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Abstract

Research background: Microfinance institutions (MFIs) play an important role in alleviating
poverty. Thus, MFIs should be efficient in order to ensure that their objectives on social welfare
and financial performance can be achieved by identifying the potential determinants, specifically
on social globalisation.

Purpose of the article: This paper examines the impacts of the social globalisation dimensions of
interpersonal, informational, and cultural globalisations on the financial and social efficiency of
MFIs.

Methods: The data period covered the years 2011-2018; the data set consists of 176 MFIs from
six Asian countries. The Data Envelopment Analysis (DEA) approach was employed to examine
the MFIs’ efficiency levels. Generalised Least Square (GLS) regressions were used to analyse the
impacts of social globalisation and other determinants towards the efficiency of MFIs.

Findings and value added: Interpersonal globalisation had a significantly negative correlation
with social efficiency, suggesting that increasing the number of foreigners in management in-
trudes on local managers’ decisions. Informational globalisation had a significantly positive
correlation with financial and social efficiency, which signifies that more information produces
monopolistic profits in this industry. Finally, cultural globalisation had a positive correlation with
social efficiency, demonstrating that a global trading culture improves the abilities and technolog-
ical skills for labour development and enhances MFIs’ social efficiency. In general, the Cobb
Douglas Production theory explained the understanding of the impacts social globalisation has on
MFI efficiency. Furthermore, the findings from this study could provide important scientific,
practical gap and contribute new insights and implications to various parties. Firstly, governments
or policymakers can establish effective national policies and strategies. Secondly, this study could
support investors in monitoring and understanding the performance of MFIs. Finally, the research
could fill scholarly gaps and uncover more potential factors that influence the efficiency of MFIs.

Introduction

The main focus of Microfinance Institutions (MFIs) is to provide financial
services to people with low income (Silva & Chavez, 2015). Since the late
1970s, microfinance initiated the movement of creating economic opportu-
nities to the poor, which was focussed in rural areas of Bangladesh before
expanding to other countries around the world, with the expectation that
microfinance can be served as a tool to eradicate the poverty issue in any
country. MFIs provide credit in the form of small loans, insurance, or sav-
ings accounts to the poor, who face difficulties obtaining financial services
from traditional financial institutions due to their lack of a stable income or
collateral assets or their credit histories. Consequently, poor people can
utilise the credit provided by MFIs to establish their own businesses and
generate income in order to survive.

The efficiency of MFIs can be measured by how the MFIs allocate and
utilise their resources, such as assets and employees, in order to produce
measurable outputs — their loan portfolio and poverty outreach (Bassem,
2008). The efficiency of MFIs can be divided into two views of efficiency
in order to capture the dual goals of microfinance institutions: financial
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efficiency and social efficiency (Nieto et al., 2009). Financial efficiency in
MFiIs is based on technical efficiency, in which MFIs are considered to
achieve financial efficiency if they have generated larger productivity and
according to their ability to generate revenue and profit from their financial
activities so that they can maintain their operations. On the other hand,
social efficiency indicates the ability of MFIs to manage their resources,
such as assets and employees. Social efficiency is related to the welfare
policy, as it evaluates the efficiency of MFIs in utilising the resources in
order to bring benefits to the society, especially on the issues of poverty
and involving women in economy. In its simple definition, social efficiency
refers to the effectiveness of MFIs in providing loan portfolios in public
outreach and helping to minimise poverty (Hussain ef al., 2020a).

The efficiency of MFIs could be affected by social globalisation. In
general, globalisation is the increased integration of global economies
through trade and capital flows, which is facilitated by the opening up of
closed economies and societies as well as the progressive growth of infor-
mation technology. Social globalisation is related to the spread of ideas,
information, images, and people around the world (Alaeddin et al., 2018;
Dreher, 2006). There are three main components of the aspect of social
globalisation, namely interpersonal, informational, and cultural globalisa-
tions.

Interpersonal globalisation can be defined as the communications be-
tween people around the world through daily physical interactions, tele-
communications, or mail. Information globalisation refers to the spread of
information and ideas globally and between formal and informal economies
through newspapers, television, and internet. Cultural globalisation cap-
tures the diffusion of cultures and social norms, with the aim of reducing
cultural barriers and information asymmetry between lenders and borrow-
ers, which can reduce the transaction costs in processing MFI loans and
administration costs stemming from evaluating the quality of the borrowers
and conducting follow-up monitoring. Although MFIs have high growth in
loan portfolios, they are facing challenges in maintaining financial viability
and efficiency.

In order to gain a better understanding on the reasons for the challenges
faced by MFIs in achieving optimal financial and social efficiency, this
study aimed to examine the impacts of social globalisation’s dimensions —
interpersonal, informational, and cultural globalisations — on the financial
and social efficiency of MFIs from six Asian countries: Cambodia, Indone-
sia, Malaysia, Myanmar, the Philippines, and Thailand. The non-parametric
Data Envelopment Analysis (DEA) approach was employed to examine the
MEFIs’ efficiency at the first stage. Then, in the second stage, Generalised
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Least Square (GLS) regressions were used to analyse the impacts of social
globalisation and other determinants on the efficiency of MFIs.

This study will be able to provide novel findings specifically on inter-
personal, informational, and cultural globalisation and both MFI’s efficien-
cy. To sum up, the overall results and findings of this study could provide
a better understanding on MFIs’ characteristic determinants, macroeconom-
ic factors, and social globalisation measures of efficiency while delivering
deeper insights into the efficiency of MFIs to various parties, such as MFlIs,
investors, and government policymakers.

The paper is laid out as follows: Section 2 provides reviews on the relat-
ed literature, Section 3 discusses the methods and variables applied in this
study, Section 4 illustrates the empirical findings and results for this re-
search, and Section 5 concludes and discusses the implications of the study
to various parties.

