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Abstract

This study examines the relationship between then@p Governance Index (CGI) and credit risks withi
Viethamese commercial banks, alongside an exptoraif the influence exerted by various bank-specifi
and macroeconomic variables. Using a sample on¥mese commercial banks listed on the Hochiminh
(HOSE) and Hanoi (HNX) stock exchanges from 2012022, the research employs both the Fixed Effects
Model (FEM) and Random Effects Model (REM) with diteisks measured by the Loan Loss Reserve Ratio
(LLRR) and Non-Performing Loan Ratio (NPLR). Thadings unveil a statistically significant negative
association between CGIl and NPLR, thereby suggesfiat enhancements in country governance harbor
the potential to reduce non-performing loans, cqueatly mitigating the credit risk of Viethamese
commercial banks. Moreover, the results highliglet $ignificant impact of bank size, return on as¢R0DA),
and two macroeconomic variables (the GDP growth eatd interbank interest rate) on credit risks. The
findings of this study have implications that pghicakers, regulators, and banking practitioners can
strengthen the country governance frameworks tamc#the financial stability and mitigate credsiks of
Vietnamese banks.

Keywords: Country governance index, Credit risk, Non-perfargnioan, Viethamese commercial bank

JEL Classifications: G21, E51, E60
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1. Introduction

The banking sector plays a crucial role in Vietrmmtonomic development, particularly in controlling
inflation, ensuring macroeconomic stability, andstésing post-pandemic growth. Vietnam’s effective
transition to a flexible and controlled COVID-19agudation led to a positive socio-economic recovary
2022, surpassing many targets, with an estimate® GDwth rate of 8.02% (Dung, 2022). International
organizations have recognized these achievemestigcting the importance of the banking sector in
supporting Vietnam's economic expansion and regoetorts.

Bank lending is a critical channel for monetaryipptransmission in developing countries, wheraficial
markets are less mature. Studies such as Sanfilgptra et al. (2018) highlight the role of bankpdsits

in sustaining monetary policy effects. Rising ietdrrates tend to contract bank lending, partituler
banks with less liquidity. However, liquid banksdaetter cushion these effects (Altunbas et aD92®0 &
Nguyen, 2014). In Vietnam, bank credit growth hasrsa downward trend since its peak in 2016, with
recent years indicating a slow recovery in bottbgland domestic demand, influencing credit dynanmic
2024.

Viethamese banks face significant challenges imtaaiing credit quality, especially in 2024, whdrad
debt risks and provisioning pressures are incrgasior instance, banks like ACB reported a shase m
bad debt and provisioning costs (Thu, 2024). Addgily, the poor financial capacity of businessed the
real estate market's stagnation are contributinthése growing risks. As banks cautiously managé th
credit portfolios, they are likely to witness vargiimpacts on bad debt across different bankingmgo

The concept of country governance has become argemgdocus, particularly in the context of induskr
advancements and global integration. Governanckityjpays a vital role in economic recovery, espég

for businesses with weaker risk management. Stindies shown that strong governance structures wvepro
the likelihood of recovering losses from frauduleativities (Curti & Mihov, 2018). Governance isall
linked to fostering innovation and reducing leveragfirms, further emphasizing its importanceimahcial
stability (Lee et al., 2020; Cam & Ozer, 2022).

The relationship between country governance an#t beedit risks is typically negative. Strong govemoe
ensures more stable regulatory environments anérbatersight of financial institutions, reducingky
lending practices. Effective governance framewoeiso enhance political and economic stability,
minimizing systemic risks that could lead to creddfaults. In Vietnam, robust legal frameworks and
contract enforcement contribute to lower creditgitor banks.

Despite the significance of governance in managnedit risks, there is limited research on thiatiehship

in the Viethamese banking sector. Our researchsseefill that gap by exploring how country govence
influences credit risks in Viethamese commerciahKsalisted on the Hochiminh and Hanoi Stock
Exchanges. By focusing on the 2010-2022 period,stualy will offer insights into how improvements in
country governance can mitigate credit risks arstgioa more resilient banking sector in Vietham.

