual CEO that attributes and
serves in the urban market increase the MFIs’ operational cost. Portfolio yield has a
positive association with urban market. In next two models, we measure the association
between governance and social performance. Regulated MFIs are not able to target the
maximum number of credit clients.

Variables
1. CEO_Duality
2. Board_Size
3. Female_CEO
4. Urban_Market
5. Bank_Regulation
6. Individual_Lending
7. Age
8. Size
9. Portfolio_Risk < 30
10. HDI

N

1

2

3

4

5

6

7

8

9

10

215 1.00
215 0.10*
1.00
215 0.34** 0.11*
1.00
215 0.26** 0.23** 0.26** 1.00
215 0.00 0.17*
0.02 0.13* 1.00
215 0.25** 0.21** 0.19*
0.04
0.06
1.00
215 0.16*
0.21** 0.01 0.12* 0.08
0.23** 1.00
215 0.03 0.09
0.14*
0.06 0.05 0.08 0.02 1.00
215 0.00
0.07 0.05 0.08
0.04
0.02
0.01 0.04 1.00
215 0.07 0.04 0.01 0.09
0.35** 0.11*
0.01 0.01 0.11* 1.00

Notes: This table reports Pearson correlation between independent variables used in our regression; our
sample consists of 215 ﬁrm-year observations from 43 South Asian MFIs over the period from 2005 to 2009;
Appendix reports the deﬁnitions of key regression variables; *statistically signiﬁcant at 10%;
**statistically signiﬁcant at 5%; ***statistically signiﬁcant at 1%
Source: Own elaboration

Table II.
Correlation matrix of
all independent
variables

Table III.
Corporate
governance and
performance without
control variables
0.063 (0.79)
0.007 (0.94)
0.440** (2.56)
0.046 (0.65)
0.09 (1.32)
0.023 (0.34)
0.177 (1.17)
215
Yes
Yes
0.374
7.23***
0.093** (2.55)
0.005 (1.53)
0.022 (0.28)
0.088*** (2.72)
0.05 (1.59)
0.058* (1.87)
0.548*** (7.85)
215
Yes
Yes
0.546
13.08***

0.017 (0.63)
0.004 (1.56)
0.03 (0.49)
0.063** (2.58)
0.003 (0.14)
0.017 (0.70)
0.250*** (4.73)
215
Yes
Yes
0.213
4.66***

PY

CC
1.652 (0.96)
0.073 (0.46)
3.532 (0.95)
2.173 (1.42)
6.817*** (4.59)
1.49 (1.01)
1.541 (0.47)
215
Yes
Yes
0.23
3.85***

Social performance
0.14 (1.10)
0.007 (0.64)
0.159 (0.58)
0.046 (0.41)
0.037 (0.34)
0.095 (0.87)
1.744*** (7.19)
215
Yes
Yes
0.353
4.55***

AL

Notes: Columns (1)-(4) of this table presents regression results, the effect of corporate governance on the ﬁnancial performance of MFIs (Return on assets (ROA),
Operational self-sufﬁciency (OSS), Operational cost (OC) and Portfolio yield (PY)) without control variables. Column (5) and (6) of this table present regression
results, the effect of corporate governance on the social performance of MFIs (Average loan (AL) and Credit clients (CC)) without control variables. The t-statistics
under the estimated coefﬁcient in parenthesis. This sample consists of 215 ﬁrm-year observations from 43 South Asian MFIs over the period of 2005 to 2009.
Appendix reports the deﬁnition of all listed variables; *statistically signiﬁcant at 10%; **statistically signiﬁcant at 5%; ***statistically signiﬁcant at 1%
Source: Own elaboration

0.036 (1.34)
0.001 (0.48)
0.014 (0.24)
0.015 (0.62)
0.01 (0.41)
0.041* (1.79)
0.236*** (4.55)
215
Yes
Yes
0.316
6.12***

Financial performance
OSS
OC
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CEO_Duality
Board_Size
Female_CEO
Urban_Market
Bank_Regulation
Individual_Lending
Constant
Observation
Country Dummy
Year Dummy
Adj R2
F-test

