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Abstract

Objectives: Socially responsible activities of firms play an imperative part in enhancing financial effectiveness and specially
serve as an important mediator into the causal association between financial effectiveness and corporate governance.
Therefore, the aim of the current project is to assess the association between financial effectiveness and corporate
governance and then analyze the mediating function that corporate social responsibility takes in the causal relation of
financial effectiveness with corporate governance. Methods/Statistical Analysis: To investigate the causal linkages
from the components of corporate governance to financial effectiveness, OLS regression analyses were employed to test
statistical significance. To examine statistically the mediating effect of corporate social responsibility, this research applied
the procedures suggested’. Findings: The empirical results indicated that, good corporate governance is an important force
leading to improved financial effectiveness, where managerial independence, ownership concentration and chief executive
officer - chairperson duality are positively related to financial effectiveness. In addition, socially responsible activities of
firms were evidenced as an important mediating factor affecting the relation of financial effectiveness with corporate
governance. Socially responsible activities fully interfere with the effect of ownership concentration in the managerial
board on financial effectiveness. In contrast, they just partially mediate the influences of managerial independence and
chief executive officer - chairperson duality on financial effectiveness. Application/Improvements: This research offer
researchers of management as well as business directors with a more comprehensive understanding on the complicated
associations among financial effectiveness, corporate social responsibility and corporate governance. These will help
executive officers to be more socially responsible and to decide on more appropriate corporate governance practices,
which could improve financial effectiveness.
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1. Introduction

The impacts of business activities on our society have
been increasingly acknowledged; there are hence growing
concerns on corporate socially responsible behaviors of
firms®. Related stakeholders of firms expect the firm’s
business activities including not only the quality and
price of services or products, but also the protection for
consumers, suppliers, workers and environments as well
as other socially responsible activities. It is difficult for the
firm to maximize its earnings that is the main goal of a firm,
while pursues socially responsible activities concurrently.
Nevertheless, following the standpoint of?, corporate

social responsibilities make up a firm’s resource, which
could enable companies to build up intangible assets
regarded as the causation of organizational competitive
advantages.

This work enlarges the research of?, where the linkages
among financial effectiveness, corporate social respon-
sibility and corporate governance are supposed to be
intricate. The empirical results of that research reveal the
influence of socially responsible activities of firms on
financial effectiveness is positive, between which corporate
governance can moderate. Corporate governance refers to
the managerial arrangement for controlling self-interest
behavior of executives derived from the conflict in
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interests between different stakeholders®. The imperative
function of corporate governance to business opera-
tion is to lessen agency expenses owing to the close and
thorough supervision of management, which can lead to
competitive advantages that help the firm to obtain sus-
tainable economic growth.

In developing countries, corporate governance faces
various challenges such as low institutional ownership,
centered ownership and underdeveloped finance markets?;
there is therefore a big need to carry out research on
this field in those countries including Vietnam. Good
corporate governance can improve financial effectiveness®’
and simultaneously facilitate socially responsible activities
by organizations®?. Furthermore, grounded on agency
premise, stakeholder view, information asymmetry premise
and legitimacy premise', tried to investigate the impact
of firms’ socially responsible activities on their financial
effectiveness and found out there is a significantly positive
effect of the socially responsible activities on the financial
effectiveness. Drawing on', there could be an interference
of socially responsible activities in the linkage of financial
effectiveness with corporate governance.

Additionally?, emphasized the significance of
establishing research models that amalgamate missing
factors, explores intervenient influences and business
situations. Numerous studies on the linkage of firm
performance with between corporate governance have
been conducted. For example?, examine the mediation
of earnings quality into the relation of firm performance
with corporate governance or? explores the moderation
of corporate governance between socially responsible
activities and financial effectiveness.

