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Abstract—The objectives of this research is to investigate the
effects on participation of corporate governance, corporate
governance on financial performance and social performance,
financial performance on social performance in MFI community
empowerment programs. This is explanatory research with a
guantitative method. The data were collected from 75 MFi. Data
analysis used WarpPLS. Results of the study showed that
corporate governance impact affect positively significant to
participation, corporate governance affect negatively significant
to the financial and social performance, participation affect
negatively significant to the financial performance and social
performance and financial performance positive significant effect
on financial performance, this shows that there is no trade-off
between financial sustainability and the social mission of MFi.
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Performance and social performance

partisipation,

I. INTRODUCTION

The government of Indonesia has executed many programs
to alleviate poverty due to the economic crisis in 1988, those
programs were: PPK (Program Pengembangan Kecamatan/
Sub-District Development Program) Later, these two programs
were extended as Independent Rural PNPM (Program Nasional
Pemberdayaan Masyarakat/ National Program for Community
Empowerment) as the perfected version of PPK. On of the
programs prioritize managing the revolved fund for female
groups, for the rural community [1]. Besides, the government
also launched the program of Community Empowerment Rural
Development (CERD) in 2001-2008. One of the component
activities is the poverty alleviation program by developing MFi

(2]

By the existence of MFi, it is expected that it may help the
poor society, while at the same time keep the financial
continuity, all of which are referred to as MFi Oath [3].
Dunford [4], stated that the balance between financial stability
and social mission should be maintained as it is the main
purpose of MFi. Outreach and continuity are two wholesome
aspects. This view emphasized that the attempt to outreach
poor society and keeping financial stability are inseparable,
particularly the continuity to facilitate the outreach. Only by
having excellent performance, the continuity of MFi programs
to provide the access to the fund needed to prove the service
for a huge amount of clients or poor society will be made
possible [5].

Regarding the performance and continuity of MFi, some
MFis manage to survive and succeed, while the others seem to
be struggling. Those that are successful could maintain their
financial sustainability due to their ability to adopt effective
business practices. On the other hand, the unsuccessful MFi
often fail because of bad business practices and
mismanagement [6].

The bad performance in MFi is caused by (i) Bad financial
management, (ii) the perception that credit is a grant. (ii)
corruption, and (iv) lack of experience in every level of
management [7]. Therefore, companies with higher risk require
tight monitoring and supervising practices in order to have a
better management system [8]. Because of that, MFis should
pay attention to operational sustainability to provide optimum
benefits for poor society in the long term. "Unsustainable MFi
may help the poor society at the moment, yet it won’t help
them anymore in the future since it will disappear "[9].
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This study is based on the belief that good corporate
governance will result in effective decisions for the
organization, MFi will be more transparent, accountable,
responsible, and participatory. MFi with a reputation for good
corporate governance will gain high trust and improve
performance [10]. Management must ensure transparency in
every aspect related to MFi operations and continuously
improve user participatory skills [11]. The participation of
members in teamwork activities, both in terms of quality and
quantity, can increase the perception and control of members
and can increase performance [12]. Moreover, participation is
very much needed in community empowerment programs.

Based on the background above, it seems interesting to
study the effect of corporate governance on the performance of
MFi through the participation. Especially, the literature
regarding the relationship of corporate governance on
participation and performance is limited, whereas a study on
the relationship between participation on social performance is
none to be found at the moment.

Il. LITERATURE REVIEW AND HYPOTHESIS

A. Corporate Governance and Participation

Management should ensure transparency in every aspect
related to the operational of MFi and keep improving the
participative skill of the user [11]. The improvement of
participation would occur when the user as well as the investor
are getting involved in making any decision and controlling the
management of the organization democratically.

Participation is defined as the form of mental and emotional
involvement in a group that encourages the person to contribute
to achieving the goal of the group and share the burden and
responsibilities during the process [12]. Participation from the
members in teamwork activities, either from the quality or
quantity aspect, could elevate both perception and control of
the members and it could result in performance improvement
[13].

Participation is required throughout the process of planning,
execution, supervision, and capital provision. Attendance in the
annual meeting has a positive effect on modal provision and
encourages collective struggle to achieve the goal that would
affect the performance of MFi [14]. Based on the theoretical
and empirical studies conducted, hereby the hypothesis
developed by the researcher:

H1. Corporate governance have a significant effect on
participation

B. Corporate Governance and Performance

Corporate Governance is a mechanism, process, and
relationship where a company is managed and directed [15].
Improving corporate governance practices leads to improving
the accountability structure, minimizing the risk of fraud and
misconduct by employees of the organization. Accountability,
effective risk management, and internal control would reveal
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any potential problem before it turns into a huge crisis.
Corporate Governance improves the management and
supervision of the executives’ performance [16].