ROA
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All the four measures of ﬁnancial performance (ROA, operational self-sufﬁciency, operational
cost and portfolio yield) and two measures of social performance (average loan and credit
clients) are estimated in Table IV with control and dummy setting. The results are improved
with control setting. The CEO holds both positions at the same time can increase the
operational cost and reduces the MFIs proﬁts. In South Asian MFIs, the duality is not in
the favor of the institution. Maximum, the number of board member have a good impact on the
portfolio yield. Female CEO is very helpful to increase the operational self-sufﬁciency of the
MFIs. If MFIs are regulated by the bank, it will increase its operational cost. Individual lending
is preferable than group lending because it increases the proﬁtability (ROA) of the MFIs.
Corporate governance of MFIs has a little impact on social performance. In previous
studies, the social performance of the MFIs is also named as an outreach of the MFIs
(Mersland and Strøm, 2009). If MFIs are only operational in urban markets, it will
reduce the total number of clients. Regulated MFIs are not able to target a maximum
number of clients. In a social performance context, all these impacts are mainly
generated by the size of MFI.
5. Additional analysis
In an additional analysis section, we run all the six equations with alternative regression
framework. Following previous studies (Greene, 2003), we use GLS random effect on our data.
In Table V, we test our hypothesis with GLS method. The results show that the CEO
duality in South Asian MFIs can increase the operational cost. Overall, results with GLS
method are similar to our main ﬁndings in terms of all explanatory variables. The
signiﬁcant coefﬁcient of average loan size depends on the microﬁnancing institution size.
Countries with better HDI are favorable for MFIs to reduce their operational cost. If MFI
portfolio at risk is greater than 30 days, it will increase the operational cost of the institution.
MFIs’ speciﬁc characteristics such as size and portfolio risk greater than 30 days have a
strong impact on the ﬁnancial performance. The overall R2 square and Wald Chi-square
statistics show the variable explanation and ﬁtness of the model.
Our data consist of ﬁve years from 2005 to 2009, and this period also includes the
ﬁnancial crisis period of 2007. Wagner and Winkler (2013) stress that ﬁnancial crisis of 2007
also affects the micro-ﬁnancial institution of South Asia. They further elaborate that the
ﬁnancial crisis strongly impacts the microﬁnance bank rather than institutions.
In Tables VI and VII, we estimate the impact of corporate governance on ﬁrm
performance before (2005-06), during (2007) and after (2008-2009) crisis. Before the
ﬁnancial crisis, the maximum number of board size was positively associated with
portfolio yield and average loan size. This relationship does not exist during and after
the crisis. After crisis, CEO duality has a negative impact on the ﬁrm performance in
shape of lower returns and higher operating costs. During the crisis, only bank
regulation increases the size of the average loan and individual landing reduces the
operating cost in South Asian MFIs. After the crisis, individual lending is favorable for
ROA and operational self-sufﬁciency of MFIs.
6. Conclusions and recommendations
In this article, we examine the impact of corporate governance on the performance of the
South Asian MFIs. Previous studies are conducted on the European and other continents’
data (Hartarska, 2005; Mersland and Strøm, 2009). In this study, our ﬁndings are quite
different from the previous studies. The whole study framework is based on insights
from corporate governance literature. We investigate the performance of MFIs two-fold,
ﬁnancial performance on one hand and social performance on the other hand.
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Table IV.
Corporate
governance with
financial and social
performance with
control variables
0.09 (1.15)
0.001 (0.16)
0.348** (2.09)
0.067 (0.99)
0.065 (0.97)
0.041 (0.60)
0.033*** (5.01)
0.001 (0.21)
0.027 (0.22)
1.704 (1.25)
0.795* (1.74)
215
Yes
Yes
0.374
7.71***
0.128*** (3.68)
0.005* (1.68)
0.026 (0.35)
0.107*** (3.53)
0.068** (2.3)
0.038 (1.26)
0.009*** (3.16)
0.002 (1.26)
0.208*** (3.74)
1.994*** (3.29)
0.988*** (4.87)
215
Yes
Yes
0.546
14.52***

0.014 (0.53)
0.007*** (2.92)
0.028 (0.50)
0.063*** (2.77)
0.024 (1.08)
0.025 (1.11)
0.008*** (3.71)
0.005*** (4.20)
0.086** (2.06)
0.990** (2.18)
0.446*** (2.94)
215
Yes
Yes
0.213
4.05***

PY

CC
0.905 (0.53)
0.23 (1.43)
1.833 (0.5)
2.703* (1.80)
6.499*** (4.42)
1.414 (0.95)
0.629*** (4.32)
0.048 (0.56)
0.535 (0.19)
51.708* (1.72)
2.840** (2.57)
215
Yes
Yes
0.23
4.36***

Social performance
0.168 (1.42)
0.007 (0.65)
0.005 (0.02)
0.073 (0.71)
0.093 (0.92)
0.12 (1.17)
0.071*** (7.07)
0.003 (0.59)
0.159 (0.84)
2.405 (1.16)
0.006 (0.01)
215
Yes
Yes
0.353
7.14***