However, it seems that, no scholars have examined the
causal connection from corporate governance to financial
effectiveness systematically by taking the role of socially
responsible activities in account. This research is going to
study the association among socially responsible activities,
financial effectiveness and corporate governance, focusing
on the intervention of socially responsible activities.
Particularly, this research work was conducted in Vietnam
as a developing market, where studies on management
practices are still unassuming?.

2. Literature Survey

Separation of management and ownership could lead
the directors of firms to enjoy superior information to
their shareholders, which creates asymmetries®>. The
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asymmetries offer the directors opportunities to act for
their self-interests; good corporate governance is hence
necessarily established to control the self-interested
actions of opportunistic directors, aimed to mitigate the
risks associated with the asymmetric issues’2. A firm is a
separate official organization with the series of contracts
that authorize principals to assign agents to run business
on the formers’ behalf®. If both sides of the principal-agent
relationship are utility-maximizing people, there will be a
good reason to suppose that their benefits are not aligned.
The presence of asymmetric issues between the agent and
the principal makes that relationship more complicated.
Corporate governance structure is applied as an
instrument to control and execute the business activities
of companies, connected to the complex relationships
among directors, shareholders and other stakeholders>.

Stewardship theory is employed to explain the
complicated relationship between principals and agents
anchored in the separation between ownership and
management. Stewardship theory is an assumption in
which business directors serve as responsible supervisors
of the assets that they are in charge of as well as protect the
interests of the owners and make good decisions on their
behalf. On the contrary, agency theory presumes that
the agent and principal are both motivated to raise their
private interests. The difference in benefits between the
principal and agent could cause losses for the principal
because of opportunistic, individualistic and self-
interested behaviours of the agent if there are not useful
managerial instruments’,

There is hence a need to develop good corporate
governance to moderate asymmetric issues between the
managers and owners. Good mechanisms of corporate
governance can enable firms to lessen interest divergence
between the managers and owners by minimizing agency
costs, so leading to sustainable competitive advantages,
which likely improve financial effectiveness®. The aim
of corporate governance mechanisms is to make profits
and maintain a firm to be sustainably successful, which
hence brings wealth to the shareholders. The companies
that hold agency perspective separate the chief executive
officer and chairman positions into two separate managers
with managerial boards consisting mainly of independent
directorst®. That is because, if the chairman and chief
executive officer responsibilities are placed under one
manager, the firm likely suffers agency costs derived from
the executive’s pursuit of his self-interest at organizational
expenses.
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Conversely', stressed that “not every corporation,
which mixes the chairperson and chief executive officer
duties, is a bad structure of corporate governance and not
every corporation, which segregates the chairperson and
chiefexecutiveofficer duties,isagoodstructureofcorporate
governance”. This researcher added that, the duality is
advantageous due to its united managerial mechanism, so
improving decision-making, quick adoption of business
decisions, which create competitively advantageous
achievements leading to improved financial effectiveness.
Following this viewpoint, other scholars>51%1
the duality of the chief executive officer and chairman as
a good structure of corporate governance. Additionally,
firms where most of the managerial board’s members are
independent executives could counteract asymmetric
issues, because the supervisory boards can monitor their
self-serving behaviors™. This likely lessens the agency
issues, resulting in superior financial effectiveness to the
firms. Furthermore, independent managers are normally
selected according to their exceptional knowledge,
qualified degrees, good experience and skill. They are
therefore highly qualified to offer better decisions for
their business, creating competitive advantages and so
improving financial effectiveness.