Literature review

Many of the prior studies have examined the efficiency of MFIs from vari-
ous regions and countries to compare their financial and social efficiency
and explore how the MFIs could sustain and consistently perform in their
finances and provide the best quality outreach to the society (Hussain et al.,
2020a; Khan et al., 2017; Lebovics et al., 2016; Rauf & Mahmood, 2009;
Shu & Oney, 2014; Wagner & Winkler, 2013; Widiarto & Emrouznejad,
2015; Zainal et al., 2019; Zainal et al., 2021).

Shu and Oney (2014) posited that the main objective of MFISs is to pro-
vide financial assistance to poor or lower-income people. However, at the
same time they need to have stable profits to provide better services.
A study by Rauf and Mahmood (2009) suggested that MFIs should shift
from focussing solely on social welfare for the development of their econ-
omies to enhanced financial performance as a going concern and stability in
this industry to keep providing a quality service for public outreach and to
minimise poverty.

In fact, according to Widiarto and Emrouznejad (2015), in order to as-
sure stability in supplying financial services to the poorest members of
society, MFIs have to practise a dual function on alleviating poverty and
improving financial performance. Their study focussed on the regions of
Pacific South Asia and MENA to compare the Islamic and conventional
MFIs’ social and financial efficiency. The findings clearly revealed more
priority on creating revenue in conventional MFIs, which leads to them
having higher financial efficiency than social efficiency to ensure adequate
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financial sources for facilities and welfare for the poor. In addition, the
conventional MFIs performed better than the Islamic MFIs.

Research conducted by Khan et al. (2017) on MFIs in the developing
region of north-western Pakistan were also consistent with previous find-
ings. They found that the MFIs had shifted priority from alleviating poverty
to profitability, indicating that their main concern is on financial rather than
social efficiency. Another study also documented the same finding on high-
er financial efficiency relative to social efficiency in Vietnamese MFIs
(Lebovics et al., 2016). Financial and social efficiencies are not mutually
exclusive in view of implicit subsidies by the state and international donors,
but the higher financial efficiency helps MFIs to achieve their goals related
to welfare.

Focussing on financial performance rather than social welfare may be
due to the uncertainty and inconsistency of subsidies in funding MFIs’
business operations. Wagner and Winkler (2013) showed that MFIs are
forced to produce their own income through varies and quality financial
products, similar to the banking sector, for the society in general in order to
generate a stable income. Thus, to ensure sustainability and consistent qual-
ity in the services they provide, MFIs have to meet two objectives: poverty
reduction via social outreach and at the same time better financial strength
to ensure continued business and sustainability in offering financial ser-
vices to the poor.

Financial efficiency is significantly different to social efficiency in
MFIs (Hussain et al., 2020a). Hussain et al. (2020a) investigated the impact
of competition freedom on the efficiency of MFIs between 2011 and 2017
in five Asian countries. The overall results suggest that financial efficiency
is significantly higher than social efficiency. Furthermore, the inefficiency
of both social and financial efficiency in MFIs is due to the managerial
inefficiency that is measured by pure technical inefficiency, indicating that
MFIs’ management are not fully utilising the resources.

Zainal et al. (2021) reported similar findings on the financial and social
efficiency of MFIs. Their study examined the impact of banking regulation
and supervision on the financial and social efficiency of MFIs from south-
east Asian countries. They found in general that the level of MFIs’ financial
efficiency was significantly higher than that of social efficiency, which
indicates that the MFIs were more concerned about pursuing financial sta-
bility.

Another study by Zainal et al. (2019) investigated MFIs from ASEAN
countries from 2011 to 2017 in terms of their financial and social efficien-
cies. The analysis revealed a managerial inefficiency, calculated based
purely on technical efficiency, that lowered the MFIs’ social efficiency.
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This requires improvement from the management to enhance the overall
efficiency of the social efficiency.

Most of the previous research examined the issues of financial institu-
tions and MFIs’ specific characteristics, namely size, age, profitability, and
leverage to the efficiency (Abayie et al., 2011; Abrar & Javaid, 2016; Asse-
fa et al., 2013; Autio, 2005; Bibi et al., 2018; Efendic & Hadziahmetovic,
2017; Mia & Ben Soltane, 2016; Qayyum & Ahmed, 2014; Wijesiri &
Meoli, 2015).

According to Qayyum and Ahmed (2014), the size of the MFIs, meas-
ured by total assets, had a significantly positive correlation with the tech-
nical and pure technical efficiency, indicating that a larger MFI can en-
hance the efficiency level due to synergy in the financial and management
capabilities. Nevertheless, another study conducted by Bibi et al. (2018)
suggests that size could negatively influence the MFIs’ social efficiency
due to shifting objectives towards commercialisation rather than solely
focussing on outreach to the poor. A study by Efendic and Hadziahmetovic
(2017) also revealed that smaller MFIs managed to attain quality financial
and social efficiency in comparison with the large and medium-sized MFIs
because the small MFIs were able to better monitor their clients’ portfolios.

Abayie et al. (2011) and Autio (2005) discovered that there was a posi-
tive relationship between the age (measured by the duration of operation)
and efficiency of MFIs because older MFIs can more easily obtain re-
sources over a period of time and due to their experience had more efficient
management tools, such as high-quality credit risk management, efficient
performance on loan delivery, and handling lower-income borrowers’ port-
folios. In contrast, Assefa et al. (2013) suggested that older MFIs could be
less efficient due to the lower repayment of loans by poor borrowers. Addi-
tionally, Muda et al. (2013) claimed that new banks are more profitable as
compared to older banks, because new banks apply and adapt to new tech-
nologies.

Wijesiri and Meoli (2015) and Mia and Ben Soltane (2016) mentioned
that MFIs with higher profitability measured by return on assets (ROA) are
more likely to adapt to technological changes and invest more in innova-
tions. Therefore, it can be said that MFIs that achieve greater financial and
social performance will have greater growth and higher efficiency.