Good corporate governance boosts the trust of investors and
common society on MFi. Therefore, the Management selection
process should be done carefully and thoroughly to select the
right Management. The right, the strong and participative,
Management is the most essential aspect to direct the MFi to
reach their goal. Choosing the incorrect person could bring a
serious risk for the MFi corporate governance [17]. Gohar and
Batool [18], evaluated the effect of social and economic
performance on the corporate governance of MFi in Pakistan.
The findings presented that corporate governance affects the
performance (economic and social) as well as the productivity
of MFi. Based on the theoretical and empirical studies
conducted, the researcher comes out with the following
hypothesis:

H2. Corporate governance have a significant effect on
financial performance

H3. Corporate governance have a significant effect on
social performance

C. Participation and Perfomance

Participation contributes upon the management of the
organization that is democratic, the better monitoring and the
strength as well as the harmony of the internal urgency and the
fulfillment of the expectation from the members [19].
Osterberg and Nilsson [20] mentioned that the participation,
commitment, and loyalty of the members is an important issue,
their trust upon the Management is affected by the economic
background, age, and experience in cooperating.

In order to promote the progress or the growth of an
organization, engagement is the most important factor.
Through the participation of all things linked to the practice of
action in the achievement of the objective. All projects that
have to be carried out by the management must be assisted by
all elements within the organization [21]. Meanwhile, Redjeki
et al., [22] participation between the members has a significant
effect upon the business performance. Participation from the
members is very fundamental for the development of
cooperation [23]. Based on the theoretical and empirical study,
then the hypothesis developed as the following:

H4. Participation has a significant effect on financial
performance

H5. Participation has a significant effect on social
performance

D. Financial Performace and Social Performance

Dunford [4], mentioned the necessity of keeping the
balance between the financial continuity and the social mission
is the main goal from MFi. The outreach and the continuity in
the micro-financial are two sides of the entirety. This
perspective emphasized that reaching the poor people and the
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continuity is completing each other, especially the continuity in
providing the outreach. Only with high performance that the
continuity of the micro financial program gained access upon
the needed funding to serve a big number of the clients that are
the poor people [5]. The continuity of the MFi will give a long-
term service to the poor people [24-26]. Several kinds of
research indicated that financial performance has a positive
effect on social performance [27,28]. The hypothesis is
established as follows, based on theoretical and empirical
study:

H6. Does financial performance have a significant effect
on social performance

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

Participation
~———

Social
performance

-

Financial
Performance

Fig. 1. Hypothetical framework.

I1l. RESEARCH METHODS

A. Data Collection and Sample

The study population contains a total of 134 MFIs of the
Community Empowerment Program located in rural areas of
the Southern Kalimantan Province, with the parameters of:

e Consecutively, from 2014 to 2018 doing the annual
meeting.

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

e 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 75 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 75 MFis
x 5 years, so that the data is in the total of 375.

B. Measurement
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TABLE I. VARIABLES, INDICATORS, MEASUREMENT AND SOURCES
Variable Indicator Measurement Source
. Number of board
(X1) Board Size members [29]
(X2) Diversity | Percentage of total
(C)élr) orate Board female board members [29]
G P (X3) Board | The frequency of board
overnanc . L [30]
e Meeting meetings in a year
(X4) Percentage of number of
Independent board members outside | [30]
Board of users
(Y2.1)%  Of | Percentage of MFI users
(Y2). users present in | who attend  annual | [31]
Partici annual meeting meeting
Pation (Y2.2.)% Users | Percentage of Mfi users [31]
who in board in the Board
l(\/lYF?) Return on assets is net
(Y3.1) ROA income divided by total | [32]
perfor
assets
mance
Operational self-
(Y3.2) sufficiency is  total [32]
0SS income divided by total
expenses
Financial self-
sufficiency is the ratio
('\:(833.3) between income to total | [32]
expenditure + 5% of the
total loan
X4 (Y3.4)
Social Number of | Number of active
; [33]
perfor active borrowers
mance borrowers
(Y3.5) Average | Total funds borrowed / [33]
Loan total borrowers
E\Iﬁﬁsgr of The ratio of female
borrowers to the total | [33]
female
number of borrowers
borrowers

C. Data Analysis

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

Source: Previous Research (2020)

used the WarpPLS statistical tool [34].