The remainder of this paper proceeds as followsti@e 2 discusses key theories, the literature, and
develops hypotheses. Section 3 outlines the daliection process and research model. Section 4yaesl
empirical findings. Section 5 concludes with kegights and implications drawn from the study'sifigd.

2. Literature review and Hypothesis development
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2.1. The Theory of Bank Lending

Bank lending practices are significantly influencdyy various regional factors and the specific
characteristics of financial institutions. Reseanahlights how different contexts shape lendingdaors
and outcomes. For instance, Amidu (2014) estaldisheritical relationship between the health ofkban
balance sheets and lending activities in Sub-Sahafaca. Meanwhile, Barajas et al. (2010) examihe
effects of bank characteristics on the credit slomal experienced in MENA countries after the global
financial crisis, underscoring the need for poliakars to adopt context-specific strategies to aver
banking challenges and foster economic growth.

The relationship between monetary policy and bamkling also reveals nuanced dynamics, particularly
developing nations. For example, Abuka et al. (20d&ermine that the contraction in monetary policy
leads to a significant reduction in bank creditgypparticularly impacting highly leveraged banKsis
finding emphasizes the importance of formulating netary policies that account for the unique
vulnerabilities and characteristics of banking egst in different economic environments. It indisate
need for tailored responses to address the diwti@énges banks face, ensuring an effective ceeqliply
and economic stimulation.

Moreover, the COVID-19 pandemic introduced unprecged challenges to bank lending, resulting in
heightened credit risks due to economic disruptessociated with lockdown measures. Kryzanowski.et
(2022) and Siregar et al. (2021) note that theseupiions adversely affected the financial health o
businesses and households, increasing the likalilmiooan defaults. Although government regulations
aimed at credit restructuring have been put inglacalleviate these risks, the long-term impactr@dit
risk management strategies for banks necessitdteefiexplorations.

The discourse around Basel Il regulations is paldirly pertinent in this context, as there is agang
debate regarding whether recent enhancements dit crék management genuinely improve regulatory
frameworks or inadvertently exacerbate financisgdes. Roulet (2018) discusses the dual perspeatines
capital adequacy during economic downturns, suggggtat while higher capital ratios can impededieq,
they may also bolster banks' ability to absorbsiisthus enhancing lending capacity. This complexity
highlights the necessity for empirical investigagoto understand the real effects of Basel Il amkb
lending behaviors, particularly in the light of p@908 financial crisis scenarios.

2.2. The Roles of Country Governance

Country governance plays a pivotal role in shapirgoperational environment for banks and theiraive
effectiveness. According to Kaufmann et al. (20fbyernance is defined as the means by which atyhor
is exercised in managing a nation’s socio-econagsources for advancement, emphasizing the imp@tan
of legitimate authority underpinned by customs,daand institutions. Strong governance indicatsush as
enhanced contract enforcement, robust propertytsigpolitical stability, and effective public serei
provisions, contribute significantly to the statyiliof the financial sector. These factors faciétahe
financial market engagement, which is essentiatdstering investments and economic progress.
Kaufmann et al. (2011) propose six key dimensiohgavernance that warrant consideration: Voice and
Accountability (VA), Government Effectiveness (GRggulatory Quality (RQ), Rule of Law (RL), Polic
Stability and Absence of Violence (PV), and Contodl Corruption (CC). Each dimension contributes
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uniquely to the overall efficacy of the banking teecFor instance, VA promotes citizen engagemant i
governance processes, which can drive efficiencthénbanking sector by allowing citizens to inflaen
governance structures positively. Similarly, GE @agizes the relationship between government actinds
their credibility, where effective governance fastan environment conducive to the banking efficien
Regulatory Quality (RQ) pertains to the efficacyrefulatory frameworks, wherein effective regulasio
enhance the oversight of private sectors, incluthagking. The Rule of Law (RL) is critical in ensg that
legal frameworks are sound and enforced, fostegz@nomic growth by safeguarding property rights and
reducing the uncertainty in financial transactioRslitical Stability and Absence of Violence (PViea
essential for uninterrupted credit flows, as pecditiinstability can disrupt economic activities afador
politically connected banks, thereby skewing thmpetitive landscape. Finally, the Control of Cotrop
(CC) emphasizes the role of governance in reducorguption, which can significantly enhance banking
efficiency through better supervision and regulatmmpliance.