Moreover?, emphasized the original role of outside
independent executives on justifying agency expenses
and advancing financial effectiveness. A company may
suffer bad financial effectiveness, if the managerial boards
are not able to monitor underperforming executives.
Therefore, good structures of corporate governance ought
to be established to enhance the company’s financial
effectiveness. Furthermore, the ownership of managerial
board members can be employed to encourage directors
to work in the way in agreement with their shareholders’
prosperity; because that encouragement likely leads the
directors to run companies’ activities in a better way.
For example?, offer evidence on a statistical effect of
the ownership of executive directors on current and
subsequent operating performance. LikewiseZ, deem that,
if the ownership of executive directors is in a majority,
bad business decisions can activate losses borne by
these directors, which enable them to pursue interest

considered

maximization for the firm, aimed to avoid losses to their
shareholders. If the agent and the principal share the
same interest, the agency cost can be extremely mitigated.
Following this point of view, the ownership of managerial
boards is broadly accepted as an important factor in
enhancing financial effectiveness*-.
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Though the causal correlation from corporate
governance to financial effectiveness was broadly explored,
where a good structure of corporate governance likely
maximizes financial profitability®”®. In order to analyze
the linkage thoroughly®, underlined the importance of
a missing actor, which is corporate social responsibility.
Anchored in stakeholder and agency theories®, suggested
an influence which corporate governance imposes
on socially responsible actions that the firm takes. In
addition, grounded in the stakeholder theoryZ, argued
that, community and relevant stakeholders expect the firm
to act in a moral way and be socially responsible. Hence,
directors ought to act ethically and present such moral
actions for stakeholders to perceive it. If an executive
loses trustworthiness, then it is not easy to recover. Better
mechanisms of corporate governance demand directors
to present their tasks and decision-making as more
socially responsible actors.

Furthermore®, relied on the agency theory, regarding
the relationship between corporate governance and
socially responsible actions as a relation of shareholders
(principals) with directors (agents); whereas®, applied
the stakeholder theory, revealing that, good structures
of corporate governance could stimulate the firm to
act in more socially responsible ways. On the other
hand, other researchers suggested, socially responsible
behaviors of firms likely maximize their financial
effectiveness®*’. Social responsibility could be applied to
enhance shareholders” benefits and with good structures
of corporate governance, directors could act in a more
ethical way that improves shareholders’ prosperity.
Examining the causal association between financial
effectiveness and social responsibility®, showed that,
there is no significant effect of socially responsible actions
of incorporations on financial effectiveness at the 5% level,
but there is a positive influence at the 10% significance
level. Likewise, socially responsible behaviors of firms are
referred to as an important indicator for their sustainable
development and a vital and positive determinant of
financial effectiveness*’.

As above-mentioned, the relationships linking
financial corporate
social responsibility to corporate governance, and
financial effectiveness to social responsibility have
been theoretically and empirically investigated. These
relationships occur in the way that corporate governance
affects social responsibility that in turn determines
financial effectiveness that is affected by corporate

effectiveness  to governance,
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governance. Therefore, drawing on the suggestions of", it
could suggest social responsibility may intervene between
financial effectiveness and corporate governance. This
intervention of social responsibility could be a missinglink
from the relation of corporate governance with financial
effectiveness, which was ignored in previous studies.
Overall then, it can posit the following hypotheses:

H1: Good corporate governance improves financial
effectiveness

H2: Corporate social responsibility interfere between
corporate governance and financial effectiveness

3. Methodology

3.1 Variable Measurements

Corporate governance (CGE) is proxied by managerial
independence,
executive officer - chairperson duality. Managerial
independence (CGEl) refers to the percentage of
outside independent managers in the managerial board.
Ownership concentration (CGE2) is the percentage of
share capital owned by all the directors in the managerial
board. Chief executive officer - chairperson duality (CGE3)
is a dummy variable recoded one (1) if the chief executive
officer and chairperson is a single individual; recoded zero
(0) otherwise. These items are adapted from,*>2,

Corporate social responsibility (CRE) is assessed on
the dimensions recommended by?*. There are four (4)
variables proxying corporate social responsibility. Firstly
is corporate responsibility to the workplace composed of
five (5) items (CRW). Secondly is corporate responsibility
to the business environment consisting of five (5) items
(CRB). Thirdly is corporate responsibility to the natural
environment comprising six (6) items (CRN). Finally is
corporate responsibility to the community made up of
five (5) items (CRC).

