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ABSTRACT

Vietnam is a transition economy in the Southeast Asia and corporate governance in this
country has been newly established after transition process in 1986. Similar to many other
developing and emerging economies, Vietnam has weak external governance mechanisms,
thus independent director becomes a critical element in corporate governance system as an
internal governance mechanism. Further, Vietnam is also a transition economy which has a
highly concentrated ownership structure with the dominance of the State as the largest
controlling shareholder which may complicate the work of independent directors. Therefore,
it is unclear how independent directors contributes to corporate governance and firm
performance in a transition economy as Vietnam. Vietnam only releases a new Corporate
Governance Code in 2012 which for the first time introduces the notion of independent
directors in corporate governance with the requirement that listed companies need to maintain
a certain level of independent directors on the board. There is lack of research to examine the
function of independent directors in corporate governance in this country. Taking into account
the importance as well as the recent adoption of independent director in corporate governance
in Vietnam — a transition economy, the thesis examines this type of director from three aspects

in three research papers.

The first paper (chapter 2) examines the relationship between independent directors and firm
performance using available archival data. Due to the nature of transition process,
independent directors have been recently adopted in corporate governance system in Vietnam,
thus contribution of independent directors to improving firm performance is still unclear.
After using several methods to control for endogeneity - a common issue for research on
corporate governance, we found that the relationship between independent directors and firm
performance is negative. The findings also revealed that the negative relationship between
independent directors and firm performance can be due to the dominance of firms with
concentrated ownership structure. In addition, the negative relationship is even worse in firms
where the State is a controlling shareholder than in firms with private controlling

shareholders.

Then, in the second paper (chapter 3), the thesis uses surveys to further investigate the
perceptions of independent directors in listed companies in Vietnam on the roles,
responsibilities and challenges for them when participating on the board of directors. The
main purpose of this paper is to understand how independent directors recognize their roles

in corporate governance in the absence of guidelines from corporate governance codes
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released in 2012 in Vietnam. The findings suggested that independent directors have
preference on advisory role than monitoring role which is not suggested by prior literature. In
addition, they also pointed out the challenges faced in the board including information

asymmetries and influence of controlling shareholders.

Finally, the third paper (chapter 4) investigated if there is any cultural difference between the
north and the south of Vietnam and if this intra-cultural difference is associated with
difference in creating accountability of independent directors. The results confirmed the
persistence of intra-cultural difference in Vietnam between two regions in which independent
directors in the south are more likely to be individualists whereas independent directors in the
north are more likely to be collectivists. Additionally, independent directors in the south
demonstrated a lower level of risk averse while independent directors in the north showed a
higher level of risk averse. With regard to creating accountability of independent directors,
the results demonstrated that independent directors in the south are more likely to be at higher

level of creating accountability than directors in the north.

Overall, the thesis points out some issues relating to independent directors in Vietnam and
provide implications to policymakers for a further corporate governance reform relating to
independent directors as well as to companies when establishing and maintaining their

corporate governance systems.
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Chapter 1: Introduction

1. Overview of the study

Independent directors have been an important internal governance mechanism in corporate
governance systems globally. The common definition of an independent director is “someone
who has never worked at the company or any of its subsidiaries or consultants, is not related to
any of the key employees, and does not/did not work for a major suppliers or customers”

(Ravina and Sapienza, 2010, p.963).

Independent directors attracted attention from both practitioners and policy makers for a
significant part they played in corporate governance reform after the collapses of corporate
giants such as Enron in the US, the Polley Peck accounting scandal in the UK and HIH in
Australia (Le Mire and Gillian, 2013). The rationale for the claim of independent directors to
be crucial to corporate governance reform is their independence from management may
enhance the effectiveness of the board of directors. Board members working within a company
or those who have close relationships with insiders and/or target companies may not be able to
assess firm performance subjectively, or they may have a vested interest in the company’s
activities, while independent directors can provide more objective monitoring and diversified
views concerning the company’s operations (Ravina and Sapienza, 2010). Principally because
of this capacity for better monitoing, independent directors are thought to be able to enhance
the monitoring over the management and enhance the performance of the company in the
interest of shareholders (Choi et al., 2007).

The presence of independent directors on a board is proposed as a critical element in corporate
governance systems of companies in many countries, and particularly in transition economies
(Peng, 2004). These are countries transforming from a centrally planned economy under the
control of the Communist Party into a free economy. Examples include China, Russian, some
Eastern European countries (Poland, Czech Republic, Hungary, etc.) and Vietnam (Aoki and
Kim, 1995). During the centrally planned economy in transition economies, there was no
private ownership; all national wealth including national assets and enterprises were owned by
the State. In such situations, corporate governance and its institutional framework were almost
non-existent (Aoki and Kim, 1995).

After initiating the transition process to transform into a free economy, a corporate governance

system and its mechanisms were established in transition economies. However, there were

15



challenges and issues for the economy in the process of creating a suitable and solid corporate
governance framework in these countries. Examples of challenges are the lack of competitive
capital and labour markets, a weak legal system and highly concentrated ownership in the hands
of the State (Pistor et al., 2000). As a result of these challenges, the stock market and other
financial markets were not efficient and at a low level of development (Aoki and Kim, 1995).
This led to a weak external governance mechanism that failed to support an efficient corporate
governance system (Yong et al., 2008), and in turn made internal governance mechanisms
(such as independent directors, audit committees, board of directors, executive compensation
package or management shareholding (Weir and Laing, 2003; Young et al., 2008)) more
important. Among internal governance mechanisms, independent directors appear to be a factor
that is both common and increasingly widespread in transition economies like China, Russia,
and Vietnam. In the context of transition economies, the presence of independent directors on
the board is considered a substitution for the weak external governance mechanisms and as a

contribution to improving monitoring power and enhancing firm performance (Peng, 2004).

In addition, corporate governance in transition economies has a unique feature which creates
another conflict in governance within a company and requires more supervision from
independent directors — the concentrated ownership structure. Ownership concentration refers
to an ownership structure when one or few investors attempt to concentrate shareholder
ownership on their hands to exert direct influence on top managers to run firms in their interests
(Shleifer and Vishny, 1986). According to Young et al. (2008), concentrated ownership
structure combined with weak external governance mechanisms results in conflicts between
controlling shareholders and minority shareholders which they call principal-principal
conflicts. Controlling shareholders can use their power to expropriate value from minority
shareholders (Shleifer and Vishny, 1997). Therefore, the principal-principal conflict is an
additional conflict to the principal-agent conflict in transition economies. Thus, in companies
with concentrated ownership, two agency conflicts need to be overseen. Therefore, the roles of
independent directors in those companies are to monitor not only management but also

controlling shareholders to protect the interests of minority shareholders (Liu et al., 2015).

However, literature on corporate governance, particularly on independent directors in transition
economies, is rather limited. Most of the studies focus on China and Russia, the two biggest
transition economies, while little is known about other countries such as Vietnam. Due to the
fact that each transition economy has its own transition process to adapt to the country’s

specific characteristics, findings in China and Russia cannot be generalized to all other
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transition economies. Thus, country-specific studies for transition economies are necessary to
extend the literature on transition economies in order to understand better this group of special

countries.

Additionally, it is worthy to note that independent directors is originally a Western concept. It
originated in the US in the 1970s after the collapse of Penn Central, a major railway company.
Then it spread to other countries including developed and developing countries and now
transition economies (Ringe, 2013). However, according to Pistor et al., (2003), countries
adopting foreign concepts frequently find various challenges to incorporate new concepts into
their institutional settings. Therefore, an extension of the literature across transition economies
will help us to understand the process of implementing “independent directors” in corporate
governance, as well as to examine the role of and challenges for independent directors in

transition economies.

In transition economies, the dominance of the State in corporate governance is common but its
influence on independent directors’ effectiveness is unexplored. As a significant controlling
shareholder, the State can use firms to serve its social objectives by shifting the corporate
objectives from profit maximization (for the benefit of shareholders) to increase the level of
employment, market shares in the company or to promote community projects (Bruton et al.,
2015). By doing so, the State may need to collude with not only management but also
independent directors to fully control the leadership of the company and firm activities. The
influence of the State as a controlling shareholder on independent directors, and thus on the
relationship between independent directors and firm performance, needs further study to
thoroughly explain the mechanisms by which the State imposes its impact on corporate

governance and independent directors.

Taking into account the importance of independent directors in corporate governance,
particularly for transition economies, this thesis examines several aspects of independent
directors in Vietnam including the perceptions of independent directors on their roles and
challenges in corporate governance, the creating accountability of independent directors on the
board and the relationship between independent directors and firm performance - to better
understand how independent directors function on boards of directors. Similar to other
transition economies, Vietnam has a weak legal environment and a low-efficient capital
market, and lacks a competitive labour market (Business D., 2012). With weak external

governance mechanisms, Vietnam needs to implement internal governance mechanisms to
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enhance its corporate governance systems. Several corporate governance reforms were
implemented in 1999 and again in 2005 with the release of a new version of the Company Law
and the first release of Corporate Governance Code. In 2012, a release of new Corporate
Governance Code for listed companies for the first time introduced the notion of independent
directors into corporate governance both officially and legally. Due to the recent adoption of
independent directors as a new mechanism for corporate governance, however, it is not yet
clear how independent directors participate as board members and how they can contribute not
only to the effectiveness of the board but also to the performance of listed companies in

Vietnam.

Theoretically, the study is grounded in two theories derived from the governance literature that
analyze the functions of independent directors in Vietnam: agency theory and resource
dependency theory. Agency theory emphasizes the independence of the directors in monitoring
management to mitigate agency conflicts (Jensen and Meckling, 1976; Shleifer and Vishny,
1997). Alternatively, resource dependency theory suggests that independent directors may
bring more external resources to facilitate access to the range of resources required by the
company (Pfeffer, 1987). Based on the analysis of the functions of monitoring and resources
provision by independent directors, the thesis investigates if independent directors in Vietnam
do undertake these functions and how they undertake them when they participate on the board
and if independent directors contribute to improving firm performance. The thesis examines

independent directors from three aspects.

First, using archival data, the thesis, investigates if independent directors in Vietnam contribute
to improving firm performance. The literature shows a consistently positive relationship
between independent directors and firm performance in emerging and developing countries
(Klapper and Love, 2004). This relationship can be explained by the substitution effect of
independent directors on the lack of and/or the weakness of external governance mechanisms.
In emerging and developing countries, while external control mechanisms are weak, internal
control mechanisms such as independent directors become important to mitigate agency

conflicts and contribute to firm performance (Ferreira and Matos, 2008).

Sharing similarities with other emerging and developing countries, Vietham too has weak
external governance mechanisms as well as recent adoption of independent directors in
corporate governance of listed companies. Motivated by this unique context of Vietnam,
chapter 2 of the thesis examines the relationship between independent directors and firm
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performance in Vietnam. We also took a further step, by considering the impact of ownership
concentration and types of controlling shareholder on the relationship between independent
directors and firm performance to capture the significant characteristic of corporate governance
in transition economies — the dominance of State ownership. The study provides an empirical
and comprehensive analysis of the contribution of independent directors to firm performance

under the presence of different types of controlling shareholders.