The relationship between country governance andibgrperformance has been extensively examined,
with scholars such as Chortareas et al. (2012pksftiing a significant connection between an effect
governance and the banking sector efficiency. Kadiaret al. (2016) further emphasize that improved
governance directly contributes to enhanced revesifieiency within the banking system. Additionally
research by Cam and Ozer (202) indicates that fioperating in countries with strong governance
frameworks are more likely to optimize their levggaand financing strategies, shifting from shontrtelebt
reliance to increased long-term debt and equitgrfaing. This suggests that strong governance rtesga
risks associated with expropriation and contractingts, creating a conducive environment for |eTgat
financial commitments and enhancing corporate gaugce practices.

2.3. Country Governance and Bank Credit Risks

The relationship between country governance and leaedit risks is underscored by various empirical
studies, including those by Lensink et al. (2008y &hortareas et al. (2012), which demonstrate a
significant correlation between governance quadithd the efficiency of the banking sector. Enhanced
governance has been shown to reduce credit risksj@ported by Kaufmann and Kraay (2008), who argue
that an improving governance quality can effectivelitigate banks' credit risk exposure. Similatiye
study by Anastasiou et al. (2019) in Greece revaalsgative correlation between country governamck
credit risks, suggesting that improving governasitactures may serve as a viable strategy to |@nesdit
risks.

The findings by Arham et al. (2020) and Elamer let(2020) further illustrate the role of governarioe
moderating adverse macroeconomic impacts on cristtis among banks in Emerging Asia and MENA
economies. Lee et al. (2020) emphasize that dimessbf governance—such as political stability,
regulatory quality, and control of corruption—exanhegative influence on the credit risks faceddyks in

the EU.

Theoretical frameworks suggest that strong goveraamactices create a stable and transparent e@aonom
environment, which in turn diminishes credit riskg enhancing financial institutions' regulatory and
supervisory frameworks (Laeven & Levine, 2009). Qines with robust governance typically exhibittbet
economic performances, leading to lower creditsrisls borrowers are more likely to repay loans in a
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thriving economy (Beck et al., 2006). Moreover, gmance quality directly impacts financial instiduts,

as banks in countries with strong governance &mdylito adopt more prudent lending practices asH ri
management strategies, reducing their overall cristi exposures (Barth et al., 2004).

Conversely, Laeven and Levine (2017) identify thatintries with weaker governance structures often
grapple with higher levels of corruption, regulgtamefficiencies, and political instability, whiatan create
uncertainties in the business environment, consglyucreasing credit risks. The regulatory franoekv
also plays a crucial role in shaping banks' riskaggment practices. Countries with robust reguiatiend

to enforce stricter capital requirements and supery mechanisms, thereby curtailing excessivetaging
behaviors (Demirgiig-Kunt et al., 2006). In contrdlse lax regulatory oversight may incentivize bsmd
engage in riskier lending practices, leading tghtned credit risk exposures.

Furthermore, the efficiency and effectiveness obantry's legal system significantly impact barstslities

to enforce contracts and recover collaterals prgmpeck et al. (2003) find that countries with fiigent
legal systems face delays in contract enforcememnt asset recovery, which hampers banks' risk
management capabilities and elevates credit risksuch environments, banks may be hesitant tondxte
credit to otherwise viable borrowers due to conseover the enforceability of loan agreements.
Consequently, the quality of country governance—eemgassing political stability, regulatory robustes
and legal system efficiency—plays a crucial rolesimaping bank operations and influencing credk ris
levels.

