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Abstract

The current study contributes to the existing literature on the relationship between corporate
governance (CG) and social performance (SP) of microfinance institutions (MFls) by introducing CG
index for the first time purely in the perspective of Asian MFls. Moreover, this research also investigates
the existence of endogeneity by checking the reverse causality between CG and SP as many previous
studies highlighted the endogenous nature of many governance and performance variables. Using a
panel of 173 MFls in 18 Asian countries for the period of 5 years, a comprehensive CG index (CGl)
based on seven internal governance mechanism variables is constructed as an indicator of the overall
CG mechanism of MFIs. By employing generalized least squares (GLS) model, our results indicate
insignificant impact of CG on many SP variables which are attributed to the endogenous nature of
this relationship as the significance of results improved by studying relationship in reverse direction
by employing ordered logit model. Our results indicate that SP is an important determinant of CG
mechanism of MFIs even after controlling for MFl-related characteristics.
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Introduction

The organizations that provide small-scale services to the microenterprises and poorest of the economy
who are excluded from traditional financial sector services are termed as microfinance organizations.
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