Second, after examining the relationship between independent directors and firm performance,
in chapter 3 the thesis attempts to understand the nature of independent directors in listed
companies. In Vietnam, provision for independent directors was only introduced recently for
the first time in Corporate Governance Code for listed companies in 2012, but no detailed
guidelines on the responsibilities/roles of independent directors have been included in the
Codes. The notion of independent directors is new not only to all listed companies but also to
individuals who have been appointed to be independent directors. Therefore, it is unclear how
independent directors in Vietnam understand their roles/duties on the board when there is this
lack of guidelines in the new legislation itself.

In addition, in Vietnam, corporate governance systems have been characterized by a high level
of ownership concentration where the largest shareholder is the State. According to Dahya et
al. (2008), controlling shareholders can influence independent directors in two ways — both
positively and negatively. However, to the best of our knowledge, the prior literature includes
no study that explores the question of how controlling shareholders might limit the participation
of independent directors in corporate governance.

Furthermore, prior literature suggests that a common challenge for independent directors when
sitting on a board of directors is information asymmetries and the paradox of independence
(Hooghiemstra and Van Manen, 2004; Brookes et al., 2009). This means that because
independent directors may not have adequate time to gather sufficient information for making
decisions on the board (Maassen, 1999), they need to rely on the information provided by inside
executives to execute their functions. This leads to the ineffectiveness of independent directors
in their decision-making capacity and their monitoring power on the board.

Taking into account the recent adoption of independent directors as an internal governance
mechanism in Vietnam as well as the possible challenges for independent directors suggested
in the prior literature, chapter 3 of this thesis uses a survey to collect primary data directly from
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directors, to examine the perceptions of independent directors of the roles and challenges they

face on boards of directors in listed companies.

Finally, in chapter 4, we aim to explore the behavioural aspects of independent directors in
creating accountability on the board and to examine whether the difference in creating
accountability of independent directors in Vietnam is associated with intra-cultural difference
within two regions — the north and the south of Vietnam. Accountability has been considered
as one critical factor that contributes to enhancing the effectiveness of independent directors
on the board (Roberts et al., 2005). In the situation of Vietnam, where independent directors
have recently been adopted, it is important to understand the process of creating accountability
of independent directors and what factors may affect the accountability of directors in practice.
Findings from this study may provide implications for enhancing the effectiveness of
independent directors in Vietnam. Therefore, the thesis devotes one chapter (chapter 4) to
explore the creation of accountability of independent directors in Vietnam and to link it to intra-

cultural difference — a unique characteristic of Vietnam.

The behavioural aspects of creating accountability of independent directors have been
suggested in Roberts et al.’s (2005) study. However, no further empirical research extends that
study to determine the factors that may affect the creation of accountability. According to Huse
(2005), culture is a factor that may be associated with establishing accountability of
independent directors where creating accountability relates to establishing a trust relationship

with executives while maintaining control over them.

The main purpose of chapter 4 is to link the creation of accountability of independent directors
to the intra-cultural difference in Vietnam. Due to a long historical development, the north of
Vietnam was heavily influenced by the Chinese culture while the south of Vietnam was under
the influence of India. The war against the French in the early 20th century as well as the civil
war between 1954 and 1975 (where the US intervened) divided Vietnam into the Democratic
Republic of Vietnam in the north and Republic of Vietnam in the south (Ralston et al., 1999).
The presence of US and France in the south imposed significant influence on the economic,
political and culture in this region. Therefore, there is a significant cultural difference between
the north and the south that has been found in the prior literature, in which the north of Vietnam
was influenced by Eastern cultures while the south of Vietnam was impacted by Western

cultures (Ralston et al., 1999; Kim, 2007). This intra-cultural difference may lead to differences
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in independent directors’ behaviour when participating on the board. This important factor

needs to be taken into account in any further reform relating to independent directors.
The following section provides the research questions proposed in this thesis

2. Research questions

This Thesis aims to answer following research questions:

1. What is the impact of independent directors on firm performance in Vietnam? And
how do differences in the type of controlling shareholders influence the relationship
between independent directors and firm performance in Vietham? (Chapter 2)

2. How do independent directors recognize their roles and challenges in corporate
governance in the presence of controlling shareholders in a transition economy like
Vietnam? (Chapter 3)

3. Isthere any cultural difference between the north and the south of Vietham and how
does this difference affect the creation of accountability of independent directors on
the board? (Chapter 4)

3. Literature review
3.1 Independent directors and corporate governance

Corporate governance has been defined as “the system by which companies are controlled and
directed” to imply that governance mechanisms are in all types of enterprises not only in
corporations (Cadbury, 1992, p.19). Tricker (1984, p.22) states that “the role of governance is
not concerned with the running of the business of the company per se, but with giving overall
direction to the enterprise, with overseeing and controlling the executive actions of
management and with satisfying legitimate expectations of accountability and regulation by
interest beyond the corporate boundaries”. Generally, and according to the Cadbury Report
(1992), corporate governance is concerned with holding the balance between economic and
social goals and between individual and communal goals.

The core component of any corporate governance system is the board of directors, which has
a critical duty to ensure the safety as well as the profitability of capital invested in a firm. Fama
and Jensen (1983) define the board of directors as “the common apex of the decision control
system of organisations, large and small, in which decision agents do not bear a major share of

the wealth effects of their decisions”. Theoretically, the board of directors represents the
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interests of shareholders in the company and is an institution that helps to protect the
shareholders’ benefits.

The existence of a board is more common today but how the board is structured and what the
members do still attract the interest of both academia and practitioners. As a common norm, a
board of directors consists of both insiders and outsiders, but there is still controversy about
the optimal ratio of insiders and outsiders on the board as well as the incentives of different
directors (Hermalin and Weisbach, 1998). Among the outside directors, independent directors
are board members that are independent of, have no relationship with, management, majority
shareholders and any parties relating to the firm’s business (Gordon, 2007). Thus, they are
assumed to be able to provide better monitoring of management as well as more subjective
views and opinions on the board (Bhagat and Black, 1998). As an outsider, an independent
director can challenge the executives, ask questions, engage in discussion and debate on the
company’s activities so that they contribute to enhancing management performance as well as

to improve firm performance (Roberts et al., 2005).

Independent directors have long been considered as an important internal corporate governance
mechanism, yet there is no universal definition of independent directors. The notion of
“independent directors” was originally from the US after a giant corporate collapse — that of
the Penn Central Transportation Company, in which Securities and Exchange Commission
(SEC) criticized the Penn Central board for failing to oversee operations, lacking independence
and not being able to identify the company’s problems (Gordon, 2007). Since then, the notion
of “independent directors” has been included in the legislations of many countries, from
developed countries to emerging and developing countries, yet, each legislation has its own
way to define independent directors (See Chapter 3 for more details).

The importance of independent directors in corporate governance is derived from their two
main functions — the monitoring function and the resource provision function (Hillman and
Dalzie, 2003). Theoretically, in corporate governance, the separation between the owners and
the managers creates agency conflicts between the agents (the managers) and the principals
(the owners). Under agency theory, independent directors with their monitoring power can
oversee the management and contribute to aligning the interests of managers and shareholders,
thus mitigating agency conflicts in the company (Aguilera et al., 2008). On the other hand,
from the perspective of resource dependency theory, a board of directors has another function

besides monitoring, which is the provision of resources (Hillman et al., 2000). By providing
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companies with accessibility to external resources, independent directors also contribute to
improving firm performance.

Empirical studies are mainly concerned with the monitoring power of independent directors
and largely focus on the monitoring of independent directors over strategic activities and
hiring/firing the CEO. For example, Cotter et al. (1997) found a positive effect of the
monitoring role of independent directors of target firms during tender offers in the US between
1989 and 1992 to bring greater gains to the target shareholders. The role of independent
directors in hiring/firing CEOs has been studied by Borokhovich et al. (1996) Hermalin and
Weisbach (1998), and Bhagat and Black (2008). They found that the presence of independent
directors indeed influences actions relating to hiring/firing CEOs.

Apart from their monitoring function, independent directors can contribute to firm performance
by way of the resources provision function as suggested by Hillman and Dalziel (2003).
Resources that are provided by independent directors can be broadly defined as “anything that
could be thought of as a strength or weakness of a given firm” (Wenerfelt, 1984, p.172). In that
sense, the resources provision function of independent directors includes various activities for
a company, such as provision of advice and counsel via their expertise and experience
(Carpenter and Westphal, 2001), provision of a channel of communication and exchange of
information on the board and in the firm (Haunschild and Beckman, 1998; Robets et al., 2005),
provision of support to firms respecting access to capital and other important resources
(Mizruchi and Stearns, 1994). Integrating the monitoring function under agency theory and the
resources provision function under resource dependency theory, Hillman and Dalziel (2003)
suggested that both these functions of independent directors play important roles in
contributing to improving firm performance. Therefore, corporate governance literature
focuses on both functions to understand the nature of independent directors and their

contribution to corporate governance as well as to firm performance.
3.2 Independent directors and firm performance

The relationship between independent directors and firm performance has been examined in
the corporate governance literature by reference to agency theory and resource dependency
theory. Under agency theory, independent directors can contribute to improving firm
performance via their monitoring roles to mitigate agency conflicts between owners and
managers (Walsh and Seward, 1990). From the perspective of resource dependency theory,
independent directors with their capacity to provide more accessibility to external resources to

companies can help to enhance firm performance (Hillman and Daziel, 2003). When
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participating on the board, independent directors undertake these two roles at the same time so
that, theoretically, independent directors demonstrate a positive relationship with firm
performance. However, empirically, the relationship between independent directors and firm
performance may differ from what has been predicted from the theories. Various studies have
examined the relationship from both agency theory and resource dependency perspectives and

found that the relationships in different countries and different context are indeed different.

Empirical studies which rely on agency theory predict a positive relationship between firm
performance and independent directors due to better monitoring over management from
independent directors. These studies show that the relationship appeared to be inconclusive in
the US while the results tend to be consistently positive in emerging and developing countries.
Using a variety of measures to capture firm performance such as Tobin's Q (Yemark, 1996),
accounting measures (Black and Bhagat, 1998) or stock price (Black and Bhagat, 2002), the
relationship between independent directors and firm performance is mixed. According to
Bhagat and Black (2008), the possible explanation for these mixed findings is (1) independent
directors might be independent in legal form but not accountable to the shareholders; (2)
independent directors may not be truly independent of management and majority shareholders;
and (3) there is no sole optimal board structure for all firms but is dependent on firm-specific

characteristics.