Financial effectiveness (FLP) is calculated on Tobin’s q
ratio that is suggested by>. Drawing on* Latif et al. (2017),
this research calculates Tobin’s q ratio on the total asset
book value divided the amount of the equity market value
and the liabilities book value.

Following?, industrial sector, firm size as well as
firm risk have been documented as the antecedents of
financial effectiveness and social responsibility; so they
are suggested as control variables (COV) for this research.
Firm size (FSI) is referred to as the logarithm of total
assets, because larger firms are believed to spend more
on corporate socially responsible activities and gain more

ownership concentration and chief
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financial effectiveness'®. Firm risk (FRI) is assessed on the
firm’s beta®; while industrial sector (INS) is calculated on a
three-point scale adapted from previous studies such®.

3.2 Data Collection and Analyses

The research population was composed of companies
that appeared in Vietnam’s major Stock Exchanges. There
were 380 companies appeared on the Stock Exchange
of Ho Chi Minh, 376 companies listed on Hanoi Stock
Exchange and 807 companies registered on Unlisted
Public Company Market (UPCoM). Therefore, there
were 1,563 companies in total. The questionnaires were
offered to 100 firms in HOSE, 100 in HNX and 200 in
UPCoM, by the ration of 1:1:2. The targeted companies
were selected by using the technique of simple random
sampling. Of the 400 delivered questionnaires, only 306
responses provided adequately required information.

4. Empirical Result and Discussion

Having collected and cleaned the needed data, reliability
analyses were applied to test the reliability for the
construct ‘corporate social responsibility’ that consists
of four variables with multiple items. Subsequently, the
principal component analysis was employed to calculate
the composite scores of the four variables for the factors
“corporate social responsibility”; then to average the four
scores to make up the overall score of corporate social
responsibility. To test the presence of multi-collinearity
in the research models, the correlations among the
independent variables were computed. The regression
analysis was employed to examine the causal hypothesis.
The procedures based on' were applied to consider
the statistical significance for the interference effect of
corporate social responsibility on the causal link from
corporate governance structure to corporate financial
effectiveness.

To analyze the consistence of measurements
that are multiple-dimensioned, it should perform
reliability analyses. The construct of corporate
social responsibility (CRE) was tested with the procedures
of reliability analyses. The analyses were conducted for
‘corporate responsibility to the workplace (CRW)” with
five (5) items; ‘corporate responsibility to the business
environment (CRB)* with five (5) items; ‘corporate
responsibility to the natural environment (CRN)” with six
(6) items; and ‘corporate responsibility to the community
(CRC)’ with five (5) items. The first reliability analysis for
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CRN vyielded out an inconsistent result. The corrected
item-total correlation of CRN6 obtained a value of 0.089
less than 0.5; and concurrently the the Cronbach’s o, if the
item deleted is 0.856 greater than 0.778- the Cronbach’s a
of the reliability analysis (untabularized). Thereby, CRN6
was taken away from CRN2; as a result, CRN only still
consists of five (5) items. The reliability analyses for the
remaining items produced the findings in Table 1. The
empirical results show that the rest 20 items obtain their
own total correlations all exceeding the 0.5 threshold.
Additionally, the Cronbach’s as are larger than the 0.7
lowest value®. These findings indicate the 20 items of
CRE are internally consistent.

To examine the proposed research hypotheses,
this research applied the three (3) following research
models:

FLP = g, + ¢,CGE + ¢(MODEL 1)
CRE={), + CGE+{(MODEL 2)
FLP = J, + CGE + §,CRE + ¢(MODEL 3)

Table 1. Reliability analyses (CRE)

In the analyzed research models, there are seven (7)
independent variables; therefore, the correlation analyses
were employed, the results of which are shown in Table 2.
The findings indicate the correlations between the pairs
of variables are all smaller than 0.8, the highest value®,
indicating the multi-colinearity issues are absent in the
research models.