Abrar and Javaid (2016) concluded that there was a positive relationship
between leverage (debt-to-equity ratio) and efficiency. MFIs managed to
maintain liquidity when they managed their finances efficiently, being able
to make repayments to their creditors and provide loan services to more
borrowers. However, Mia and Ben Soltane (2016) found that MFIs which
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highly rely on leverage will put themselves in a risky position, which af-
fects their long-term sustainability.

Other studies also have investigated the impact of economic growth and
inflation under macroeconomic conditions on MFIs’ efficiency (Assefa et
al., 2013; Gaganis, 2016; Hussain et al., 2020a). The higher economic
growth that is represented by gross domestic product (GDP) could provide
a positive impact on the efficiency of the MFIs since the better economic
performance may encourage MFIs to supply more financial services to
society, which will boost their efficiency (Gaganis, 2016; Hussain et al.,
2020a). Meanwhile, Assefa et al. (2013) found a positive relationship be-
tween inflation and MFI efficiency, as although MFIs increase their interest
rates on the services they offer, the number of borrowers is not harmed, but
rather increases since the other financial institutions also increase their
interest rates, but even more so.

Limited studies have examined the impact that the social globalisation
dimensions — interpersonal, informational, and cultural globalisations —
have on the efficiency of MFlIs, since several studies focussed on the bank-
ing sector (Sufian & Habibullah, 2012a; Sufian & Kamarudin, 2016; Sufian
& Habibullah, 2014; Sufian et al., 2017).

Sufian and Habibullah (2012a) concluded that interpersonal globalisa-
tion has a positive influence on the efficiency of banks that operate in the
Indonesian banking industry and suggested that global interaction networks
have considerably lower transaction fees globally, helping to promote for-
eign trade and to eliminate obstacles that could impede or impact efficien-
cy. This finding tends to support the ‘limited form’ of the global advantage
hypothesis (Berger et al., 2000). Under this hypothesis, Berger et al. (2000)
argued that the institutions operating in one or a limited number of coun-
tries with specific favourable market or regulatory conditions in their home
countries can perform their operations more efficiently than the domestic
banks in other countries. Sufian and Kamarudin (2016) and Sufian et al.
(2017) reported similar findings and revealed international tourism as one
of the elements in interpersonal globalisation that can undeniably influence
bank profitability through spending, given that tourists utilise banking ser-
vices. In contrast, Sufian and Habibullah (2014) found that encouraging
more foreign workers in the host country can interfere with local managers,
since different opinions on policies may impact the bank’s productivity.

Sufian et al. (2017) concluded that there was a positive relationship be-
tween information flows and the efficiency of the banks in Malaysia. One
plausible reason could be the fact that capital account liberalisation is usu-
ally linked with the liberalisation of the financial services industry, which
leads to greater competition and then erodes the monopolistic profits in this
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industry. Badenhorst ef al. (2013) agreed that information flows could posi-
tively affect the productivity of an organisation. Information sharing in
complex relations is important to the functioning of business organisations.
The flow of information influences the productivity and innovation of busi-
nesses, as the employees can take prompt action and plan for future activi-
ties if they receive the information in a timely manner. According to Sufian
and Kamarudin (2016), there is a negative relationship between information
flows and the performance of banks in South Africa. There may be an in-
crease in skilled labour demand in both developed and developing countries
due to technological advancements and financial globalisation, especially
foreign direct investments. However, due to the limited access to the inter-
net and technology in certain developing countries, the MFIs could not take
advantage of all the latest technology and practices, which contributed to
lower efficiency.

Furthermore, according to Sufian and Kamarudin (2016), there is a posi-
tive and significant relationship between cultural proximity and the effi-
ciency of banks operations since the culture from other countries can mini-
mise operational costs, e.g. if the host and home countries’ languages are
more less the same, the same financial products and services could be of-
fered without involving excessive costs. The culture could also provide
improvements in the technologies, such as new fintech practised could im-
prove efficiency. However, a different culture could also create a conflict
between the host and home countries in terms of transferring the
knowledge, taking decisions, and controlling the workers, which may con-
tribute to great misunderstandings and lead to inefficiency. A plausible
reason could be the moral hazard problem on the part of the foreign bank’s
headquarters, which can result in a lack of screening and monitoring of the
ability of the borrowers to repay the loans.

Therefore, this study identified the gaps from prior studies. Firstly, lim-
ited studies have been conducted that compared the MFIs’ financial and
social efficiency in cross Asian countries. Secondly, numerous studies have
investigated the impact of MFIs’ characteristics and macroeconomics on
the efficiency of MFIs, but few have studied financial and social efficiency
specifically. Finally, virtually none focused on the impact of social globali-
sation dimensions on the financial and social efficiency of MFIs, so this
could be a novel issue in this study.
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Methodology
Data

In this study, secondary data from a total of 176 MFIs in six selected Asian
countries — Cambodia, Indonesia, Malaysia, Myanmar, the Philippines,
and Thailand — from 2011 until 2018 were collected due to the availability
of the latest data from the database. There are three data sources for special
determinants, macroeconomic factors, and social globalisation measures of
MFiIs. Firstly, the financial data from the World Bank and the Microfinance
Information Exchange (MIX) market was collected to get all the data on
inputs and outputs for the efficiency analysis and MFIs’ characteristics
(https://databank.worldbank.org/source/mix-market). The MIX market is
a non-profit organisation that provides market data and information regard-
ing the microfinance services industry. Next, in order to investigate the
impacts of macroeconomics factors on the efficiency of MFIs, data was
attained from the International Monetary Fund (IMF), which is an organisa-
tion that is accountable to 189 countries, cooperating to promote global
monetary cooperation, facilitate global trade, boost the employment and
economic growth rates, maintain financial stability, and minimise the pov-
erty rate in the world. Lastly, the latest available information in the KOF
Globalisation Index database for year 2018 was used as a measurement of
the social globalisation aspect in this study (https://kof.ethz.ch/en/forecasts-
and-indicators/indicators/kof-globalisation-index.html). Therefore, to en-
sure consistency in data selection, this study focussed on data up to 2018,
since the main issue of the study is to investigate the impact of social glob-
alisation on the efficiency of MFIs.