On the other hand, studies on emerging and developing countries showed a positive
relationship between independent directors and firm performance. These studies suggested that
by undertaking to monitor management, independent directors help to enhance the monitoring
power of the board, mitigate agency conflict and improve firm performance (Liu et al., 2015;
Black and Kim, 2012). In particular, Liu et al. (2015) suggested that in China, independent
directors contribute to enhancing two main aspects of monitoring in corporate governance —
prevention of insider self-dealing and improvement in investment efficiency. The positive
relationship between independent directors and firm performance is stronger in government-
related firms and firms with lower information acquisition and lower monitoring costs.
Similarly, Black and Kim (2012) also found an increase in firm value associated with an
increase in the number of independent directors on the board after corporate governance reform
in Korea. Other studies in emerging and developing countries such as those by
Balasubramanian et al. (2007) in India and Lefort and Urzua (2008) in Chile confirmed the

contribution of independent directors to improving firm performance.
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In addition to the monitoring function, resource provision may have a role to play in improving
firm performance. Although the number of research studies using resource dependency theory
to understand the contribution of independent directors toward corporate governance and firm
performance is rather limited in which Peng’s (2004) is especially useful. Peng (2004) used
China as the context for his study and found that the presence of resource-rich independent
directors on a board is more likely to have a positive relationship with firm performance

whereas the presence of resource-poor directors is not.

Generally, prior literature suggests that, for emerging and developing countries, independent
directors exhibit a substitution effect of replacing the lack of external governance mechanisms.
Thus the monitoring by independent directors over management becomes more important in
corporate governance. Also, the resource provision function of independent directors may play
a role for firms in emerging and developing countries to gain more access to external resources
in a less efficient capital market and labour market. However, whether this positive relationship
between independent directors and firm performance can be generalized to transition countries
is still questioned despite transition economies sharing many similarities in corporate
governance systems with emerging countries. Currently, most of the literature focuses on China
and Russia while ignoring many other transition economies (such as Vietnam and Eastern
European countries). Findings in these countries will provide additional evidence about the
relationship between independent directors and firm performance, particularly under the

presence of controlling shareholders.
3.3 Challenges for independent directors in corporate governance

Kakabadse and Sanders (2010) argued that one of the reasons why independent directors cannot
contribute to improving corporate governance and firm performance is that they could not
undertake their functions properly. To answer the question about whether independent directors
did understand their roles as suggested in the literature, it is necessary to ask independent
directors directly. Prior literature commonly used archival data to explore empirically
individual aspects of independent directors’ functions such as monitoring functions (Cotter et
al., 2007; Hermalin and Weisbach, 1998; Black and Bhagat, 2008) and advisory functions
(Hillman and Dalziel, 2003; Peng, 2004; Corbetta and Salvato, 2004). However, only a few
studies obtained primary data from independent directors to explore their perceptions of how
do they recognize their roles on the board (Hoghiemstra and Van Manen, 2003 in the
Netherlands and Brooks et al., 2009 in Australia). In addition, these studies mainly focused on
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developed countries where independent directors have been a common feature of corporate
governance for a long time while there is a lack of similar studies in emerging and developing
countries. Due to the unique features of emerging countries (lack of external governance
mechanism, recent adoption of independent directors from developed countries), there is a
demand for further studies to explore the perceptions of independent directors on their roles, to
understand if independent directors in these countries undertake their roles in the same way as

independent directors in developed countries and as suggested in the literature.

Apart from the issue of independent directors understanding their roles on the board, the other
challenge for independent directors is the existence and influence of controlling shareholders.
According to Young et al. (2008), in firms with controlling shareholders, there are two agency
conflicts — the agent-principal conflict between managers and shareholders and the principal-
principal conflict between controlling shareholders and minority shareholders. In those
situations, the monitoring functions of independent directors are not limited to controlling
management to mitigate agency conflicts but also to monitoring controlling shareholders to
mitigate principal conflicts. However, the dominance of controlling shareholders with their
voting power on the board can be a serious challenge for independent directors. Controlling
shareholders can influence the management and other board members to fight against
independent directors’ decisions or opinions on the board (Dahya et al., 2008). The other
possibility is that controlling shareholders can use their significant voting power to nominate
and vote for an individual to be an independent director on the board. Because they may receive
support from controlling shareholders, it is difficult for independent directors to be entirely
independent and they can collude with controlling shareholders to exploit the benefits of
minority shareholders (Jiang and Peng, 2011). As a result, independent directors can only be
independent in legal form but are not accountable to the shareholders at large, and thus cannot

contribute to improving firm performance as expected (Black and Bhagat, 2008).

Finally, many studies found that information asymmetries are another challenge for
independent directors that prevent them from being effective on the board. Information is
essential for independent directors to communicate with insiders, board members, and other
shareholders as well as to make appropriate decisions in exercising their duties (Bushman et
al., 2004). According to Aguilera et al. (2008), if the company has a high level of information
disclosure and its information accessibility is open, the effectiveness of independent directors
is higher. However, in a survey by Hooghiemstra and Van Manen (2004), independent directors

raised a concern about their ability to fulfil the role of independent directors due to an
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“independence paradox” (p.314). Independence paradox refers to the situation where
independent directors need to rely on the information provided by management and executive
directors while they are expected by the regulators and investors to monitor management
independently. Further, Stiles and Taylor (2001) found that independent directors as well as
the board basically only undertake the role of “a gatekeeper” (p.43) due to their limited access

to information and limited time to devote to board decisions and activities.

In the context of transition economies, these three challenges are more significant due to (1)
the recent adoption of independent directors as an internal mechanism in corporate governance;
(2) the high level of concentrated ownership structure inherited from the centrally planned
economy; and (3) the weak legal investor protection and low level of information disclosure.
Therefore, it is important to have a study that examines these issues in depth in a transition
economy such as Vietnam’s to understand better the issues that independent directors face
when sitting on a board of directors and to provide suggestions on how to improve the current

situation in that country.
3.4 Cultural influence on creating accountability of independent directors

In the corporate governance literature, accountability is an important concept and has
commonly been defined as corporate accountability to shareholders (Brennan and Solomon,
2009) or accountability of individuals within an organization (Roberts et al., 2005). According
to Aguilera (2005), the definition of “accountability” may not be a universal concept but rather
one that changes according to different contexts. Licht (2002) argued that in corporate
governance, accountability “has to do with relationships between corporations and corporate
officers and between various social constituencies” (Licht, 2002, p.6). This concept implies
both corporate accountability to other parties and individual accountability to corporations. In
this thesis, we focus on the accountability of independent directors and employ the concept of
accountability formulated by Giddens (1984) and adopted recently by Roberts et al. (2005).
Giddens (1984, p.30) proposed that “To be accountable for one’s activities is to explicate the
reasons for them and to supply the normative grounds whereby they may be justified”. In the
paper by Roberts et al. (2005), accountability of independent directors relates to some extent

also to the responsibilities of independent directors on the board.

In corporate governance, accountability of independent directors is assumed to be critical for
the directors to be effective since increasing accountability leads to the deeper engagement of

independent directors in their monitoring and advisory roles (Roberts et al., 2005; Aguilera et
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al., 2008 Bhagat and Black, 2008) . Recognizing the importance of accountability, Roberts et
al. (2005) proposed a framework for creating accountability of independent directors on the
board where the centre of the framework is to promote the combination of control and
collaboration between independent directors and management. To be accountable to the board,
independent directors may need a wide range of behaviours such as challenging, questioning,
discussing, testing, informing, debating and exploring, so that they can effectively conduct their

roles both to support executives but also to monitor and control them.

This framework mainly focuses on the behavioural aspects of creating accountability. Thus
Huse (2005) suggested a link between creating accountability and culture. According to Huse
(2005), to create accountability of independent directors in the boardroom, openness,
generosity, preparedness, involvement, creativity and criticality are important to form the
board’s decision-making culture, while trust and emotions are important for building
relationships with other directors, managers, and other corporate actors. Directors’
characteristics proposed by Huse (2005) can be captured by cultural values and cultural
attitude. Therefore, culture can be one factor that may link to creating accountability in the
framework of Roberts et al. (2005).

Researchers such as Hofstede (1984), Schwatz (1994) and Trompenaars and Hampden-Turner
(2011) have proposed cultural values. Hofstede (1984) identified four sets of cultural
dimensions namely power distance, uncertainty avoidance, individualism versus collectivism
and masculinity versus femininity.! Later, Hofstede introduced two new values — long-term
orientation (1993) and indulgence (2010). Although there are debates about the Hofstede
model, many studies have demonstrated that this is one of the most widely accepted and applied
conceptualizations of culture (Kirkman et al., 2006). On the other hand, Schwatz (1994)
proposed seven cultural values (Harmony, Embeddedness, Hierarchy, Mastery, Egalitarianism,
Intellectual Autonomy, Affective Autonomy) while Trompenaars and Hampden-Turner (2011)

outlined a cultural model with seven pairs of cultural values (Universalism versus

! Power distance is the extent to which the members of a society accept that power in institutions and organizations
is distributed unequally.

Uncertainty avoidance is the degree to which members of a society feel uncomfortable with uncertainty and
ambiguity.

Individualism stands for a preference for a loosely knit social framework in society wherein individuals are
supposed to take care of themselves and their immediate families only. Its opposite, collectivism, stands for a
preference for a tightly knit social framework in which individuals can expect their relatives, clan or other in-
group to look after them in exchange for unquestioning loyalty.

Masculinity stands for a preference in society for achievement, heroism, assertiveness, and material success. Its
opposite, Femininity, stands for a preference for relationships, modesty, caring for the weak, and the quality of
life. (Hofstede, 1984, pp.83, 84)
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Particularism; Analyzing versus Integrating; Individualism versus Communitarianism; Inner-
directed versus Outer-directed; Time as sequence versus Time as synchronization; Achieved
versus Ascribed; Equality versus Hierarchy). Among all cultural values that have been
proposed, individualism and collectivism have been found to be the most relevant cultural

dimensions for cultural difference studies (Triandis et al., 1988).

Apart from cultural values, studies on cultures also include cultural attitudes as one dimension
of culture. Among all cultural attitudes, attitude toward risk has been widely used in studies
relating to behavior (Kreiser et al., 2010). In the literature, attitude toward risk comprises two
poles of an attitude scale, namely risk aversion (attitude toward avoiding risks) and risk
propensity (attitude toward taking risks). According to Sitkin and Pablo (1992), individuals
who have higher risk aversion are more likely to avoid risky actions while individuals who

have higher risk propensity are more likely to undertake riskier actions.

Theoretically, cultural values (individualism and collectivism) and cultural attitude (attitude
toward risk) might affect the creation of accountability. In effect, individualists, by definition,
are more independent, self-contained, critical and more creative in nature (Markus and
Kitayama, 1991; Saad et al., 2015). With these characteristics, according to Huse (2005),
individualists will be more accountable in the process of creating accountability. On the other
hand, Roberts et al. (2005) proposed that the ability to raise questions to challenge management
and executive directors is critical in creating accountability. This ability is closely related to
the risk-taking attitude of independent directors. If independent directors are risk-averse, it is
more likely that they will avoid taking risks on the board and to be less accountable.

However, empirically, no study has investigated the link between culture and creating
accountability of independent directors as suggested by Roberts et al. (2005). This thesis aims
to conduct such an investigation by collecting primary data from independent directors to
examine whether any association occurs between cultural difference and creating

accountability of independent directors in Vietnam.
4. Background of Vietnam as a transition economy

Vietnam is a transition economy in the Southeast Asian region and it shares a border with China
in the north, Laos and Cambodia in the west. It has a long history of applying Soviet-style
centrally planned economies from 1954 up until 1986. In 1954, Vietnam gained independence
from France in the north, then participated in another war for the unification of the north and

the south up until 1975. Due to numerous difficulties and challenges in economic development
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after unification, Vietnam had to launch a renovation program (called “Doi moi”) in 1986,
when a transition process was initially enacted. Since then, Vietnam has gained remarkable
progress in economic growth as well as business transformation. This part focuses mainly on
the period after implementation of the transition strategy in 1986 because major changes in

Vietnam appeared during this period.