Hypothesis H1 “Good corporate governance improves
financial effectiveness” was investigated with the
regression analysis that regressed financial effectiveness
on corporate governance along with the control
variables of firm size; firm risk and industrial sector (see
MODEL1).Theempiricalresults(R_Squued=0.619;F=81.012;
Sig..= 0.000 < 1%) are exhibited in Table 3.

The three (3) items of corporate governance, along
with the control variables of firm size, firm risk and
industrial sector explain 61.9% of variation in finan-
cial effectiveness with F of 81.012 at the 1% significance
value. Managerial independence (CGE1) positively influ-
ences financial effectiveness, where the P is 0.182 at the
1% significance value; ownership concentration (CGE2)
is positively related to financial effectiveness with the

Variables Items Total correlations Alpha (a) fitem deleted Alpha (a)
CRW CRW1 .686 791 .837
CRW2 .637 .806
CRW3 .642 .809
CRW4 .626 810
CRW5 .630 .808
CRB CRB1 812 915 930
CRB2 .859 .906
CRB3 771 923
CRB4 761 925
CRB5 .889 901
CRN CRN1 .676 .826 .856
CRN2 .648 .832
CRN3 .656 .830
CRN4 .707 817
CRN5 .673 .827
CRC CRC1 747 .858 .886
CRC2 777 .852
CRC3 .708 .866
CRC4 .696 .868
CRC5 715 .866

Source: Researcher own calculations
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Table 2. Spearman correlations

CGE1 CGE2 CGE3 FSI FRI INS CRE
CGE1 1
CGE2 .664 1
CGE3 328 .345 1
FSI .678 .698 317 1
FRI .671 .687 329 .756 1
INS .162 .164 181 152 .139 1
CRE 545 .588 401 591 .568 214
Source: Researcher own calculations
Table 3. OLS Regression analyses
FLP (1) CRE (2) FLP (3)
B t Sig. B t Sig. B t Sig.
C, 252 1.206 229 -2.978 -13.340 .000 .636 2.427 .016
CGE
CGE1 182 3.296 .001 .110 1.862 .064 .168 3.046 .003
CGE2 .149 1.917 .056 177 2.132 .034 126 1.624 .105
CGE3 .154 2.371 .018 270 3.884 .000 120 1.807 .072
CRE
CRE 129 2.397 .017
cov
FSI 351 4.103 .000 .189 2.069 .039 327 3.821 .000
FRI .190 3.224 .001 .120 1.897 .059 175 2.969 .003
INS .092 2.275 .024 .084 1.950 .052 .081 2.010 .045
qured 619 448 626
F 81.012 40.471 71.362
Sig., <1% <1% <1%
Durbin-Watson 1.802 1.885 1.934

Source: Researcher own calculations

of 0.149 at the 10 % significance level; and chief execu-
tive officer - chairperson duality (CGE3) positively affects
financial effectiveness with the p of 0.154 at the 5% sig-
nificance level. Moreover, the Durbin Watson statistic of
MODEL 1 is 1.802 around 2, falling between d to d, ,
indicating no autocorrelation in the research model.
Those findings are all in support of Hypothesis 1 where
“the better corporate governance, the better financial
effectiveness the firm gains”.

Hypothesis H2 “Corporate social responsibility
intervenes on the influence of corporate governance
on financial effectiveness” was examined with the
procedures, as'' recommended, where the other two (2)
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research models were carried out as illustrated in Table 3
(MODEL 2 and MODEL 3). The findings indicate that, Fs
of the two models are 40.471 and 71.362, both of which
correspond with the Sig.s less than 1%, demonstrating
both the models fit well enough. In addition, Durbin
Watson statistics of MODEL 2 and MODEL 3 are 1.885
and 1.934, both of which are around 2, falling between
dU tod e indicating the absence of autocorrelation in the
research models.