Data Envelopment Analysis (DEA)

The non-parametric DEA approach was applied in the first stage of the
analysis to investigate the efficiency of MFIs under the variable return to
scale (VRS) approach. The technical efficiency (TE) scores can be divided
into two components — pure technical efficiency (PTE) and scale efficien-
cy (ScE) — by using Equation (1):
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DEA (x,y) = Min ¢;%%|[¢¢®° = 0]

St k=1 YR —Sm=yim=1,.,M

Yhoi Ve X + sy =x, n=1,..,N )
YK vk=1; k=1,..,K
AkVk) Sy Sp =0
The vector of input is denoted as x = (x1, ..., xN) and the vector of out-

put is denoted as y = (yl,...,yM); the VRS approach @}*° represents the
PTE of the k-th decision-making unit (DMU) that develops a convex mono-
tone hull of intersecting planes. The assumed DMU (k= 1,.,K), y§* and x}
are denoted as the DMU’s output and input, respectively, while s;}
and s, are denoted as the DMU’s output and input slacks, respec-
tively. The variables v, and 4, denote input and output weights, respec-
tively.

ScE is a measurement for investigating the effect of the size of a DMU
on the efficiency of the system and identifying inefficiency due to an inap-
propriate size of the DMU. Equation (2) exhibits the model of ScE scores
of the k-th DMU:

_TE _ 9k
SCEk — PTE - ¢IZRS (2)

The variable ¢SRSrepresents the technical efficiency of the k-th
DMU under the CRS approach. The DMU is scale-efficient (SCE) when
ScEi reaches 1, whereas the DMU is scale-inefficient (SIE) if ScEy is less
than 1.

To test the significant differences on efficiency score between financial
and social efficiency, this study used the parametric #-test and non-
parametric Mann—Whitney (Wilcoxon rank sum) test. To evaluate the ho-
mogeneity of variance in MFIs’ financial and social efficiency by testing
the equal variance hypothesis, the one-way ANOVA with the Welch test
was applied. The additional non-parametric Mann—Whitney test was used
to ensure consistency since the DEA also represent as the non-parametric
frontier analysis approach and to obtained robust results.
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Inputs, outputs, approaches, and the choice of variables

According to Sealey and Lindley (1977), the production approach and
intermediation approach are the two main methods that are widely found in
the MFI theory literature. However, in this study the intermediation ap-
proach is used to measure the financial and social efficiency of MFlIs, simi-
lar to numerous prior studies (Hussain et al., 2020a; Kamarudin et al.,
2014; Saw et al., 2020; Sufian & Kamarudin, 2014a). Under the intermedi-
ation approach, Chu and Lim (1998) indicated that MFIs are treated as the
intermediaries between the savers and the borrowers, which provide loans
especially to the poor community, in order to achieve profit or for non-
profit purposes. Therefore, the inputs and outputs were selected based on
prior research to examine the financial and social efficiencies (Kamarudin
et al., 2017; Kamarudin et al., 2013). The inputs used for the financial and
social efficiencies are the same: x; represents the assets (total assets availa-
ble to an MFI from capital or borrowings); x; is the operating expenses (all
operating expenses); and x;3 is the personnel (salaries of the staffs). Mean-
while, the outputs used are different for the two efficiencies: for financial
efficiency, yn represents the financial revenue (total revenue from gross
loan portfolio, including profit margin for loans), while for social efficien-
cy, ys1 1s the average loan balance (average loan balance per borrower over
gross national income per capita) and y,. is the number of borrowers (num-
ber of actual borrowers).

Multiple regression analysis

The DEA approach was applied in the first stage analysis to investigate
the efficiency of 176 MFIs from all countries during the study period,
2011-2018. Then, in the second stage of analysis, the Pooled Ordinary
Least Square (POLS) estimation method was used to examine the impacts
of MFIs’ specific characteristic determinants, macroeconomic factors, and
social globalisation measures on the financial efficiency and social effi-
ciency of the MFIs under study (Banker & Natarajan, 2008; Banker et al.,
2010; Kamarudin et al., 2016; Sufian & Kamarudin, 2014b). However,
prior to regression analysis, Pearson’s correlation coefficient was deter-
mined to test for multicollinearity issues among the dependent variables.
The regression models were estimated by applying White transformation
(McDonald, 2009; White, 1980). The White test is a robust statistical test
that is sensitive to heteroscedasticity, in which it shows a constant variance
for any error variables. Meanwhile, for the robustness test, the Breusch and
Pagan Lagrangian Multiplier (BPLM) test was applied in order to deter-
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mine the appropriate estimation model to be used — either POLS or panel
Generalized Least Square (GLS). In addition, a subsequent test, the Haus-
man test, was conducted to select the most appropriate estimation method,
either a fixed effect model (FEM) or a random effect model (REM), in the
case that the panel GLS model was indicated by the previous test (Al-
Mamoorey & Al-Rubaye, 2020; Delawi & Ramo, 2020; Fayed & Ezzat,
2020; Gomez-Piqueras et al., 2020; Gumus et al., 2020; Hussain et al.,
2020a; Hussain et al., 2020b; Hussain et al., 2019; Mohsin et al., 2020;
Sell, 2020; Villena-Serrano et al., 2020). Therefore, by setting the financial
and social efficiency scores as the dependent variables, the baseline regres-
sion model can be estimated as below:

Effeciency;, = Bo + p1InTA. + BylnAges; + [3InROA
+ B4InDTE;: + B5InGDP, + B¢InCPI, 3)
+ B,InIPG; + LgInING, + BolnGUG, + &4

From Equation 3 above, Efficiency stands for the financial and social ef-
ficiency scores derived from the DEA method. The MFIs’ characteristics is
a vector of their specific determinants, consisting of the size of the MFIs as
measured by total assets (InTA), the age of the MFIs as measured by the
duration of operations (InAge), the profitability of the MFIs as measured by
return on assets (InROA), and leverage as measured by the debt-to-equity
ratio (InDTE). Macroeconomics is a set of macroeconomic variables com-
prising economic growth as measured by gross domestic product (InGDP)
and inflation rate as measured by the consumer price index (InCPI). Social
globalisation measures is a set of KOF Globalisation Index data that in-
cludes interpersonal globalisation (InIPG), informational globalisation
(InING), and cultural globalisation (InGUG). The subscript ; represents the
individual MFIs, while ¢ indicates the time period and ¢ is the random term.