4.1 Economic transition

During the centrally planned economy before 1986, the State owned all national assets and
production resources; then allocated them to provinces and firms following a central plan.
There were only two types of companies that were legally recognised - State owned Enterprises
(SOEs) and Collective production units?. Specifically, the State invested heavily in SOEs in
heavy industries whereas collective production units received numerous funds to invest in light
and handicraft industries and agriculture (Tran et al., 2007). Although providing large amounts
of capital to enterprises, the State did not closely monitor these enterprises, nor did it give

operational support to SOEs: this led to inefficiency in these enterprises.

Due to over-investment in heavy industries, inefficient administration from the State and
inefficient management within the firms since 1954, production capacity declined gradually
and Vietnam ended up with an economic recession in the early 1980s. Failure of the centrally
planned system, associated with national recovery challenges after two wars for national
unification in 1954 and 1975, had forced the Vietnamese government to bring about a

fundamental economic change (Phan, 2008).

In addition, Vietnam experienced chronic shortages of production in the economy, along with
the drying up of foreign aid (mostly from Russia and Eastern European countries). These
difficulties imposed a requirement for an unavoidable change in the economy (Forde and
Vylder, 1996). In response to this situation, the Communist Party, the leading party in Vietnam,
decided to abandon the Soviet-style centrally planned economy and to embark on the Doi moi
(revolution) policy in 1986. Since then, Vietnam has achieved remarkable economic growth
with significant changes in fundamental economic policy and the economic environment, and
a high GDP growth rate (average of 8.2% for the 1991-1995 period and reaching 8.5% in 2007)
(GOS 2008).

2 Collective production unit is defined as cooperatives and production unit.
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The Doi moi program is considered an ambitious reform program, which includes price
liberalization, de-collectivization of agriculture, flexible exchange rate system, and promotion
of foreign trade activities (Lestrange and Richet, 1998). The purposes of this program are: (1)
to open up the economy to foreign investors both in terms of Foreign Direct Investment and
Foreign Indirect Investment; (2) to reform the ownership structure to allow for the development
of private ownership and foreign ownership besides State ownership and collective ownership;
and (3) to restructure industrial mechanisms to create a more balanced manufacturing system.
However, similar to China and many other Asian countries, in Vietnam, the State still maintains
its significant control over the economy by employing gradual reform, which means a change
from a centralised economic system towards a more market-oriented system giving more
autonomy to economic units but holding tight control by strong State guidelines (Lestrange and
Richet, 1998).

To support the reform, Vietnam needed a large capital investment into the economy, which
was expected to come from foreign investment. Further, the Government intended to use FDIs
through Joint Ventures as a means to upgrade SOEs via competition and technological
advancement (Beresford, 2008). Therefore, Vietnam released attractive investment policies to
attract FDIs from developed and developing countries. From the 1990s, FDIs became a critical
source of funds that contributed largely to the economic growth in Vietnam and the FDI firms
appeared to have made significant contributions to improve production capacity and export
activities. The inflow of FDI firms also brought capital, technology as well as expertise to help

Vietnam to improve its production capacity (Beresford, 2008).

Ownership types were diversified from the only form - State ownership - to State ownership,
private ownership, and joint ventures with foreign investors. From the diversification of
ownership types, types of firms were also extended. Before the Doi moi program, there were
only two types of firms with whole State ownership: SOEs and collective production units.
After the transition process, private firms with private ownership and joint ventures with FDIs
were legally recognised. This change created a dynamic business environment with
competition among enterprises from State sectors, private sectors and foreign investment
sectors. The changes in ownership types also led to a critical entrepreneurship transformation

in Vietnam.

4.2 Entrepreneurship transformation

31



During the period of a centrally planned economy, SOEs received numerous favourable
treatments from the Government, such as financial subsidies, monopolistic protection, and
accessibility to loans from State-owned commercial banks. However, their position in the
economy was rather weak due to disadvantages in technology, human resources, and lack of
competitive incentives (Lestrange and Richet, 1998). At the same time, private ownership was
considered illegal and it only existed in the form of self-employed households. The national
assets and production resources were unequally allocated to SOEs and collective production
units, yet, the private companies were neglected. Access to finance from banks, which were
mostly State-owned, was very limited for private entities. The discrimination among all types
of companies in the economy was significant, so that private firms could not effectively
compete with the other two types of companies. However, neither the centrally planned
economy nor the Communist Party could ever eliminate private enterprise or the market

mechanism entirely (Beresford, 2008).

After the release of the Doi moi program and because of legal recognition of private ownership,
the number of companies in the private sector increased significantly, particularly after the
implementation of Company Law 1999 (Steer and Sen, 2010). Private entities can take on
different forms such as private enterprises, de facto private ownership (having two or more
owners), cooperatives (similar as collective production units during the centrally planned
economy), limited liability companies, or share holding companies. However, despite the legal
recognition by Company Law 1999, the private sector faced numerous challenges from the
shortage of capital, technological obsolescence, poor marketing, and management skills (Tran
et al, 2008). This sector also experienced difficulties in direct competition with SOEs; hence
there were limited growth opportunities for private enterprises. Most of the private enterprises
were small in size with 95% of firms employing up to 50 workers each. However, private sector
development still plays an important part in Vietnam’s economic reform process since it is a
major generator of foreign exchange earnings via export activities and a principal source of job

provision (Nguyen and Freeman, 2009).

SOEs, on the other hand, face different challenges since the transition process started. Due to
the gradual reform strategy in the transition process from 1986, SOEs still played an important
role at the early stage of transition; then they were gradually privatised (i.e. equitized) in
accordance with a long-term plan. Playing a “leading role” in the economy, SOEs were
expected to direct and contribute largely to economic reform. The accessibility to numerous

sources of finance, mostly from the State and State-owned commercial banks, created a large
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competitive advantage for SOEs as compared to the private sector. The Government had set
numerous targets for SOEs’ reform (privatisation) but only few were met. The proportion of
SOEs’ contribution to GDP in Vietnam has decreased overtime even though State support for
these firms has continued to be relatively high. The main reason for the declining contribution
of the SOEs is that after the 1990s, the State reduced its investment in SOEs in terms of capital
and administration. Being given more autonomy, SOEs’ managers, who in the past completely
depended on the guidance from the Government to run their enterprises, could not cope with
the new business environment with increasing competition from private sector and FDI firms
(Nha and Le, 2013). In addition, according to Nha and Le (2013), although many SOEs have
been successfully transformed into more market-oriented companies with significant changes

in ownership structure, their efficiency has not improved.

Equitization of SOEs resulted in different forms of firms such as limited liability companies or
share holding companies. Because of entrepreneurship transformation and the establishment of
the stock exchange centres in Hanoi and Ho Chi Minh City, shareholding companies (i.e.
corporations) became more popular. Many of the SOEs were privatized in the form of
corporations; then they were listed on the stock exchange. Different types of ownership
appeared; a combination of State ownership, private ownership and foreign ownership,
normally found in listed share holding companies. Throughout the centrally planned economy
and in the 1990s, the separation between owner and manager in shareholding firms was a new
concept in Vietnam: this relationship did not exist in SOEs or collective production units during
that period. Therefore, corporate governance and its mechanisms were new to most firms in
Vietnam and new legislation in this area was indeed necessary to help firms manage and control
their activities efficiently as well as to attract more external capital, particularly from foreign

investors.

4.3 Corporate governance development

During the period of a centrally planned economy, the socialist economic policies required that
the private ownership of land and other means of production be transferred to the State sector;
thus, corporate governance was an unknown topic for both policymakers and academia (Bui
and Nunoi, 2008). Since the State owned the company, appointed managers and strictly
controlled firms through a central planning process, managers did not take any responsibility
for achieving target profits or production plans. If there was any loss, the State would provide

funds to compensate for the loss whereas if there was any profit, the managers had no more
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benefit except the predetermined salary package. Therefore, during the period of a centrally
planned economy, any conflict between the owner (which is the State) and the manager
(appointed by the State) did not exist; and no corporate governance mechanisms or structures

were necessary (Pistor et al, 2000).

During the transition process, due to entrepreneurship transformation which results in the
appearance of different types of ownership and variety of company types, as well as to support
the Doi moi program, a new law to legally recognise firms in the economy was necessary. In
response to that requirement, the Law on Private Enterprises 1990 (Luat Doanh nghiep tu nhan
1990) and then the Law on Encouragement of Domestic Investment 1994 (Luat khuyen khich
dau tu trong nuoc 1994) were enacted by the National Assembly (Toan and Walker, 2008).
The Law on Private Enterprises 1990 was the first legal documentation to introduce corporate
governance concepts and mechanisms in Vietnam. However, there were still many issues in
this law such as unclear functions of the management board and the managing directors, and
poor investor protection mechanisms. Despite its legal introduction in the Law on Private
Enterprises, corporate governance was partially ignored by most of the companies since they
neither saw the importance of corporate governance in running business nor used corporate
governance as a mean to attract finance. In addition, many managers during this period could
not adapt to the new environment which required them to have more capacity to manage and

control the firm.

To address this problem, the government sort to create a more enabling legal environment to
help managers adapt to new situations while at the same time, to provide legal supports to firms
and investors in the context of international integration. Hence, Company Law 1999 and then
Company Law 2005 were released. Among all laws and regulations relating to corporate
governance, Company Law 2005 and Corporate Governance Rules for Listed Companies 2007
were considered the most important in creating the corporate governance framework in
Vietnam. Along with the establishment of the Ho Chi Minh stock exchange in 2000, Company
Law 2005 and Corporate Governance Rules for Listed Companies 2007 contributed largely to

the development of corporate governance in Vietnam.

Major changes in Company Law 2005 are the detailed provisions about the duties of Boards of
Directors and managers. There are clear indications about what the Board and managers have
to do, what qualities they must own and how they are paid which would contribute to improved
legal investor protection in Vietnam. Company Law 2005 also removes barriers to the
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maximum percentage of share holdings of foreign investors (before 2005, maximum
shareholdings from foreigners were 30% for all types of firms) and allows them to own up to
49% of total shares of corporations (except firms in financial sectors). Other provisions are
optional and in their Company Charter, firms may choose to regulate differently. These rules

may help to improve monitoring activities as well as managing activities within firms.

To provide a more detailed explanation about corporate governance regulations included in
Company Law 2005, the Corporate Governance Rules for Listed Companies were released in
2007. This legislation provides detailed guidance for listed firms to improve further their
corporate governance system. However, the extent to which these two legislations improved
corporate governance as well as the impact of changes in corporate governance on firm
performance in Vietnam is still unknown. It is important now to assess the impact of current

legislation and recommend changes to enhance the practice.