The three components of corporate governance
“CGE1, CGE2 and CGE3” influence corporate social
responsibility with the coefficients of 0.110, 0.177 and
0.270atthe 10%, 5% and 1% significance levels respectively
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(MODEL 2). In MODEL 3, managerial independence
(CGE1) and chief executive officer - chairperson duality
(CGE3) affect financial effectiveness with the estimates
of 0.168 and 0.120 at the 1% and 10% significance levels.
In contrast, ownership concentration (CGE2) has no
impact on financial effectiveness, whereas corporate
social responsibility influences financial effectiveness
with the estimator of 0.129 at the 5% value of significance.

In the comparison between MODEL 1 and MODEL
3, the impact of corporate governance “CGEl, CGE2
and CGE3” on financial effectiveness in MODEL 1
decreases from 0.182, 0.149 and 0.154 to 0.168, 0.126
and 0.120 respectively in MODEL 3; whereas R,
augments from 0.619% to 0.626. Those are in support of
Hypothesis 4 for the intervenient function of corporate
social responsibility on the causal connection between
corporate and financial effectiveness;
nevertheless, for the robustness, this study carried
on with the techniques stipulated by! to examine the
significance of statistics for the mediation hypothesis.
The procedures produced the outcomes exhibited in
Table 4. The empirical findings indicate, corporate social
responsibility statistically intervene in the impact of
corporate governance on financial effectiveness at the 5%
level with thet . so0f2.041,2.126 and 2.031 respectively
for CGE1, CGE2 and CGE3. Overall, it can recommend
that, corporate social responsibility fully intervenes in the
causal association from ownership concentration (CGE2)
to financial effectiveness; while it just partially mediate
the effects of managerial independence (CGE1l) and
chief executive officer - chairperson duality (CGE3) on
financial effectiveness.

governance

5. Conclusions

The current project is to assess the relations among
corporate governance, corporate social responsibility
and financial effectiveness. It especially focused on the
interference function of corporate social responsibility in

Table 4. Intervenient analyses

the causal linkage from corporate governance to financial
effectiveness. The empirical findings revealed that,
firms, where the chief executive officer and chairperson
responsibilities are placed under one individual, enjoy
competitive advantages and hence achieve superior
financial effectiveness compared to others. This evidence
is consistent with the standpoint of some previous
researchers>®16L17

. The independent directors in the
managerial board play a significant function in making
more effective business decisions, consistent with those2.
The ownership of executive directors in managerial boards
is statistically evidenced as an essential factor improving
financial effectiveness as recommended by”2’. Therefore,
it can propose that firm with good corporate governance
likely enjoy improved financial effectiveness. In addition,
firms where there are good corporate governance
structures, will likely act in more socially responsible
ways that are supposed to create intangible assets, which
can lead to better financial effectiveness.

Corporate social responsibility is statistcally
documented as an important mediator in the causal link
from corporate governance to financial effectiveness.
Corporate social responsibility fully interferes with the
effect of ownership concentration in the managerial board
on financial effectiveness. In contrast, it just partially
mediates the influences of managerial independence
and chief executive officer - chairperson duality on
financial effectiveness. The empirical findings provide
a wider understanding of the complex links among
financial effectiveness, corporate social responsibility and
corporate governance. It emphasizes the importance of
corporate social responsibility on the causal linkage from
corporate governance to financial effectiveness, which was
ignored in prior research. Firms are supposed to be more
socially responsible and to decide on more appropriate
corporate governance practices, which could improve
financial effectiveness. Corporate social responsibility
should be highlighted, because of its role of intervention
in transforming the influence of corporate governance
through it to financial effectiveness.

Intervenient Variable

CRE

Causal linkage tervention Sig.
CGEl on FLP 2.041 .041
CGE2 on FLP 2.126 034
CGE3 on FLP 2.031 .042

Source: Researcher own calculations
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