2.4. Hypothesis Development

The evidence presented supports the hypothesisdbatry governance negatively affects bank cresks.
Strong governance structures enhance bankingeaftigiand reduce credit risk exposures, as demeedtra
by various scholars (Wang et al., 2012; Lensinklet2008). Effective regulatory frameworks and redbu
legal traditions contribute to this relationship égsuring better governance mechanisms and fewds ba
failures (Beck et al., 2003; Barth et al., 2004)eaker governance environments foster risky lending
practices and increase credit risks, as noted eydérmand Levine (2009) and Claessens and Laevéd )20
Therefore, it is posited that stronger governaneehanisms within a country lead to lower credisifor
banks.

Hypothesis: Country governance negatively affects bank creskisr

This hypothesis underscores the premise that taktyjof governance within a country impacts theeleof
credit risks encountered by banks operating in jhasdiction. Stronger governance mechanisms are
anticipated to correlate with lower credit riskapghasizing the critical role of effective regulator
frameworks and sound governance in fostering éieesbanking sector.

3. Data and Methodology

3.1. Data collection

We conduct our data collection using the Thomsouot&s EIKON database to obtain reliable accounting
data for Viethamese commercial banks. The sampi®gaspans from 2010 to 2022, encompassing all
commercial banks listed on the Hochiminh Stock Exge (HOSE) and Hanoi Stock Exchange (HNX). To
ensure the data integrity, we exclude banks witesmg data and Agribank, which is not listed orséhe
exchanges. Our final sample consists of 160 baak-pbservations. Additionally, we utilize the Caynt
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Governance Index, sourced from the World Bank'sltMade Governance Indicators database, to examine
the relationship between the country governancebandt credit risks.
3.2. Research Methodology
3.2.1. The measurement of the Country GovernaraexI(CGI)
We use the measure of the Country Governance I(@&X) downloaded from the World Bank's Worldwide
Governance Indicators database, which aggregatesrrggnce indicators from various sources, including
perceptions from survey respondents and publicoseentities (Kaufmann et al., 2011). We consider
governance as the combination of traditions anttini®ns through which authority is exercised wiitta
nation. The database comprises six indicatorsdabatspond to governance domains, including vorce a
accountability, political stability and absencevadlence, government effectiveness, regulatory igyalle
of law, and control of corruption.
To create a unified composite index representimgahality of governance within the country, we eoypl
the Principal Component Analysis (PCA) to merge shxegovernance indices into a single CGl value. We
express the CGl as follows:
CGlI = the combination of the six governance indicés a unified composite index representing thality
of governance within the country.
3.2.2. Research Model
To assess the impact of CGI on the Credit risk (RR& Viethamese commercial banks, we propose the
following model:
CRERj; = o+ 1CGIl{+ ,BKS;; + 3ROA;; + 4,CAR;; + sLTDR;; + CREG;; +

/GDP; + gMTP{+ oSTOWN;; + i;
The dependent variable, Credit risk, includes twoxgs: Loan Loss Reserve Ratio (LLRR) and
Non-Performing Loan Ratio (NPLR). The primary indagdent variable is the CGI as discussed in Section
3.2.1 above, while control variables include Bamke§BKS), Return on Assets (ROA), Capital-to-Asset
Ratio (CAR), Loan-to-Deposit Ratio (LTDR), Credit@vth (CREG), Gross Domestic Product growth rate
(GDP), Monetary Policy (MTP), and State Ownersl8pQWN) which is a dummy variable. The subscripts
i, t, and denote bank, year, and error term, respectivelileT 1 presents the detailed calculations of the
variables.
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Table 1: Summary of variables

Variable code Variable name Variable description

Credit Risk (CRER)