In 2006, the World Bank released a Report on Observance of Standards and Codes (ROSC) in
Vietnam, which described corporate governance practice and provided recommendations to the
Vietnamese Government. The report claimed that important steps had been taken in order to
establish corporate governance frameworks in Vietnam. However, there were still challenges
that might prevent further development in a corporate governance system, such as the capacity
of the securities market regulator, enforcement of regulatory compliance, regulation of
informal securities market (i.e. the “over the counter” - OTC market), training of corporate
directors and managers on corporate governance or information disclosure (The World Bank,
2006). Recently, the Doing business report 2012 (released annually by the World Bank) also
showed the decline in legal investor protection levels in Vietham as well as suggested further
issues in corporate governance that need to be carefully considered by the Government (The
World Bank, 2012).

Generally, corporate governance in Vietnam is still in an early development stage and needs
more solid legislation to support the process. Therefore, it is important to obtain an assessment
of the impact of current legislations on corporate governance practice and recommend changes

to policymakers.
5. Research methods

The thesis answers the three research questions by using different research methods combining
quantitative and qualitative analysis, in which chapter 2 utilizes archival data to run a regression

to quantify the relationship between independent directors and firm performance while chapter
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3 and chapter 4 uses surveys to collect primary data for both quantitative and qualitative

analysis.

In the empirical part of this thesis (chapter 2), the research method is quantitative analysis via
publicly available archival data. The purpose of chapter 2 is to examine the relationship
between independent directors and firm performance in Vietnam using the release of new
Corporate Governance Code in 2012 as an exogenous shock. Data were collected over the
period of five years from 2010 to 2014 with the year 2012 being the event year. The selected
sample is 217 companies listed before 2010 on both Ho Chi Minh and Hanoi Stock Exchanges.

Corporate governance data (for example the proportion of independent directors, CEO duality
or board size) was manually collected from published annual reports in the “corporate
governance” section. If there was not sufficient data on annual reports, IPO documentation and
annual corporate governance were examined for supplementary information. Financial data
(such as leverage, total assets, earnings before interest and tax, sales growth, etc.) was collected

from the World Scope database via access to a Datastream workstation.

In chapter 2, we used several ordinary least square (OLS) regressions to test research question
1. The first OLS regression was between the proportion of independent directors against firm
performance with several control variables (Board size, CEO duality, firm size, firm age,
leverage, sales growth, industry, ownership structure and type of controlling shareholder). A
fixed-effect model (firm fixed effect and time fixed effect) and difference in difference (DID)
estimate were then used to control for endogeneity in the relationship between independent
directors and firm performance. The second regression added an interaction term between
independent directors and ownership structure to determine whether the relationship between
independent directors and firm performance is different between firms with concentrated
ownership and dispersed ownership. Finally, in the third regression, another interaction term
between independent directors and type of controlling shareholders was used to test if the
relationship between independent directors and firm performance is different between firms
with the state as the controlling shareholder and firms with the private as the controlling
shareholder. The statistical software package SPSS was used to conduct all the analyses.

The research method adopted in the other two chapters of the thesis (chapter 3 and chapter 4)
IS quantitative and qualitative analysis in which a survey was used to collect information from
independent directors in listed companies in Vietnam. The purpose of this survey is to
investigate the perceptions of independent directors on their roles and challenges in corporate
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governance in Vietnam (chapter 3). In addition, information on cultural background and the
creation of accountability of independent directors is also collected to examine if there is any
intra-cultural difference between independent directors in the north and the south of Vietnam
and whether this difference is associated with the creation of accountability of these directors
(chapter 4). The survey was sent to 810 independent directors in 354 listed companies via post
mail, and we received 190 responses of which 170 responses were usable after eliminating
incomplete responses and responses that failed the manipulation checks. This response rate of
21% is reasonable given that the targeted participants of the survey are leaders of listed

companies.

The survey has five parts. Part 1 collected demographic information on survey participants.
Parts 2 to 4 are used in chapter 3 where part 2 consisted of three hypothetical scenarios to
measure the creation of accountability of independent directors while part 3 and part 4
measured the cultural background of independent directors against two cultural dimensions and
one cultural attitude (i.e., the individualism/collectivism dimension and attitude toward risks).
Questionnaires in these parts were developed from similar studies by Roberts et al. (2005) (in
part 2), Shuruf et al. (2007) (in part 3) and Blais and Weber (2006) (in part 4). Part 5 focuses
on the roles of and challenges for independent directors. Questionnaires in part 5 were
developed from the survey in the study of Brooks et al. (2009) and from reviewing related

literature.

Responses to the survey are then analyzed by SPSS software where chapter 3 uses descriptive
data to examine the roles of and challenges for independent directors in Vietnam taking into
account the influence of controlling shareholders. Chapter 4 uses a one-way analysis of
variance (ANOVA) and independent sample t-test to investigate the cultural difference
between the north and the south in Vietnam and whether this difference is associated with the

difference in creating accountability of independent directors in corporate governance.

6. Structure of the Thesis

The presentation of this thesis is by publication format and comprises three independent
research papers. The overall purpose of this thesis is to examine whether independent directors
operate indeed as an effective internal control mechanism in corporate governance in Vietnam
as a transition economy (Refer to figure 1 for the overall structure of the thesis). The first paper
(in chapter 2) is an empirical study that explores the relationship between independent directors

and firm performance in Vietnam taking into consideration the effect of ownership structure
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and different types of controlling shareholder. We then attempt to explain the negative
relationship between independent directors and firm performance found in the first paper by
examining independent directors from an internal corporate governance perspective and
gaining deeper insights into independent directors’ perceptions of their roles and challenges on
the board. Thus the second paper (in chapter 3) provides an overall picture of how independent
directors in Vietnam recognize their roles in the boardroom and of their challenges in corporate
governance. Further, the third paper (in chapter 4) examines the influence of an external factor
— culture — on independent directors, in particular, the creation of accountability and
investigates if the cultural background of independent directors may influence their

accountability.
The aims and motivations of these papers are presented as follows:

6.1 Paper 1 (Chapter 2): Independent directors, ownership concentration and firm

performance in listed companies: Evidence from Vietnam
6.1.1 Aim

Research on the relationship between independent directors and firm performance has spread
widely through developed countries to emerging and developing countries. Evidence about this
relationship is inconclusive in US-based studies while the relationship is consistently positive
in studies based in emerging and developing countries (Liu et al., 2015). However, little is
known about this relationship in one particular group of countries — those with transition
economies. Although sharing similar conditions as emerging and developing countries,
transition economies experience a high degree of ownership structure with the State as the
dominant controlling shareholder. Thus the relationship between independent directors and
firm performance in these countries is still unclear. The primary purpose of paper 1 is to
examine the relationship between independent directors and firm performance in Vietnam as a
transition economy, taking into account the presence of controlling shareholders and the
dominance of the State as a major controlling shareholder. An earlier version of this paper was
presented at the 3 Vietnam International Conference in International Finance in 2016. This
paper (co-authored with Elaine Evans and Meiting Lu) has been accepted for publication by

the Pacific Accounting Review. The author of this thesis contributed 80 percent to this paper.
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Figure 1.1: Overall thesis structure

Influenced by INDEPENDENT DIRECTORS Influenced by

Monitoring functions

(Agency theory)

Advisory function

(Resources Dependency theory)

FIRM PERFORMANCE
(CHAPTER 2)

INTERNAL FACTORS:
Independent directors’ perceptions
Ownership concentration
Information asymmetries

(CHAPTER 3)

EXTERNAL FACTORS:
Intra-cultural difference

(CHAPTER 4)

6.1.2 Motivation

The paper is motivated by the recent adoption of independent directors in Vietnam and the
research problem raised in a working paper published by the World Bank. The notion of
“independent directors” was introduced to Vietnam after the release of the Corporate
Governance Code for Listed Companies in 2012. The release of the new legislation was
considered as a reform to corporate governance in Vietnam after the Global Financial Crisis
(GFC) in 2008. In 2015, a working paper published by the World Bank investigated the impact
of this corporate governance reform by examining two companies which experienced
significant changes in both corporate governance structure and firm performance after the new

Code. In this working paper, one key change that has been emphasized is the increasing number
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of independent directors on the board, and the paper suggested that this change may positively
contribute to firm performance. However, this working paper does not show clearly how
independent directors contribute to improving the performance of the board or firm
performance in these two companies. This motivated the present author to expand the study by
utilizing a large sample of listed companies in Vietnam to examine the relationship between

independent directors and firm performance.

In addition, the uniqueness of Vietnam as a developing and transition economy is another
motivation for this study. As a developing country, Vietnam shares some common features
with other developing countries such as weak external governance mechanisms. Vietnam is
also a transition economy with a significantly high concentration of ownership and the
dominance of the State as a major controlling shareholder. This provides a valuable context for
examining the relationship between independent directors and firm performance, particularly

under the presence of different types of controlling shareholders.

6.2 Paper 2 (Chapter 3): Roles of and challenges for independent directors in

transition economies — Evidence from Vietnam
6.2.1 Aim

After a number of corporate collapses globally, independent directors have been central to
regulatory reform in corporate governance due to their important role in monitoring
management to mitigate agency costs as well as in improving risk management (Le Mire and
Gillian, 2013). However, it is unclear to what extent independent directors recognize their
responsibilities, duties, and challenges in the boardroom with regard to monitoring and
advisory functions, although there might be some guidelines in the related legislation.
Particularly in countries with weak corporate governance, independent directors may not fully
recognize their duties/roles due to the lack of detailed guidelines in the governance codes
(Kakabadse and Sanders, 2010). The purpose of this paper is to survey independent directors
in listed companies in Vietnam to understand their perceptions of their roles and challenges
when participating on their boards. An earlier version of paper 2 was presented at the Vietnam
Symposium in Banking and Finance in 2016. The paper was co-authored with Elaine Evans

and Meiting Lu. The author of this thesis contributed 80 percent to this paper.

6.2.2 Motivation
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The literature has pointed out that one possible reason why independent directors may not be
efficient in improving both the monitoring power of the board and firm performance is because
independent directors do not fully recognize their duties/roles on the board (Kakabadse and
Sanders, 2010). This issue may be more serious in transition economies where independent
directors were introduced recently into corporate governance code, and the guidelines in the
codes are either too complicated, as in China (Clarke, 2006), or too general, as in Vietnam. In
Vietnam, the notion of independent directors was implemented in 2012 in new Corporate
Governance Code. Thus the concept of independent directors is new to all parties in listed
companies including board members, management, and individuals who are appointed as
independent directors. The lack of guidelines contained in the legislation on the responsibilities
and roles of independent directors remains a challenge to independent directors when

participating on a board.

Motivated by the release of new corporate governance code as well as the transitional nature
of the corporate governance system in Vietnam, this paper examines the perceptions of
independent directors to understand how these directors recognise their roles, duties, and
challenges on the board of directors of listed companies in the release of the new goverannce
codes in 2012.