AL

Notes: Columns (1)-(4) of this table presents regression results, the effect of corporate governance on the ﬁnancial performance of MFIs (Return on assets (ROA),
Operational self-sufﬁciency (OSS), Operational cost (OC) and Portfolio yield (PY)) with control variables. Column (5) and (6) of this table present regression
results, the effect of corporate governance on the social performance of MFIs (Average loan (AL) and Credit clients (CC)) with control variables. The t-statistics
under the estimated coefﬁcient in parenthesis. This sample consists of 215 ﬁrm-year observations from 43 South Asian MFIs over the period of 2005 to 2009.
Appendix reports the deﬁnition of all listed variables; *statistically signiﬁcant at 10%; **statistically signiﬁcant at 5%; ***statistically signiﬁcant at 1%
Source: Own elaboration

0.052* (1.90)
0.003 (1.18)
0.019 (0.33)
0.025 (1.05)
0.005 (0.22)
0.058** (2.45)
0.001 (0.11)
0.002* (1.70)
0.171*** (3.93)
0.353 (0.75)
0.321** (2.02)
215
Yes
Yes
0.316
6.19***

Financial performance
OSS
OC
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CEO_Duality
Board_Size
Female_CEO
Urban_Market
Bank_Regulation
Individual_Lending
Size
Age
Portfolio_Risk < 30
HDI
Constant
Observation
Country Dummy
Year Dummy
Adj R2
F-test

ROA

JEFAS
23,46

0.052 (1.41)
0.003 (0.80)
0.017 (0.21)
0.025 (0.77)
0.008 (0.26)
0.056* (1.75)
0.001 (0.47)
0.002 (1.31)
0.155*** (3.60)
0.416 (0.65)
0.323 (1.54)
215
Yes
Yes
0.374
70.06***
0.091 (0.82)
0.001 (0.04)
0.362 (1.54)
0.066 (0.69)
0.076 (0.81)
0.039 (0.40)
0.023*** (3.33)
0.001 (0.07)
0.045 (0.37)
1.659 (0.87)
0.637 (1.02)
215
Yes
Yes
0.423
116.71***

0.126** (2.11)
0.006 (1.06)
0.034 (0.27)
0.105** (2.01)
0.077 (1.51)
0.031 (0.60)
0.011*** (3.74)
0.002 (0.79)
0.109** (2.25)
2.210** (2.16)
1.050*** (3.16)
215
Yes
Yes
0.579
107.55***

Financial performance
OSS
OC
0.014 (0.50)
0.007*** (2.70)
0.028 (0.46)
0.062** (2.56)
0.024 (1.01)
0.025 (1.04)
0.008*** (3.56)
0.005*** (3.92)
0.093** (2.22)
1.007** (2.06)
0.454*** (2.79)
215
Yes
Yes
0.283
68.87***

PY

0.989 (0.26)
0.12 (0.34)
3.178 (0.38)
2.558 (0.76)
7.095** (2.16)
1.937 (0.58)
0.133 (1.29)
0.066 (0.35)
0.117 (0.07)
5.595 (0.81)
1.623 (0.92)
215
Yes
Yes
0.254
57.45***

Social performance
CC

0.186 (0.94)
0.008 (0.44)
0.013 (0.03)
0.084 (0.49)
0.097 (0.57)
0.126 (0.73)
0.069*** (6.87)
0.003 (0.34)
0.075 (0.44)
2.991 (0.88)
0.108 (0.10)
215
Yes
Yes
0.405
116.18***

AL

Notes: Columns (1)-(4) of this table presents GLS regression results, the effect of corporate governance on the ﬁnancial performance of MFIs (Return on assets
(ROA), Operational self-sufﬁciency (OSS), Operational cost (OC) and Portfolio yield (PY)). Column (5) and (6) of this table present regression results, the effect of
corporate governance on the social performance of MFIs (Average loan [AL] and Credit clients [CC]). The t-statistics under the estimated coefﬁcient in
parenthesis. This sample consists of 215 ﬁrm-year observations from 43 South Asian MFIs over the period of 2005 to 2009. Appendix reports the deﬁnition of all
listed variables; *statistically signiﬁcant at 10%; **statistically signiﬁcant at 5%; ***statistically signiﬁcant at 1%
Source: Own elaboration

CEO_Duality
Board_Size
Female_CEO
Urban_Market
Bank_Regulation
Individual_Lending
Size
Age
Portfolio_Risk < 30
HDI
Constant
Observation
Country Dummy
Year Dummy
Overall R2
Wald-chi2