LLRR Loan loss reserve ratio Loan loss reserves / Goass
NPLR Non-performing loan ratio Non-performing loans / Gross loans

Country Governance Index (CGl)

Combination of the six governance indi
into a unified composite ind

CaGl Country Governance Indexrepresenting the governance quality
Vietham (using principal compont
analysis)

Control variables

BKS Bank size BKS = Natural logarithm of Total assets
ROA Profitability ROA = Net income / Total assets

CAR Capital-to-asset ratio CAR = Equity/Assets

LTDR Loan-to-deposit ratio LTDR = Total loans / Totapdsits

(Total loans in current periodTotal loan:
CREG Credit growth in previous period) / Total loans

previous period

STOWN = 1 for banks primarily owned
STOWN State ownership the state, specifically Vietcombank, BIL

and VietinBank

STOWN = 0 for other banks

GDP GDP Vietnam's yearly GDP growth rate tal
from World Bank
MTP Monetary policy Vietnam’s 6-month Interbank intereste

We conduct our analysis using descriptive staisiearson correlation coefficients, and regresasiatysis
techniques. Specifically, we employ three pane&daggression methodologies: Pooled Ordinary Least
Squares (OLS), Fixed Effects Model (FEM), and Randgffects Model (REM). To select the appropriate
model for our sample data, we perform three testshawn in Table 2. The F-test is related to th@aeh
between Pooled OLS and FEM, with the null hypoth€k) suggesting that Pooled OLS is superior. ¢f H
is not rejected, Pooled OLS is deemed more suitdalile Breusch-Pagan Lagrange Multiplier (LM) test

7
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similarly identifies the preferred model betweeroled OLS and REM, with the rejection ot hdicating
the superiority of REM. Finally, we use the Hausnest to determine the optimal model between FEM an
REM, where the rejection ofd$uggests FEM as the preferred model.

Table 2: Research testing method

Breusch-Pagan LM

F-test tost Hausman test The chosen model
Ho is not rejected Hy is not rejected Pooled OLS

Ho is not rejected Ho is rejected Random Effect Model
Ho is rejected Ho is not rejected Fixed Effect Model
Ho is rejected Ho is rejected Ho is rejected Fixed Effect Model
Ho is rejected Ho is rejected Ho is not rejected Random Effect Model

Source: Le & Phan (2017)
4. Empirical results
4.1. Principal component analysis of Country govamce index
The Country Governance Index (CGI) is derived biizinig the principal component analysis (PCA) to
combine six proxies: voice and accountability, ficdil stability and absence of violence, government
effectiveness, regulatory quality, rule of law, amhtrol of corruption. Table 3 shows that the P@Aults
yield six aggregate measures, with component 1 (@9rexhibiting an Eigenvalue greater than 1 and the
highest value of 3.2871, indicating the superitinbglity compared to the remaining components. réfare,
component 1 is selected to construct the aggregasesure of the country governance index (CGl).
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Table 3: Principal component analysis results

Principal components/correlation Number of obs = 160
Number of
comp. = 6
Trace = 6
Rotation: (unrotated = principal) Rho = 1.0000
3
Component [ Eigenvalue Difference Proportion  Camulative
Compl 3.2871 1.53845 0.5478 0.5478
Comp?2 1.74865 1.10785 0.2914 0.8393
Comp3 640803 443757 0.1068 0.9461
Comp4 197047  .0975354 0.0328 0.9789
Comp5 0995112 072617 0.0166 0.9955
Comp6 0268942 : 0.0045 1.0000

Moreover, the KMO results are illustrated in Tadlavith the overall KMO measure of greater than 0.5,
which suggests that the data are suitable for P®%. purpose of obtaining a good KMO measure is to
ensure that the variables can be grouped into dlesmaumber of underlying factors without losing
significant information. This is particularly uséfo contexts such as combining multiple governandees
into a single composite index. For example, eachhef six governance indices above might be highly
correlated with the others. Using PCA can reduesdbsix indices into a few principal components tha
capture the majority of the variance in the datawklver, this reduction is meaningful only if thegamal
data is factorable, as indicated by an acceptabl® Kneasure.