6.3 Paper 3 (Chapter 4): Impact of cultural difference between the north and the

south of Vietnam on creating accountability of independent directors
6.3.1 Aim

The independent directors’ ability to become involved in a company’s business and to create
accountability is critical to improving the effectiveness of monitoring management as well as
enhancing investor confidence in the company (Roberts et al., 2005). In creating accountability,
cultural dimensions such as individualism/collectivism and cultural attitudes such as the
attitude to risk are important in forming the board’s decision-making culture and in building
relationships between independent directors and other board members and managers. However,
the question “to what extent does culture affect the creation of accountability of independent
directors?” remains unexplored. Therefore, this paper aims to investigate the relationship
between the cultural backgrounds of independent directors and creating accountability of
directors on the board. In particular, we explore this question in the context of Vietnam — a
culture-rich country to examine if intra-cultural difference within a country is associated with

a difference in creating accountability of independent directors. An earlier version of this paper
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(co-authored with Associate Professor Elaine Evans and Dr. Meiting Lu) was presented at the
Vietnam Symposium in Banking and Finance in November 2016. This paper is also accepted
for presentation at the EAA 40" Annual Congress 2017 in Spain. The author of this thesis
contributed 80 percent to this paper.

6.3.2 Motivation

Roberts et al. (2005) proposed a framework for a study on creating accountability of
independent directors. Huse (2005) suggested a possible link between creating accountability
of independent directors and culture. However, there is no empirical study to confirm the
association between creating accountability and culture.

In addition, comparative studies on culture commonly assume that cultures are homogenous at
the country level. Hence research is based on cross-country analysis. However, several scholars
have argued that some countries are indeed culturally rich, countries like the US (Deer et al.,
2014), Switzerland, India (Usunier, 1998), Canada (Tung, 2008) and Vietnam (Ralston et al.,
1999; Kim, 2007). Concerning the cultural distance found in the literature, some authors
claimed that intra-cultural variation could explain cultural distance as much if not more than
inter-cultural variation (Au, 2000; Shenkar, 2001). Moreover, a cultural difference within a
country may result in additional issues in various aspects of its society and economy (Deer et
al., 2014). Thus, intra-cultural studies are necessary to extend research on the impact of culture
further. Currently, studies on intra-cultural difference within a country and its impact are rather
limited, and there is a call for further research in this inter-disciplinary field of research (Deer
et al., 2014; Patel, 2013).

Aiming to fill the gap in the literature on intra-cultural difference as well as the link between
culture and creating accountability of independent directors, this paper investigates if (1) there
is any intra-cultural difference within Vietnam and (2) there is any association between intra-
cultural difference in Vietnam and the creation of accountability of independent directors in
Vietnam. Vietnam is a multi-cultural country due to its historical development. After a period
of development closely related to China, the war against the French (in the early 20™" century)
and the civil war between the north and the south of Vietnam (from 1954 to 1975), Vietnam
was divided into two regions — the north and the south. The north of Vietnam was heavily
influenced by Chinese culture whereas culture in the south was more western oriented (Ralston,

et al., 1999). This regional cultural difference in Vietnam provides a unique and relevant
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context for an intra-culture research study that links the intra-cultural difference in Vietnam

with the difference in creating accountability of independent directors.
7. Contribution of the Thesis

Overall, this thesis contributes to the international accounting and finance literature on
corporate governance, particularly in transition economies in several aspects. First, it extends
the international literature in accounting and finance by providing additional evidence of the
relationship between independent directors and firm performance in a transition economy.
Although sharing similarities with emerging and developing countries, the relationship
between independent directors and firm performance in Vietnam was found to be negative
which contradicts with most of the findings in other emerging and developing countries. We
argued that the reasons for this negative relationship are mainly due to a high level of
concentrated ownership structure and the dominance of the State as the largest controlling
shareholder. These are the unique features of corporate governance in transition economies
which may make the relationship between independent directors and firm performance in these

countries differ from those of other emerging and developing countries.

Second using Vietnam — a transition economy — as a context, the thesis extends the literature
on the influence of controlling shareholders on both independent directors and the relationship
between independent directors and firm performance. Prior literature found a mixed result on
the influence of controlling shareholders on this relationship and only few studies compared
the influence of the State as the controlling shareholder and private controlling shareholders.
Using a quantitative approach in chapter 2, the study provides empirical evidence that the
relationship between independent directors and firm performance can be affected by the
presence of different type of controlling shareholders (the State versus the private). In
particular, both the State and the private as controlling shareholders negatively influenced on
the relationship. In chapter 3, by using a qualitative approach via a survey, the thesis points out
how ownership concentration creates challenges for independent directors in a situation of
weak corporate governance. Examples of these challenges are the dominance of controlling
shareholders on the board that disable the power of independent directors or the use by
controlling shareholders of their voting power to influence the appointment of independent
directors. Most of the previous papers focus on the quantitative measure of this relationship,

but few has directly asked independent directors “how does ownership concentration affect
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your role?” Results in these two studies are critical for transition economies since ownership

concentration in corporate governance is very common.

Third, the thesis also contributes to the literature on international management by examining
the effect of the State on corporate governance in transition economies. Chapter 2 found that
the State as a controlling shareholder adversely influences the relationship between
independent directors and firm performance. This demonstrates that the participation of the
State has a negative effect on one of the important internal control mechanisms in corporate
governance in Vietnam. Additionally, in chapter 3, via a survey, we found that independent
directors in many listed companies with State ownership in Vietnam are faced with numerous

challenges because of the dominance of the State in corporate governance.

The thesis also makes several contributions to the literature on independent directors. First, in
chapter 3, it explores the perceptions of independent directors in Vietnam from four
perspectives — their role, their accessibility to information, their interaction on the board, and
the challenges in their work as an independent board member under the presence of controlling
shareholders. Most of the previous studies on independent directors focus on developed
countries such as the US or Australia where corporate governance and its supporting
institutions are well developed (Brooks et al., 2009). However, little is known about
independent directors in countries with weak corporate governance and a lack of supporting
institutions. Moreover, differences in economic development and business environment can
also result in different perceptions of independent directors as well as different challenges to
independent directors (Aguilera et al., 2008).

Second, the thesis examines how cultural differences influence the creation of accountability
of independent directors in chapter 4. Accountability of independent directors is an important
factor that affects the effectiveness of the corporate board as well as affecting investor
confidence (Roberts, et al., 2005). Due to the importance of accountability, it is critical to
identify factors that may affect the creation of accountability of independent directors, yet
research on this issue is still underdeveloped. Finally, taking a multicultural country for study,
chapter 4 provides evidence that intra-cultural differences within a country can be associated
with differences in the behaviour of independent directors, and thus relates to a difference in
creating accountability of independent directors. This is an important finding because it

demonstrates that even within a country the effectiveness and behaviour of independent
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directors can be different due to different cultural backgrounds. Policy makers and practitioners

need to be aware of this issue when considering a new policy relating to independent directors.

In addition to the contributions made by each paper, the thesis provides an overall picture of
independent directors in Vietnam. After first being introduced in the new Corporate
Governance Code for listed companies in 2012, independent directors were expected to become
a critical element of corporate governance systems to enhance the internal monitoring of
management as well as controlling shareholders. However, to the best of our knowledge, there
is yet no study which goes deeply into the perceptions of independent directors to explore their
effectiveness as well as the challenges for their roles on their boards. This thesis demonstrates
that there are numerous challenges faced by independent directors in corporate governance that
prevent them from being effective and from contributing to improving firm performance. Our
study is the first attempt to explore independent directors after legislative reform from various
aspects to point out the limitations of independent directors in the corporate governance of
listed companies in Vietnam. It also provides several implications and recommendations for
policy makers and practitioners to further enhance the functions of independent directors as

well as the whole corporate governance system.
8. Organisation of the Thesis

The remainder of the Thesis is structured as follows. Chapter 2 examines the relationship
between independent directors and firm performance, particularly under the influence of (1)
different ownership structures and (2) different types of controlling shareholders. Chapter 3
examines the perceptions of independent directors on their roles and challenges on the board.
Then, chapter 4 explores whether there is a cultural difference between the north and the south
of Vietnam and whether the cultural difference is associated with a difference in creating
accountability of independent directors in listed companies. Finally, conclusions and

implications are discussed in chapter 5.
9. References

Aguilera, R. V. (2005). Corporate Governance and Director Accountability: an Institutional
Comparative Perspective*. British Journal of Management, 16(s1), S39-S53. doi:
10.1111/j.1467-8551.2005.00446.x

Aguilera, R. V., Filatotchev, 1., Gospel, H., & Jackson, G. (2008). An organizational approach
to comparative corporate governance: Costs, contingencies, and complementarities.
Organization Science, 19(3), 475-492.

45



Anwar, S. and L. P. Nguyen (2011). "Financial development and economic growth in
Vietnam." Journal of Economics and Finance 35(3): 348-360.

Aoki, M., & Kim, H.-K. (1995). Corporate governance in transition economies. Finance and
Development, 32(3), 20.

Business, D. (2012). About Doing Business. The World Bank. 2012a.
http://www.doingbusiness.org/about-us.

Beresford, M. (2008). Doi Moi in review: The challenges of building market socialism in
Vietnam. Journal of Contemporary Asia 38(2): 221-243.

Bhagat, S., & Black, B. S. (1998). Independent directors. The New Palgrave Dictionary of
Economics and the Law, Peter Newman, ed, 2, 283-287.

Bhagat, S., & Black, B. S. (2002). The non-correlation between board independence and long-
term firm performance. As published in Journal of Corporation Law, 27, 231-273.

Bhagat, S., & Bolton, B. (2008). Corporate governance and firm performance. Journal of
Corporate Finance, 14(3), 257-273.

Black, B., & Kim, W. (2012). The effect of board structure on firm value: A multiple
identification strategies approach using Korean data. Journal of Financial Economics,
104(1), 203-226.

Blais, A.-R., & Weber, E. U. (2006). A domain-specific risk-taking (DOSPERT) scale for adult
populations.

Borokhovich, K. A., Parrino, R., & Trapani, T. (1996). Outside directors and CEO selection.
Journal of Financial and Quantitative Analysis, 31(03), 337-355.

Brennan, N. M., Brennan, N. M., & Solomon, J. (2008). Corporate governance, accountability
and mechanisms of accountability: an overview. Accounting, Auditing &
Accountability Journal, 21(7), 885-906. doi: 10.1108/09513570810907401

Brooks, A., Oliver, J., & Veljanovski, A. (2009). The role of the independent director: evidence
from a survey of independent directors in Australia. Australian Accounting Review,
19(3), 161-177.

Bruton, G. D., Peng, M. W., Ahlstrom, D., Stan, C., & Xu, K. (2015). State-owned enterprises
around the world as hybrid organizations. The Academy of Management Perspectives,
29(1), 92-114.

Business, D. (2012). About Doing Business. The World Bank. 2012a.
http://www.doingbusiness.org/about-us.

Cadbury, A. (1992). Report of the committee on the financial aspects of corporate governance
(Vol. 1): Gee.

46



Carpenter, M. A., & Westphal, J. D. (2001). The strategic context of external network ties:
Examining the impact of director appointments on board involvement in strategic
decision making. Academy of Management Journal, 44(4), 639-660.