Results and discussion

In order to avoid issues from the multicollinearity problem, Pearson’s cor-
relation coefficient was determined to ensure that the estimation results
were valid. The multicollinearity problem in a regression model is consid-
ered critical if the pair-wise or zero-order correlation coefficient between
two regressions exceeds 0.8. Table 1 shows that the absolute values of the
Pearson correlation coefficients were relatively low and less than 0.8. This
indicates that the majority of the proposed determinants’ variables do not
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indicate multicollinearity problems for any of the proposed models. There-
fore, the analysis could be conducted on the selected variables.

Social and financial efficiencies of MFls

Prior to testing the differences in the means of the MFIs’ financial and
social efficiency under the parametric #-test, the homogeneity of variances
hypothesis was tested for the MFIs’ financial and social efficiency by using
one-way ANOVA and the Welch test (Table 2). Generally, based on the
results, for most of the countries in each year (Panels A-F) the null hypoth-
esis was rejected since the Welch’s values were significant, apart from
Thailand. However, according to Panel G (all countries in each year), the
results showed that all the Welch’s values were significant at a 1% level
(reject the null hypothesis), indicating that all the values of the t-test will
base on the equal variances not assumed.

Tables 3a to 3d display the univariate test for TE, PTE, and ScE on the
MFIs’ financial and social efficiencies. The test shows the differences in
the mean scores of the MFIs in terms of financial efficiency (FE) and social
efficiency (SE). Next, a series of robustness checks were performed, in-
cluding the parametric #-test and non-parametric Mann—Whitney test. The
analysis provided general results on all countries and years. Furthermore,
this analysis also provided specific results for each year from 2011 to 2018
as well as each country.

The majority of the results reveal that all the TE, PTE, and ScE scores in
financial efficiency were higher than social efficiency based on the mean
different value. However, the observations in Tables 3c and 3d for Myan-
mar show that the PTE scores in social efficiency from 2011 to 2018 (ex-
cept 2015) were higher than those for financial efficiency. Furthermore, in
the ScE results, only Thailand in the years 2011, 2012, 2013, 2016, and
2017 had significantly higher social efficiency than financial efficiency.
However, all the results from Myanmar and Thailand were statistically
insignificant based on the parametric and non-parametric tests.

To be specific, TE represents the overall or managerial efficiency, PTE
is purely managerial efficiency, and ScE is size efficiency for the financial
and social efficiency of the MFIs. Therefore, this study focussed on TE as
the main efficiency for both financial and social efficiency. Overall, the
majority of the findings revealed that the TE scores in financial efficiency
were significantly higher than for social efficiency in each year and each
country, as measured by the significant mean difference. The results are
also consistent with those from ‘all countries in all years’ in Table 3b,
which indicates that the financial efficiency was higher than social efficien-
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cy (mean difference: 0.52). Both the parametric #-test and non-parametric
Mann—Whitney test results exhibited a mean difference between financial
and social efficiency that was statistically significantly different at the level
of 1%. Therefore, the results suggest that the three factors contribute to
higher MFI financial efficiency rather than social efficiency, in all the
countries over the study period. Firstly, the MFIs should shift from focus-
sing solely on social welfare in order to develop their economics towards
enhancing their financial performance as a going concern and stabilising
the industry in order to keep providing a quality service to society and to
minimise poverty. Secondly, the MFIs should be more financial efficient in
order to ensure adequate financial sources for facilities and welfare for the
poor. Finally, the uncertainty and inconsistency of the subsidies that fund
MFIs’ business operations forced them to produce their own income
through varies and quality financial product, similar to the banking sector
in general to generate a stable income. The results are also supported by
several studies, such as one conducted by Widiarto and Emrouznejad
(2015), which asserted that the MFIs’ financial efficiency was higher than
social efficiency due to the higher revenue generated to ensure their capa-
bilities of reducing poverty and improving financial performance. Lebovics
et al. (2016) also suggested that the MFIs managed to achieve their main
objective of public outreach and welfare of society by targeting higher fi-
nancial efficiency. In addition, a study by Hussain et al. (2020a) was con-
sistent with the findings on the financial and social efficiency in MFIs.
They reported that financial efficiency was significantly higher than social
efficiency based on a sample of MFIs from five Asian countries.

Determinants of efficiency level in MFlIs

A total of seven models regarding the MFIs’ financial efficiency and so-
cial efficiency from all countries (Model 1), Cambodia (Model 2), Indone-
sia (Model 3), Malaysia (Model 4), Myanmar (Model 5), the Philippines
(Model 6), and Thailand (Model 7) during the study period were construct-
ed and analysed; they are presented in Tables 4 and 5. The regression esti-
mation models were built as a baseline regression model that merely con-
sists of variables representing MFIs’ characteristic determinants, namely
their size (InTA), the total time in operation (InAGE), their profitability as
measured by the return on assets (InROA), and the leverage level as meas-
ured by the debt-to-equity ratio (InDTE). Next, macroeconomic variables
— economic growth as measured by gross domestic product (InGDP) and
the inflation rate as measured by the consumer price index (InCPI) — were
added. For the following regression analysis, social globalisation measures,
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namely interpersonal globalisation (InIPG), informational globalisation
(InING), and cultural globalisation (InCUG), were included in the models.