IV. RESEARCH FINDINGS

A. Hypothesis Test

By comparing the p value with alpha 5 percent, based on
the results of hypothesis testing. If the p value is 0.05, then the
hypothesis is accepted and the hypothesis is rejected if the p
value is > 0.05. The resulting test results for the hypothesis are
as follows Table 2:
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TABLE II. HYPOTHESIS TESTING RESULTS
Hypo Influence between path Sign
- ; - P Value
thesis variables. coefficient level
CG towards * -
1 Participation 0.794 <.0.001 Significant
2 ge";forma"r’:ce financial | ¢ 147 <0.001* | significant
3 Sertormanee social | 173 <0.001* | Significant
Participation on | _ * P
4 financial performance 0.178 <0.001 Significant
5 participation on social | 0,704 <0.001* | significant
Financial performance * -
6 on social Performance 0.091 0.037 Significant

Source: Secondary data processed, 2020

Participation

Social
performance

B = 0081, 00027

p =-0147
p = 00001

—

Financial
Performance

Fig. 2. Final structural model.

V. DISCUSSION

The outcome of the study showed that corporate
governance has an important influence on participation. The
results showed that the greater the degree of intervention, the
better corporate governance is. Supported study results [35],
that indicated that there is a significant relationship between
corporate governance with the participation. The result of the
research also supported the Signaling Theory [36] that
indicated that good corporate governance is a good signal for
all the users/members to participate in the MFi.

The findings indicated that corporate governance has a big
negative affect on financial and social results. Many factors
that can have a substantial negative impact on the output of
MFIs are: First, most (54.5%) of being Board of MFi are sided
jobs and dedication. Second, most of the Board of Mfi were
women (64.15%). The negative relationship between Board
diversity and technical efficiency can also be explained by the
theory of tokenism [37]. "Token" refers to a person who meets
formal requirements but does not have the additional
characteristics required for a particular job or position.
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The findings of this study support Thrikawala et al [29] that
more and more female directors are having a major negative
impact on results. The explanation for women's negative
impact is that women are inferior to men in a male-dominant
society and are therefore silent and inactive. The effect is a
marginal impact on the financial performance of the MFI. The
findings also support Ferial et al [38] that good corporate
governance has had a significant negative impact on financial.

The findings also support Gohar [18] that the success
(economic and social) and productivity of MFIs in Pakistan is
affected by corporate governance. Larger management is
inversely associated with economic growth. A negative
contributor to performance, outreach, and productivity is the
duality of the chair with the CEO.

Participation has a significant adverse impact on economic
and social results. Based on the Amini [39] findings, indicated
that participation depends on age, education, and investment
level. The participation has a negative effect upon the
performance is possible because of the low participation in the
annual meeting (26.17%) and only 16% of the users that are on
the board. The other cause is possible due to the present
members in the annual meeting is the users with lower levels of
education and is from the poor group of people, so that their
presence in the annual meeting has not contributed adequately
due to its limitation.

The final finding is that financial performance has a
significant positive relationship upon social performance. This
finding supported the perspective that emphasizes that to
approach poor people and maintain continuity is fulfilling each
other, and especially in providing the outreach. Only with
having a good financial performance, the continuity of the
micro financial program can gain access to the funding that is
needed to serve a big amount of clients of poor people [5].
Several kinds of research indicated a positive relationship
between the financial and social performance [27,28].

V1. CONCLUSION

The MFi program of community empowerment in
Indonesia has been proven to give ease of access for the
financial service for the people that so far are not served by the
financial existing institution. The result of the research
indicated that a good social performance will be achieved if it
is supported by the continuous financial performance and with
the support of corporate governance as well as the support of
the participation from the users.

The result of the research indicated that corporate
governance has a significant positive effect upon participation,
corporate governance has a significant negative effect upon the
financial and social performance, and meanwhile, other
findings indicated that there is a significant negative effect on
the participation of the financial and social performance. The
last finding of the research is that financial performance has a
significant positive effect upon social performance, this shows
that there is no trade-off between financial sustainability and
the social mission of MFi.
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The limitation of the research is that this research is done
using the quantitative approach so that to have more focus on
the study of quality for the corporate governance and the
participation level in the MFi needs to be studied qualitatively.
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