Choi, J. J., Park, S. W., & Yoo, S. S. (2007). The value of outside directors: Evidence from
corporate governance reform in Korea. Journal of Financial and Quantitative Analysis,
42(04), 941-962.

Claessens, S., Djankov, S., Fan, J. P., & Lang, L. H. (2002). Disentangling the incentive and
entrenchment effects of large shareholdings. The Journal of Finance, 57(6), 2741-2771.

Clarke, D. C. (2006). Independent Director in Chinese Corporate Governance, The. Del. J.
Corp. L., 31, 125.

Corbetta, G., & Salvato, C. A. (2004). The board of directors in family firms: one size fits all?
Family Business Review, 17(2), 119-134.

Cotter, J. F., Shivdasani, A., & Zenner, M. (1997). Do independent directors enhance target
shareholder wealth during tender offers? Journal of Financial Economics, 43(2), 195-
218.

Dahya, J., Dimitrov, O., & McConnell, J. J. (2008). Dominant shareholders, corporate boards,
and corporate value: A cross-country analysis. Journal of Financial Economics, 87(1),
73-100. doi: 10.1016/j.jfineco.2006.10.005

De Lestrange, A. and X. Richet (1998). Economic reform and behaviour of state-owned
enterprises in Vietnam. MOCT-MOST: Economic Policy in Transitional Economies
8(4): 77-95.

Dheer, R., Lenartowicz, T., Peterson, M. F., & Petrescu, M. (2014). Cultural regions of Canada
and United States Implications for international management research. International
Journal of Cross Cultural Management, 14(3), 343-384.

Fama, E. F., & Jensen, M. C. (1983). Separation of ownership and control. The Journal of Law
& Economics, 26(2), 301-325.

Ferreira, M. A., & Matos, P. (2008). The colors of investors’ money: The role of institutional
investors around the world. Journal of Financial Economics, 88(3), 499-533.

Giddens, A. (1984). The constitution of society: Outline of the theory of structuration: Univ of
California Press.

Hai, B. X. (2006). Vietnamese Company Law: The Development and Corporate Governance
Issues. Bond Law Review 18(1): 3.

Hai, B. X. and C. Nunoi (2008). Corporate governance in Vietnam: a system in. Hitotsubashi
journal of commerce and management 42(1): 45-66.

47



Haunschild, P. R., & Beckman, C. M. (1998). When do interlocks matter?: Alternate sources
of information and interlock influence. Administrative Science Quarterly, 815-844.

Hermalin, B. E., & Weisbach, M. S. (1998). Endogenously chosen boards of directors and their
monitoring of the CEO. American Economic Review, 96-118.

Hillman, A. J., Cannella, A. A., & Paetzold, R. L. (2000). The resource dependence role of
corporate directors: Strategic adaptation of board composition in response to
environmental change. Journal of Management studies, 37(2), 235-256.

Hillman, A. J., & Dalziel, T. (2003). Boards of directors and firm performance: Integrating
agency and resource dependence perspectives. Academy of Management review, 28(3),
383-396.

Hofstede, G. (1984). Cultural dimensions in management and planning. Asia Pacific Journal
of Management, 1(2), 81-99.

Hooghiemstra, R., & Van Manen, J. (2004). The Independence Paradox:(im) possibilities
facing non-executive directors in The Netherlands. Corporate Governance: An
International Review, 12(3), 314-324.

Huse, M. (2005). Accountability and creating accountability: A framework for exploring
behavioural perspectives of corporate governance. British Journal of Management,
16(sl), S65-S79.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm: Managerial behavior, agency
costs and ownership structure. Journal of Financial Economics, 3(4), 305-360.

Jiang, Y., & Peng, M. W. (2011). Are family ownership and control in large firms good, bad,
or irrelevant? Asia Pacific Journal of Management, 28(1), 15-39.

Kakabadse, N. K., Yang, H., & Sanders, R. (2010). The effectiveness of non-executive
directors in Chinese state-owned enterprises. Management Decision, 48(7), 1063-1079.

Kim, A. M. (2007). North versus South: the impact of social norms in the market pricing of
private property rights in Vietnam. World Development, 35(12), 2079-2095.

Kirkman, B. L., Lowe, K. B., & Gibson, C. B. (2006). A quarter century of culture's
consequences: A review of empirical research incorporating Hofstede's cultural values
framework. Journal of International Business Studies, 37(3), 285-320.

Klapper, L. F., & Love, I. (2004). Corporate governance, investor protection, and performance
in emerging markets. Journal of Corporate Finance, 10(5), 703-728.

Kreiser, P. M., Marino, L. D., Dickson, P., & Weaver, K. M. (2010). Cultural influences on
entrepreneurial orientation: The impact of national culture on risk taking and

proactiveness in SMEs. Entrepreneurship Theory and Practice, 34(5), 959-983.

48



Larcker, D. F., Ormazabal, G., & Taylor, D. J. (2011). The market reaction to corporate
governance regulation. Journal of Financial Economics, 101(2), 431-448.

Le Minh, T. and G. Walker (2008). Corporate governance of listed companies in Vietnam.
Bond Law Review 20(2): 6.

Le Mire, S., & Gilligan, G. (2013). Independence and independent company directors. Journal
of Corporate Law Studies, 13(2), 443-475.

Lefort, F., & Urzta, F. (2008). Board independence, firm performance and ownership
concentration: Evidence from Chile. Journal of Business Research, 61(6), 615-622.

Licht, A. N. (2002). Accountability and corporate governance. Available at SSRN 328401.

Liu, Y., Miletkov, M. K., Wei, Z., & Yang, T. (2015). Board independence and firm
performance in China. Journal of Corporate Finance, 30, 223-244. doi:
10.1016/j.jcorpfin.2014.12.004

Maassen, G. F. (1999). An international comparison of corporate governance models: A study
on the formal independence and convergence of one-tier and two-tier corporate boards
of directors in the United States of America, the United Kingdom and the Netherlands
(Vol. 31): Gregory Maassen.

Markus, H. R., & Kitayama, S. (1991). Culture and the self: Implications for cognition,
emotion, and motivation. Psychological Review, 98(2), 224.

Mizruchi, M. S., & Stearns, L. B. (1994). A longitudinal study of borrowing by large American
corporations. Administrative Science Quarterly, 118-140.

Ngoc, P. M. (2008). "Sources of Vietnam's economic growth." Progress in Development
Studies 8(3): 209-229.

Nguyen, B. D., & Nielsen, K. M. (2010). The value of independent directors: Evidence from
sudden deaths. Journal of Financial Economics, 98(3), 550-567.

Nguyen V.T., and N. J. Freeman (2009). State-owned enterprises in Vietnam: are they
‘crowding out’the private sector? Post-Communist Economies 21(2): 227-247.

Nha, P. X., & Quan, L. (2013). Leadership in Times of Recession-An Empirical Research of
Private Enterprise Leadership in Vietnam.Patel, T. (2013). Cross-cultural
management: a transactional approach: Routledge.

Peng, M. W. (2004). Outside directors and firm performance during institutional transitions.
Strategic Management Journal, 25(5), 453-471.

Pfeffer, J. (1987). A resource dependence perspective on intercorporate relations.

Intercorporate Relations: The structural Analysis of Business, 25-55.

49



Pistor, K., Raiser, M., & Gelfer, S. (2000). Law and finance in transition economies. Economics
of Transition, 8(2), 325-368.

Ralston, D. A., Van Thang, N., & Napier, N. K. (1999). A comparative study of the work values
of North and South Vietnamese managers. Journal of International Business Studies,
655-672.

Ravina, E., & Sapienza, P. (2010). What do independent directors know? Evidence from their
trading. Review of Financial Studies, 23(3), 962-1003.

Roberts, J., McNulty, T., & Stiles, P. (2005). Beyond agency conceptions of the work of the
non-executive director: Creating accountability in the boardroom. British Journal of
Management, 16(s1), S5-S26.

Saad, G., Cleveland, M., & Ho, L. (2015). Individualism—collectivism and the quantity versus
quality dimensions of individual and group creative performance. Journal of Business
Research, 68(3), 578-586.

Schwartz, S. H. (1994). Beyond individualism/collectivism: New cultural dimensions of values:
Sage Publications, Inc.

Shleifer, A., & Vishny, R. W. (1997). A survey of corporate governance. The Journal of
Finance, 52(2), 737-783.

Shulruf, B., Hattie, J., & Dixon, R. (2007). Development of a new measurement tool for
individualism and collectivism. Journal of Psychoeducational Assessment, 25(4), 385-
401.

Sitkin, S. B., & Pablo, A. L. (1992). Reconceptualizing the determinants of risk behavior.
Academy of Management Review, 17(1), 9-38.

Steer, L. and K. Sen (2010). "Formal and informal institutions in a transition economy: The
case of Vietnam." World Development 38(11): 1603-1615.

Stiles, P., & Taylor, B. (2001). Boards at work: How directors view their roles and

responsibilities: How directors view their roles and responsibilities: OUP Oxford.

Tran, T. B., R. Q. Grafton, et al. (2008). Firm efficiency in a transitional economy: Evidence
from Vietnam. Asian economic journal 22(1): 47-66.

Tran, T. B., R. Q. Grafton, et al. (2009). Institutions matter: The case of Vietnam. The Journal
of Socio-Economics 38(1): 1-12.

Triandis, H. C., Bontempo, R., Villareal, M. J., Asai, M., & Lucca, N. (1988). Individualism
and collectivism: Cross-cultural perspectives on self-ingroup relationships. Journal of

Personality and Social Psychology, 54(2), 323.

50



Tricker, R. 1. (1984). Corporate governance: Practices, procedures, and powers in British
companies and their boards of directors: Gower Pub Co.

Trompenaars, F., & Hampden-Turner, C. (2011). Riding the waves of culture: Understanding
diversity in global business: Nicholas Brealey Publishing.

Tung, R. L. (2008). The cross-cultural research imperative: The need to balance cross-national
and intra-national diversity. Journal of International Business Studies, 39(1), 41-46.

Usunier, J.-C. (1998). International and cross-cultural management research: SAGE
Publications Ltd.

Walsh, J. P., & Seward, J. K. (1990). On the efficiency of internal and external corporate
control mechanisms. Academy of Management Review, 15(3), 421-458.

Weir, C., & Laing, D. (2003). Ownership structure, board composition and the market for
corporate control in the UK: an empirical analysis. Applied Economics, 35(16), 1747-
1759.

Wernerfelt, B. (1984). A resource-based view of the firm. Strategic Management Journal, 5(2),
171-180.

Yermack, D. (1996). Higher market valuation of companies with a small board of directors.
Journal of Financial Economics, 40(2), 185-211.

51



Chapter 2: Independent directors, ownership concentration and firm

performance in listed companies: Evidence from Vietnam?

Abstract

Purpose: The purpose of this paper is to investigate the impact of independent directors on
firm performance in Vietnam and identify how different types of ownership structure and the

presence of controlling shareholders influence the relationship.

Design/methodology/approach: On a sample of 217 non-financial Vietnam-listed companies
during the period from 2010 to 2014, this study uses OLS regressions to estimate the
relationship between independent directors and firm performance. Two econometric
techniques — the fixed effects estimation and the difference in difference estimation — are used
to control for endogeneity. The results are also robust to the lag variable of independent

directors.