At the preliminary stage, all seven models for both financial and social
efficiency indicated that the BPLM x> was significant at the level of 1%.
Hence, panel data GLS was more appropriate for all models in both finan-
cial and social efficiency of the MFIs, rather than the POLS model. Next,
the Hausman test was conducted to determine the most suitable GLS esti-
mation methods to apply to each model under regression analysis. Kama-
rudin et al. (2016) stated that the Hausman test can be carried out to deter-
mine the suitability of applying FEM and REM, under the condition that
FEM is more appropriate in a model that has significant levels, whereas
REM is more appropriate to apply in models that are insignificant. There-
fore, FEM was applied to all models for both financial efficiency and social
efficiency regression analysis, as all of the models returned significant
Hausman y” values at a level of 1%.

Based on Tables 4a and 5b (Model 1), the size of the MFIs (InTA) is in-
significant to both the MFIs’ financial and social efficiency under the all
countries analysed, though there were different findings for specific coun-
tries. In Tables 4a and 5a (Model 2), InTA was significantly positive and
negatively influenced the Cambodian MFIs’ financial and social efficien-
cies. Meanwhile, for Indonesia, Malaysia, the Philippines, and Thailand,
the MFIs’ size had a negative relationship with social efficiency (Table 5a
[Models 2—4] and Table 5b [Models 6-7]). The positive relationship define
as the bigger MFIs size may have enhanced the financial efficiency in the
Cambodian MFIs due to the synergy between the financial and manage-
ment capabilities. However, the negative relationship with social efficiency
indicates that large MFIs have difficulties monitoring the clients’ portfolios
and have less social efficiency due to shifting objectives towards commer-
cialisation rather than solely focussing on public outreach. The positive and
negative findings are consistent with studies conducted by Bibi et al.
(2018), Efendic and Hadziahmetovic (2017), and Qayyum and Ahmed
(2014).

Additionally, the total time in operation of the MFIs (InAGE) demon-
strated a significant negative correlation with the financial efficiency of the
MFiIs in all countries and in each specific country, as shown in Table 4a
(Models 1-7). However, only Malaysia and Thailand indicated that InAGE
was negatively significant with social efficiency (Table 5a [Model 4] and
Table 5b [Model 7]). This result implies that the older (younger) the MFIs
are, the less (more) efficient. One explanation is that new or young MFIs
adapt to new technologies and make an effort to discover new processes to
eradicate problems, and this continuous learning process results in a reduc-
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tion of labour and time lost to current problems, whereas older firms tend to
experience obsolescence due to their inability to adapt to a changing busi-
ness environment and senescence occurs because of their rigid regulations,
routines, and structures.

Moreover, a significant positive relationship exists between the profita-
bility of MFIs (InROA) and the social efficiency of MFIs in all countries
together and in all specific countries (except Indonesia) (Table 5a [Models
1, 2, and 4] and Table 5b [Models 5-7]). The higher (lower) the profitabil-
ity of MFIs, the higher (lower) the social efficiency of MFIs. Thus, MFIs
with a higher ROA are more likely to adapt to technological changes and
invest more in innovations, as ROA positively associates with the progress
in productivity and innovation over a period of time. Therefore, MFIs that
achieve greater financial performance from profitability are able to increase
their productivity and provide quality financial services to poor people, as
also suggested by Wijesiri and Meoli (2015).

Tables 5a (Models 2-4) and 5b (Model 7) show that the coefficient of
InDTE (proxy of financial leverage) negatively influenced only social effi-
ciency in all specific countries, except Myanmar and the Philippines. This
indicates that the MFIs managed to maintain liquidity when they managed
their finances efficiently, as they were able to make repayments to their
creditors and to provide loan services to more borrowers.

Furthermore, there was a significant positive relationship between eco-
nomic growth (InGDP) and both the financial and social efficiency of MFIs
in all countries together and all specific countries (Tables 4 and 5 [all mod-
els]), except financial efficiency in Cambodia. These results demonstrate
that the higher (lower) the economic growth, the higher (lower) the finan-
cial efficiency and social efficiency of MFIs. Higher economic growth,
represented by GDP, can provide a positive impact to the efficiency of the
MFIs since the better economic performance may encourage the MFIs to
supply more financial services to society, which will boost the MFIs’ effi-
ciency (Gaganis, 2016; Hussain et al., 2020a).

With regards to the impact of inflation (InCPI) on efficiency, Tables 4a
and 5a (Model 1) show that the coefficient of InCPI had a positive relation-
ship with both financial and social efficiency in the results for all countries.
In the analysis of specific countries, the Philippines also displayed similar
findings on financial efficiency (Table 4b [Model 6]), while Myanmar and
the Philippines illustrated that inflation had a positive impact on social effi-
ciency (Table 5b [Models 5-6]). The positive relationship between inflation
and MFIs’ efficiency explain assert a positive relationship between infla-
tion and MFIs’ efficiency because although MFIs may raise their interest
rates on the services they offer, the number of borrowers is not affected —
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it may even increase — since the other financial institutions also increase
their interest rates even higher. This finding is consistent with a study con-
ducted by Assefa et al. (2013).

Unboxing the black box: do social globalisation dimensions foster efficien-
cyin MFIs?

Tables 4a (Models 2 and 4) and Table 4b (Models 5 and 6) exhibit the
significant positive relationship found between interpersonal globalisation
(InIPG) and financial efficiency in specific countries — Cambodia, Malay-
sia, Myanmar and the Philippines — but an insignificant one in all coun-
tries analysed together. However, interpersonal globalisation in Thailand
was significantly negatively correlated with financial efficiency (Table 4b
[Model 7]). Meanwhile, social efficiency and InIPG displayed a positive
relationship in the MFIs in Cambodia and Malaysia (Table 5a [Models 2
and 4]). Nevertheless, the InIPG coefficient was significantly negatively
correlated with social efficiency in all countries and in Indonesia, Myan-
mar, the Philippines, and Thailand (Table 5a [Model 1] and Table 5b
[Models 3, 4, 6, and 7]).