ROA
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Table V.
Corporate
governance and
performance with
GLS random effect

0.0740 (0.28)
0.0003 (0.01)
0.5375 (0.97)
0.0624 (0.27)
0.0190 (0.08)
0.1440 (0.63)
43

During Financial Crisis 2007
CEO_Duality
0.0198 (0.62)
Board_Size
0.0008 (0.28)
Female_CEO
0.0282 (0.42)
Urban_Market
0.0240 (0.86)
Bank_Regulation
0.0113 (0.38)
Individual_Lending
0.0225 (0.82)
Observations
43

Table VI.
Corporate
governance and
performance of MFIs
before, during and
after the crisis
0.1674 (1.21)
0.0120 (0.92)
0.3566 (1.21)
0.0539 (0.45)
0.0179 (0.15)
0.0621 (0.52)
86
0.0724 (1.59)
0.0035 (0.83)
0.0187 (0.19)
0.0382 (0.95)
0.0236 (0.56)
0.0843** (2.14)
43

0.0584 (1.17)
0.0144*** (3.08)
0.1230 (1.16)
0.1176*** (2.71)
0.0706* (1.69)
0.0218 (0.51)
86

Financial performance
OSS
OC

0.0184 (0.42)
0.0035 (0.86)
0.0279 (0.30)
0.0233 (0.61)
0.0356 (0.89)
0.0476 (1.26)
43

0.0435 (0.79)
0.0161*** (3.10)
0.0500 (0.43)
0.0680 (1.42)
0.0633 (1.37)
0.0896* (1.88)
86

PY

0.2568 (1.10)
0.0022 (0.10)
0.2356 (0.48)
0.0767 (0.38)
0.5062** (2.37)
0.0812 (0.40)
43

CC

1.9831 (0.37)
0.2519 (0.51)
0.6278 (0.06)
4.3547 (0.93)
5.9539 (1.21)
0.0990 (0.02)
43

0.1284 (0.05)
0.2090 (0.87)
1.7787 (0.33)
4.2021* (1.89)
6.8270*** (3.18)
1.0488 (0.48)
86

Social performance

0.4715*** (2.75)
0.0320* (1.99)
0.5379 (1.47)
0.0139 (0.09)
0.2184 (1.52)
0.1772 (1.20)
86

AL
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Before Financial Crisis 2005 and 2006
CEO_Duality
0.0029 (0.06)
Board_Size
0.0006 (0.12)
Female_CEO
0.0505 (0.47)
Urban_Market
0.0652 (1.48)
Bank_Regulation
0.0008 (0.02)
Individual_Lending
0.0508 (1.17)
Observations
86

ROA

JEFAS
23,46

0.0893 (1.16)
0.0048 (0.67)
0.1596 (0.96)
0.1397** (2.11)
0.1394** (2.03)
0.1222* (1.81)
86
Yes
No
Yes
0.1315*** (3.24)
0.0050 (1.31)
0.0098 (0.11)
0.1388*** (3.96)
0.0542 (1.49)
0.0419 (1.17)
86
Yes
No
Yes

Financial Performance
OSS
OC
0.0021 (0.08)
0.0025 (1.00)
0.0808 (1.43)
0.0674*** (2.99)
0.0063 (0.27)
0.0176 (0.77)
86
Yes
No
Yes

PY

2.0033 (0.86)
0.4293* (1.95)
3.0103 (0.59)
0.1312 (0.06)
2.4564 (1.17)
3.4265 (1.67)
86
Yes
No
Yes

Social Performance
CC

0.0199 (0.10)
0.0013 (0.07)
0.2669 (0.61)
0.1364 (0.78)
0.2282 (1.26)
0.1199 (0.67)
86
Yes
No
Yes

AL

Notes: Columns (1)-(4) of this table presents regression results, the effect of corporate governance on the ﬁnancial performance of MFIs (Return on assets [ROA],
Operational self-sufﬁciency [OSS], Operational cost [OC] and Portfolio yield [PY]) without year dummy. Column (5) and (6) of this table present regression results,
the effect of corporate governance on the social performance of MFIs (Average loan [AL] and Credit clients [CC]) without year dummy. The t-statistics under the
estimated coefﬁcient in parenthesis. This sample consists of South Asian MFIs over the period of 2005 to 2009. Appendix reports the deﬁnition of all listed
variables; *Statistically signiﬁcant at 10%; **Statistically signiﬁcant at 5%; ***Statistically signiﬁcant at 1%
Source: Own elaboration