In practical terms, a KMO measure greater thaneddures that the PCA yields components that repirese
the underlying structure of the data effectivellgisTreduces the complexity and helps in interpgetite data
more easily.
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Table 4: Kaiser-Meyer-Olkin measure of sampling adguacy

Variable KMO
CGl1 0.4030
CGI2 0.5335
CGI3 CGl4 CGI5 [0.5154
CGl6 0.4048
0.4745
0.7707
Overall 0.5188

ELITE HALL PUBLISHING HOUSE

In Table 5, the correlation coefficients of CGIl azach of the six proxies of the country governandex
(CGI1 to CGI6) have the absolute values from 0dl0.93 and are statistically significant, provihgtt CGI

is a good measure that combines the meaning ddialmeasures of the country governance index. In
addition, the correlations between each pair of C@ICGI6 have the absolute values less than h (thi
maximum value of 0.813), suggesting that six prexdee not perfectly correlated. Therefore, it seasial

to include all six proxies in the aggregate measarenaintain the coherence of the country govereanc
index (CGI). Relying on a single proxy would fadl encompass the multifaceted aspects pertineriteto t

governance index.
Table 5: Country governance index correlations

Variables CGl CGl1 CGI2 CGI3 CGl4 CGI5 CGle6
CaGl 1.000

CcaGl1 0.735**  1.000

CGI2 -0.882** -0.419** 1.000

CGI3 0.933***  0.597** -0.813** 1.000

CGl4 0.452**  -0.124 -0.486** 0.646*** 1.000

CGI5 -0.188*  -0.318** 0.200** 0.104 0.443** 1.00

CGl6 0.926***  0.810*** -0.750*** 0.762*** 0.190** -0.341** 1.000

*** n<0.01, ** p<0.05, * p<0.1

In which: ***: significant at the 1% level
**: significant at the 5% level

*: significant at the 10% level
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4.2. Descriptive statistics
Table 6 shows the descriptive statistical overvigvall variables used in the research model. The key

variables indicating credit risks are LLRR and NPaRd the primary independent variable is the Countr
Governance Index (CGl).

Table 6: Descriptive statistics
The sample consists of 160 bank-year observatimma 2010 to 2022. The definitions of variables are
stated in Table 1. Winsorizing at the 1st and §@ticentiles is used for continuous variables.

N Mean Median min max Std. Dev.
LLRR 160 0.016 0.014 0.009 0.031 0.005
NPLR 160 0.037 0.024 0.002 0.234 0.041
Cal 160 0 -0.503 -3.377 2.688 1.813
BKS 160 33.251 33.089 31.238 35.134 0.877
ROA 160 0.010 0.008 0 0.029 0.007
CAR 160 0.080 0.073 0.039 0.164 0.028
LTDR 160 0.782 0.791 0.411 1.194 0.134
CREG 160 0.186 0.175 -0.110 0.563 0.103
GDP 160 6.054 6.940 2.562 8.020 1.949
MTP 160 5.621 5.210 3.440 13 2.132
STOWN 160 0.200 0.000 0 1 0.401

The LLRR variable records its lowest and highestes at 0.009 and 0.031, respectively, with anayeof
0.016. This indicates that the loan loss resertie, rmeasuring the proportion of loan loss reseteetotal
loans, fluctuates within a narrow range during shedy period. The mean value of 0.016 demonstrates
relatively low level of loan loss reserves on agerawith the minimum and maximum values indicating
consistently low and manageable reserve leveldadsird deviation of 0.005 suggests a minimal tiana
around the mean.