Interpersonal globalisation can be defined as the communications be-
tween people around the world through daily physical interactions, tele-
communications, or mail. The positive relationship between InIPG and
MEFIs’ efficiency indicates that global interaction networks have considera-
bly lower transaction fees globally, helping to promote foreign trade and to
eliminate obstacles that could impede or impact efficiency. These findings
support the ‘limited form’ of the global advantage hypothesis, which argues
that institutions which operate in one or a limited number of countries with
specific favourable market or regulatory conditions in their home countries
can perform their operations more efficiently than the domestic MFIs in
other countries. International tourism is one of the elements in interpersonal
globalisation which can undeniably influence MFIs’ profitability through
spending, given the fact that tourists utilise MFIs’ services. The results are
in line with studies conducted by Berger et al. (2000), Sufian and Habibul-
lah (2012a), Sufian and Kamarudin (2016), and Sufian et al. (2017). Never-
theless, the negative relationship between InIPG and MFI efficiency sug-
gests that by encouraging more foreign workers in the host country may
interfere with local managers because of the different opinions on policies,
which may impact the bank’s productivity. The inconsistency and dispari-
ties between the host and home country on the interpersonal level among
top management can constitute challenges to the MFIs, since each country
has different behaviours, and if there is inadequate tolerance there could be
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difficulties in achieving their objectives of improving their finances and
helping the society. Therefore, the over foreigners in management may
intrude on local managers’ decisions. The finding is also consistent with
Sufian and Habibullah (2014).

The results show that informational globalisation (InING) significantly
positively correlates with financial efficiency in all countries together (Ta-
ble 4a, Model 1) and the specific countries of Indonesia and Thailand (Ta-
ble 4b, Models 1 and 7). A similar finding was also revealed for social effi-
ciency in all countries (Table 5a, Model 1) and Indonesia (Table 5a, Model
3), Myanmar, the Philippines, and Thailand (Tables 5b, Models 5-7). How-
ever, informational globalisation also had a negative impact on financial
and social efficiency in Malaysian MFIs (Tables 4a and 5a, Model 4). The
other two countries also had the InING coefficient with negative sign with
the financial efficiency in Myanmar and the Philippines (Table 4b, Models
5 and 6). The negative sign also revealed in Cambodian MFIs’ social effi-
ciency (Table 5a, Model 2).

Informational globalisation refers to the spread of information and ideas
globally and between formal and informal economies through newspapers,
television, and the internet. The positive relationship between InING and
the MFIs’ efficiency could be due to the fact that capital account liberalisa-
tion is usually linked with the liberalisation of the financial services indus-
try, which leads to greater competition and then erodes the monopolistic
profits in this industry. Furthermore, information sharing in complex rela-
tions is important to the functioning of business organisations. The flow of
information influences the productivity and innovation of businesses, as the
employees are able to take prompt action and plan for future activities if
they receive information in a timely manner. Studies by Sufian et al. (2017)
and Badenhorst et al. (2013) reported similar findings. However, there is
the possibility that there is a negative relationship between informational
globalisation and the financial and social efficiencies of MFIs. There may
be an increase in skilled labour demand in both developed and developing
countries due to technological advancements and financial globalisation,
especially foreign direct investment. However, due to limited access to the
internet and technology in certain developing countries, an MFI might not
take advantage of all the latest technology, which can contribute to lower
efficiency. The negative impact of informational globalisation on efficiency
also similar to the findings of Sufian and Kamarudin (2016).

The regression results revealed that cultural globalisation (InCUG) in-
significantly influenced financial efficiency in the analysis of all countries
together. However, the results in specific countries revealed a significantly
positive correlation between InGUC and financial efficiency in specific
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countries — Indonesia (Table 4a, Model 3) and the Philippines (Table 4b,
Model 6) — but a negative on in Malaysia (Table 4a, Model 4) and Myan-
mar (Table 4b, Model 5). Furthermore, cultural globalisation had a positive
relationship with social efficiency in all countries analysed together (Table
5a, Model 1) and similar a finding in Myanmar (Table 5b, Model 5). Nev-
ertheless, a negative impact was found in this relationship in specific coun-
tries: Indonesia (Table 5a, Model 3) and the Philippines (Table 5b, Model
6).

In fact, cultural globalisation captures the diffusion of cultures and so-
cial norms, with the aim of reducing cultural barriers and information
asymmetry between lenders and borrowers, which can reduce the transac-
tion costs in processing MFI loans and administration costs in evaluating
the quality of borrowers and in follow-up monitoring. Therefore, the signif-
icant positive relationship between cultural globalisation and the efficiency
of MFIs operations can be explained when the culture from other countries
minimises the operational costs (e.g. the language in Malaysia and Indone-
sia are more less the same, therefore the same financial product and ser-
vices could be offered by MFIs operating in these countries without incur-
ring excessive costs). Additionally, the culture could also provide im-
provement in technologies such as new fintech practised could improve the
efficiency. Therefore, a global trading culture can improve the abilities and
technological skills for the development of labour and enhancing the MFI’s
efficiency. However, the different cultures can also create conflict or a neg-
ative impact between the host and home countries in transferring
knowledge, taking decisions, and controlling the workers, which may con-
tribute to misunderstandings and lead to inefficiency. A plausible reason
could be the moral hazard problem on the part of the foreign banks’ head-
quarters, which may result in a lack of screening and monitoring of the
borrowers’ ability to make repayment to the banks.