After Financial Crisis 2008 and 2009
CEO_Duality
0.0478** (2.47)
Board_Size
0.0037** (2.03)
Female_CEO
0.0537 (1.28)
Urban_Market
0.0004 (0.02)
Bank_Regulation
0.0145 (0.84)
Individual_Lending
0.0531*** (3.11)
Observations
86
Control variables
Yes
Year dummy
No
Country dummy
Yes

ROA

Microﬁnancing,
governance and
performance

261

Table VII.
Corporate
governance and
performance of MFIs
before, during and
after the crisis

JEFAS
23,46
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Using 43 MFIs data from six South Asian countries covering from 2005 to 2009, we ﬁnd
that some governance practices are not favorable for the ﬁnancial health of the MFIs in
South Asia. Dual leadership structure harms the ﬁnancial performance of the MFIs.
Large board size is very helpful for making a proﬁtable portfolio. If the CEO chair is
held by a woman, it increases the operational self-sufﬁciency of the MFIs. To target the
maximum number of credit clients in the Asian market, the MFIs should target the
rural and urban market. On the other hand, if MFIs are regulated by banks, it reduces
the number of credit clients. If an institution wants to improve their proﬁtability, it
should target the individual clients instead of a group. Generally, ﬁrm size and portfolio
risk greater than 30 days have a strong inﬂuence on both ﬁnancial and social
performance of South Asian MFIs. Before, during and after the crisis, different
corporate governance attributes affect the ﬁnancial and social performance of the MFIs
differently. The preferable governance action for South Asian MFIs is individual
lending for improving the MFIs ﬁnancial performance. Taken together, we conclude
that overall South Asian MFIs’ governance has a signiﬁcant inﬂuence on the ﬁnancial
and social performance.
Our analysis is based on the MFIs working in the South Asian region. The work setting
of South Asia is quite different from Europe and other developed continents. India is one of
the biggest counties in terms of both population and area. The total population of India is 75
per cent population of this region. So, we can say that this is the limitation of our study; the
sample is not equally distributed among the countries of this region. Second limitation,
Bangladesh MFI industry is at its boom. Nobel prize-winning Grameen bank is trying to
provide credit to the needed people on ﬂexible terms and conditions (Yunus, 1999). The
working pattern of MFIs in Bangladesh is better than that in other countries of this region.
However, we reduce these concerns by adding country level dummy.
This study contributes to the existing literature of the governance of the MFIs. The
second contribution of this study is speciﬁcally provided evidence on South Asian data.
Indeed, this region is totally ignored in the quality research of microﬁnance. Third, the
importance of corporate governance for ﬁnancial and social performance is separately
discussed. Our motivation is to ﬁnd out how MFIs can have achieved their primary
(outreach) and secondary (ﬁnancial) goals with the help of corporate governance actions.

Notes
1. https://openknowledge.worldbank.org/handle/10986/13722
2. https://sustainabledevelopment.un.org/post2015/transformingourworld
3. In these goals and targets, member countries resolve, between now and 2030, to end poverty and
hunger everywhere.
4. The NGOs and corporates are less cost-eﬀective and waste less resources compared to banks and
nonbanking ﬁnancial institutions (Servin et al., 2012).
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Appendix

Variable

Definition

Dependent Return on asset Net proﬁt divided by total assets
Operational self-sufﬁciency Financial revenue divided by ﬁnancial expense,
impairment loss, and Operating Expense
Operational cost
Expenses related to operation rent, salaries,
advertisement etc
Portfolio yield
The income returns on all investments
Average loan size
The average amount of loan given to an individual
person
Number of credit clients
A total number of credit clients targeted by MFI in a
single year
Independent CEO duality
Board size
Female CEO
Urban market
Bank regulation
Individual loan
Firm control Firm age
Firm Size
Portfolio risk >30 days
Country control HDI

A dummy indicating CEO and chairman are the same
person when 1
A total number of board members
A dummy indicating CEO is female when 1
A dummy indicating the MFI serving in the urban
market when 1
A dummy indicating the MFIs of this country follow the
bank regulation when 1
A dummy indicating the MFIs also granted the loan to
the individual person
MFI year of experience
The natural log of total assets
Portfolio facing risk greater than thirty days
A composite index formed by UNDP for the lifestyle of
that country

Source
MIX Market
Same
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Same
Same
Same
Same
Author’s calculation,
Annual Reports
Same
Same
Same
Same
Same
MIX Market
Same
Same
UNDP Reports
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