Findings: The results reveal that independent directors have an overall negative effect on firm
operating performance. This finding may be due to information asymmetry, expertise
disadvantage and the dominance of ownership concentration that prevent independent directors
from fulfilling their monitoring function in governance. The negative relationship between
independent directors and firm performance is stronger in firms where the State is a controlling

shareholder.

Research implications: Findings suggest that changes relating to independent directors, as a
response to the new corporate governance code in 2012, do not have a positive effect on the
relationship between corporate governance and firm performance. Further reform is required

to improve internal control mechanisms and corporate governance systems in Vietnam,

Originality: This is the first study that provides robust evidence on the relationship between
independent directors and firm performance in Vietnam as well as to explore the impact of the

type of controlling shareholders on the relationship.

3 This research paper has been accepted for publication by Pacific Accounting Review
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1. Introduction:

The relationship between corporate board structure and firm-level outcomes has been one of
the most researched topics in corporate governance for over two decades (Liu et al., 2015).
Theoretically, independent directors supply an internal governance mechanism that can
mitigate the agency conflict between shareholders and managers arising from the separation of
ownership from control, thus contributing to improvement in firm performance (Hermalin and
Weisbach, 2003).

However, it seems that there is no clear evidence of any robust relationship between board
independence and firm performance in US companies (Hermalin and Weisbach, 2003) while
the relationship appears to be consistently positive in non-US countries (Klapper and Love,
2004). The positive relationship between independent directors and firm performance found in
emerging and developing countries might be a consequence of the substitution effect between
internal and external governance mechanisms (Liu et al., 2015). In these countries, the external
governance mechanisms to protect investors tend to be rather weak (Young et al., 2008), hence,
independent directors become an important internal governance mechanism that alleviates

agency conflicts and enhances firm performance (Ferreira and Matos, 2008).

In this paper, we investigate the relationship between independent directors and firm
performance in Vietnam, a country that has been classified as a developing country and a
transition economy. As a developing country, Vietnam has a concentrated ownership structure
and a weak institutional environment where the level of investor protection is low (Doing
business, 2012). Besides, as a transition economy, Vietnam has a further significant feature,
which is the dominance of State-controlled firms in listed sectors. Vietnam, therefore, provides
a unique setting for the study of the relationship between independent directors and firm

performance with the coexistence of State control and ownership concentration.

The importance of independent directors as an internal governance mechanism can be reduced
by the presence of a controlling shareholder. In companies with ownership concentration, there
are two core agency conflicts often arise within company - the one between shareholders and
managers and the other between controlling shareholders and minority shareholders (Young et
al., 2008). In these companies, independent directors are supposed to mitigate the conflict
between controlling shareholders and minority shareholders. However, there is a risk of

collusion between controlling shareholders and independent directors (Park and Shin, 2004).
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The existence of ownership concentration raises the question: Will the controlling shareholders

limit the contribution of independent directors to firm performance?

Recent literature has explored the relationship between independent directors and firm
performance under the influence of controlling shareholders in the context of government-
controlled firms and has emphasized transition economies because of the significant
participation of the State as a controlling shareholder in companies (Liu et al., 2015). The State,
as a controlling shareholder, may have negative impacts on corporate governance (Grosman et
al., 2016). Further, the target of the State in a firm might be market share or levels of
employment but not necessarily profit maximization. Therefore, it cannot be assumed that
firms under the control of the State will behave in the same manner as private firms (Bruton et
al., 2015).

Empirical evidence of the influence of controlling shareholders on the relationship between
independent directors and firm performance is rather limited. Prior studies have tended to focus
on China, the largest transition economy (see, for example, Liu et al., 2015). However, the
literature neglects many other transition economies such as Eastern European countries and
Vietnam (Grosman et al., 2016). Due to the difference in economic development and economic
integration into the world economy as well the difference in the level of governmental
efficiency between China and other transition economies (Vu, 2009), it is unclear whether the
positive relationship between independent directors and firm performance found in China can
be generalized to other transition economies. There is a call for further research on corporate
governance and State control in transition economies as State control over firms in these

countries can take different forms and have different consequences (Musacchio et al., 2015).

Using Vietnam as a case study, this research will answer two specific research questions:
“What is the impact of independent directors on firm performance in Vietnam?” and “How
do differences in the type of controlling shareholders influence the relationship between

independent directors and firm performance in Vietnam?”

This paper contributes to the literature in several aspects. Firstly, it provides additional
evidence of the relationship between independent directors and firm performance under the
presence of a controlling shareholder in a transition economy. Prior literature has extensively
explored this relationship in developed and developing countries, but little is known about
transition economies. Due to the nature of transitioning, these economies are different from

other developing countries in areas such as the lack of supporting institutions including legal
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systems and other external governance mechanisms, as well as the dominance of the State as a
controlling shareholder in the company (Grosman et al., 2016). In this situation, internal
mechanisms such as independent directors appear to be critical to the improvement of corporate
governance, yet only a few studies have been undertaken in transition countries (Liu et al.,
2015; Kakabadse et al., 2010). Secondly, the findings from this study will extend the literature
on the influence of controlling shareholders on the relationship between independent directors
and firm performance by comparing that relationship under the influence of different types of
controlling shareholders. Prior studies focused mainly on controlling families or governments
individually but, in this study, we investigate if different types of controlling shareholders, that
is, private shareholders and the State, exhibit different effects on independent directors’
contributions to firm performance. The findings from this study provide important implications
for Vietnam in making necessary changes in ownership structures for further economic and
corporate governance reform. Finally, taking advantage of new legislation released in 2012,
this study utilizes the difference in difference (DID) method along with the fixed effects (FE)
estimate to control for endogeneity highlighted in corporate governance literature. Thus, the
findings reflect the robust relationship between independent directors and firm performance in

Vietnam.

This paper is structured as follows. Section 2 reviews the literature on the impact of
independent directors on firm performance and how the type of controlling shareholders may
affect this association. Two hypotheses are then developed in Section 3. Section 4 describes
the data sources and research design. Data description is presented in Section 5, a discussion
of the results is provided in Section 6 and Section 7 summarises the conclusions and provides

implications and limitations.

2. Literature review

2.1 Corporate governance and independent directors

Corporate governance is considered as a system of checks and balances to mitigate abuse by
executives and reduce conflicts of interest between owners and management (Larcker et al.,
2011). In that system, the board of directors is a central element of corporate governance and
provides a key monitoring function to deal with agency conflicts within the company (Lefort
and Urzua, 2008). Theoretically, the board of directors represents the interests of shareholders

in the company and is an institution that helps to protect shareholders benefits.
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The existence of a board is more common today but how the board is structured and what the
members do still attracts the interest of both academia and practitioners. Normally, a board of
directors consists of both insiders and outsiders, but controversy surrounds the optimal ratio of
insiders and outsiders on the board as well as the incentives for different directors (Adam et
al., 2010). Among outsiders, independent directors are assumed to be able to provide better
monitoring of management. Thus, companies with more independent directors are more likely

to be in a better position to protect shareholders’ interests (Bhagat and Black, 1998).

However, according to Bhagat and Bolton (2008), numerous examples continue to demonstrate
that independent directors are not always effective at monitoring management. Cases such as
General Motors, American Express, IBM, Kodak, Chrysler. suggest that independent directors
can be ineffective in monitoring management although these particular companies frequently
maintained a majority independent board. The mixed empirical results on the impact of
independent majority director boards on monitoring activities suggest that the monitoring

function of independent directors can differ according to companies’ circumstances.
2.2 The relationship between independent directors and firm performance

While the effectiveness of independent directors is still under debate, the question about
whether independent directors contribute to improving firm performance is also under
investigation. A considerable literature targets this problem across different groups of
countries, but without a consistent conclusion. For example, Bhagat and Bolton (2008)
reviewed the previous literature on US companies and concluded that the association between
independent directors and firm performance is not significant both in short-term and long-term
performance measures. In contrast to the US-based findings, the empirical evidence in non-US
countries revealed results that are more consistent, with most of the studies showing a positive

relationship between board independence and firm performance.

Comparative studies use a group of countries to investigate the relationship across countries,
for example, Dahya et al. (2008). Using a data set from 22 non-US countries, Dahya et al.
(2008) found a positive relationship between corporate performance and board independence
in companies. Some other studies examined the relationship in a single country and reported a
consistent positive relationship between independent directors and firm performance (Dahya
and McConnell, 2007; Black and Kim, 2012; Liu et al., 2015). Dahya and McConnell (2007)
focused on the UK to examine if the Cadbury Report that requires British firms to increase

board independence had any effect on firm performance. The findings confirmed the positive
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impact of new legislation on the relationship between independent directors and firm
performance. Similarly, Black and Kim (2012) also found a positive effect on firm performance
of new legislation requiring Korean firms to increase the number of independent directors. In
a more recent paper, Liu et al. (2015) reported a positive relationship between board
independence and firm performance in China. They argued that this positive impact of
independent directors was due to the role of directors to constrain insiders’ tunnelling* and to

improve investment efficiency.

All the above studies provide strong evidence on the significant role of independent directors
in improving firm performance in non-US countries. However, other mechanisms may also
affect the relationship between independent directors and firm performance that we may need

to take into account such as the existence of controlling shareholders.
2.3 Controlling shareholders, independent directors, and firm performance

Theoretically, in companies with one or more controlling shareholders present, agency
problems are not solely between owners and management but also between controlling
shareholders and minority shareholders (Young et al., 2008). In companies with controlling
shareholders, there is concern about whether these controlling shareholders will use their voting
power to reduce board independence or use independent directors as a monitoring mechanism
to prevent management from pursuing self-serving activities (Dahya et al., 2008; Liu et al.,
2015). In addition, since independent directors need the voting power of controlling
shareholders to be board members, there might be collusion between controlling shareholders
and independent directors to exploit the benefits due to minority shareholders (Jiang and Peng,
2010). Therefore, the relationship between independent directors and firm performance can be

more complicated with the existence of a controlling shareholder.

Empirical evidence on the impact of controlling shareholders on the relationship between
independent directors and firm performance is currently inconclusive. The relationship can
differ under the influence of different controlling shareholders according to Garcia-Ramos et
al. (2015). By examining a sample of 221 publicly-traded firms in Southern Europe, they found

that the contribution of independent directors to improving firm performance in family firms

4 Tunnelling means expropriating funds that rightfully belong to minority shareholders (Friedman et al, 2003).
Tunnelling is normally found in firms with ownership concentration where controlling shareholders can
expropriate the benefits due to minority shareholders.
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is less than that in firms with another type of controlling shareholder. However, this study only

includes private firms in its sample and excludes firms under any form of government control.

The impact of controlling shareholders on the relationship between firm performance and
independent directors also differs across countries with different legal investor protection.
Dahya et al. (2008), in a cross-country study, reported that controlling shareholders in a country
with weak shareholder protection tend to appoint independent directors as a way to improve
internal control mechanisms and to increase the level of investor protection within company.
However, by appointing more independent directors, controlling shareholders lose the
perquisites associated with being control