Conclusions

The main objective of this paper was to investigate the impacts of dimen-
sions of social globalisation, namely interpersonal, information, and cultur-
al globalisation, on the efficiency of MFIs from the financial and social
aspects. This study also determined the potential specific determinants and
macroeconomic factors of MFIs that may influence their efficiency. In this
study, data on a total of 176 MFIs from Cambodia, Indonesia, Malaysia,
Myanmar, the Philippines, and Thailand from 2011 to 2018 were collected
for the purpose of the research.
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Overall, the majority of the findings revealed that MFIs’ financial effi-
ciency was significantly higher than their social efficiency in each year and
in each country. The results are also consistent with the results in terms of
‘all countries and all years’ and were confirmed by the parametric ¢-test and
non-parametric Mann—Whitney test. Therefore, the first stage of analysis
suggests that there are three factors which contribute to higher financial
efficiency rather than social efficiency in MFIs in all the countries under
study during the study period. Firstly, the MFIs should shift from focussing
solely on social welfare for the development of their economies towards
enhancing their financial performance as a going concern and stabilising
this industry to continue providing a quality public outreach service and to
minimise poverty. Secondly, the MFIs should be more financially efficient
to ensure adequate financial sources to serve the poor peoples’ facilities and
welfare. Finally, the uncertainty and inconsistency of the subsidies which
fund MFIs’ business operations it forces them to produce their own stable
income through varies and quality financial products, similar to the banking
sector in general.

Likewise, the results from the second stage of analysis under the GLS,
FEM estimation method revealed the MFIs’ specific characteristic and the
macroeconomic determinants of their efficiency. Based on the analysis of
all countries together, the factor of age (InAGE) negatively significantly
influenced the MFIs’ financial efficiency, while profitability (InROA) had
a positive relationship with the MFIs’ social efficiency. The macroeconom-
ic factors positively significantly influenced economic growth (InGDP) and
inflation (InCPI) in both types of MFI efficiency in all countries investigat-
ed together. However, different findings were identified from the analysis
of specific countries.

Therefore, the overall view on the impact of social globalisation on MFI
efficiency is based on the results of the analysis of all countries taken to-
gether since the analysis from specific countries varied. The findings show
that the interpersonal globalisation variable (InIPG) significantly negatively
correlated only with social efficiency, but insignificantly with financial
efficiency in all countries together. This indicates that encouraging more
foreign workers in the host country may interfere with local managers,
given that different opinions on policies may impact the bank’s productivi-
ty. The inconsistency and disparities between the host and home country on
the interpersonal level among top management can constitute a challenge to
the MFIs since each country has different behaviours, and if there is inade-
quate tolerance, there could be difficulties in achieving their objectives of
improving their finances and providing public outreach. Therefore, the over
foreigners in management may intrude on local managers’ decisions.
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The results demonstrate that informational globalisation (InING) signif-
icantly positively correlated with financial and social efficiency in the anal-
ysis of all countries together. The positive relationship between InING and
MFI efficiency could be due to the fact that capital account liberalisation is
usually linked with the liberalisation of the financial services industry,
which leads to greater competition and then erodes the monopolistic profits
in this industry. Furthermore, information sharing in complex relations is
important to the functioning of business organisations. The flow of infor-
mation influences the productivity and innovation of businesses, as em-
ployees are able to take prompt action and plan for future activities if they
receive information in a timely manner.

The results for cultural globalisation (InCUG) show that this dimension
significantly positively correlates with the MFIs’ financial efficiency, but
not with their social efficiency in the analysis of all countries together.
Therefore, the positive, significant relationship between cultural globalisa-
tion and the efficiency of MFIs operations can be explained when the cul-
ture from other countries minimises the operational costs (e.g. the language
in Malaysia and Indonesia are more less the same, therefore the same fi-
nancial products and services could be offered by the MFIs operating in
these countries without incurring excessive costs). Additionally, the culture
could also provide improvements in the technologies such as new fintech
practised could improve the efficiency. Thus, global trading culture can
improve the abilities and technological skills in the development of labour
and can enhance the efficiency of MFIs.

Therefore, based on the information obtained from the study, proper and
prompt actions could be implemented in order to achieve good results for
MFIs in terms of financial and social efficiency. Firstly, governments or
policymakers can establish effective national policies and strategies, mak-
ing reference to the results and findings of this study. Effective policies and
strategies could definitely aid MFIs in growing their business and providing
financial aid or granting loans to the poor. Secondly, this study could aid
investors in monitoring and better understanding the performance of MFIs
in terms of financial and social efficiency. The performance of MFIs is
relatively vital to investors in making the economic or investment deci-
sions, as failing to make the right decision could lead to losses for inves-
tors. Finally, researchers who are interested in conducting related research
in the financial industry could refer to the findings of this study and im-
prove or extend this study by adopting the suggestions and eradicating the
limitations of this study.

There are several limitations in this study which could be highlighted.
Firstly, the selection of inputs and outputs under non-parametric DEA is
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still an arbitrary issue, which could generate various findings on the finan-
cial and social efficiency indices. Secondly, the sample of this research was
limited to 176 MFIs from six selected Asian countries (Cambodia, Indone-
sia, Malaysia, Myanmar, the Philippines, and Thailand) and to a limited
time frame of 2011 to 2018. Finally, the study period was restricted to the
year 2018 because of the availability of data on social globalisation provid-
ed in the KOF Globalisation Index database.

Again, all of these limitations could be addressed or improved upon in
future research. Other non-parametric or parametric frontier efficiency
analysis approaches could be applied rather than DEA, such as a free dis-
posal hull (FDH) approach, while the parametric approach consisting of
three approaches — stochastic frontier (SFA), distribution free (DFA), and
thick frontier approach (TFA) — with variations in the inputs and outputs
selected. The sample could also include more MFIs from other countries or
regions, such as South-east Asia and South Asia to generate a broader pic-
ture of MFIs’ performance. Finally, future research may extend this study
with the latest data on social globalisation once the KOF Globalisation
Index database is updated.
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