The NPLR variable records its highest and lowektemat 0.234 and 0.002, respectively, with anayeof
0.037. This highlights a significant fluctuationtlme non- performing loan ratio, representing tregpprtion

of loans in default or near default. The mean valti®.037 indicates a relatively low average lewél
non-performing loans, although the maximum valu®.@84 shows occasional spikes in loan defaults. Th
standard deviation of 0.041 reflects moderate ity in non-performing loan ratios across the gdan
period.

The Country Governance Index (CGl) has an average=\of O, fluctuating between -3.377 and 2.688tdue
political changes from 2010 to 2022, including gigant reforms, shifts in government stability,dapolicy
adjustments impacting governance quality (Jone£0R0In more recent years, the rise of populist
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governments in countries like Brazil and the Uniftdtes has also influenced governance scoresgtnrou
changes in regulatory policies and government kalfMudde and Kaltwasser, 2017). In addition, the
European debt crisis during the early 2010s prothpforms and austerity measures that impacted
governance in various EU countries (Lane, 2012k Mean value of 0 suggests that, on average, the
governance quality remains neutral over the penmith substantial variability indicated by the nimim
and maximum values. The standard deviation of 1.84fRcts a high degree of fluctuation in the
governance quality.

4.3. Correlation coefficients

The correlations among the variables in the stuggent an insightful landscape into how differexttérs
relate to the credit risk in banks. In Table 7 belthe correlation coefficient between bank cretiks,
measured by Loan Loss Reserve Ratio (LLRR), ancCthentry Governance Index (CGl) is 0.107, which is
positive but not statistically significant. Thisggests that the better country governance doeseuassarily
reduce credit risks as measured by LLRR. Converisdycorrelation between Non-Performing Loan Ratio
(NPLR) and CGl is -0.184, indicating a statistigalignificant negative relationship at the 5% lewalplying
that the better country governance reduces nompeitfig loans, thereby lowering credit risks. ForRR,
significant correlations are observed with BKS 4&8 MTP (0.202), and STOWN (0.273); while for NPLR
significant correlations are noted with ROA (-0.1@&d MTP (0.275).

The absolute values of the correlation coefficidotsall pairs of explanatory variables are lesantl®.75,
indicating no multicollinearity issue in our regsem model. The highest correlation among the ieddpnt
variables is between BKS and STOWN at 0.727, whglbelow the critical threshold, ensuring the
reliability of the regression analysis.

In summary, the results indicate that as CGl irm@eaNPLR decreases, aligning with the expectalibis
statistically significant negative relationship popts our hypothesis that the better country gauece leads

to lower bank credit risks. As a result, the abbimding provides new insights for policy makers dvahk
managers, reinforcing the idea that strong govemmdrameworks contribute to the financial stability
mitigating bank credit risks. The result also usderes the critical role of governance in enhanchey
resilience and risk management of the banking secto

Table 7: Pairwise correlations among variables
The sample consists of 160 bank-year observatimma 2010 to 2022. The definitions of variables are
stated in Table 1. Winsorizing at the 1st and §@ticentiles is used for continuous variables.
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Variables LLRR NPLR CGI BKS ROA CAR LTDR CREG GDP MTP STOWN
LLRR 1.000

NPLR 0.186** 1.000

CGI 0.107  -0.184** 1.000

BKS 0.345%** -0.065 0.221*** 1.000

ROA 0.114  -0.176** 0.361*** (0.319*** 1.000

CAR 0.108 -0.104  0.230%** -0.097 0.626*** 1.000

LTDR 0.087 0.070 0.231***  (0.533***  (0.541*** 0.192** 1.000

CREG -0.010 0.080 -0.136* -0.113 0.140* -0.023 -0.005 1.000

GDP 0.034 0.071 -0.521*** -0.086 -0.096 -0.057 -0.099 0.123 1.000

MTP 0.202%= Qi2/>%%= 0.031 0.095 0.141* 0.103 0.126 -0.022  0.624*** 1.000

STOWN 0.273%2% 0.069 -0.103  0.727%** -0.097 -0.339*** 0.184** -0.119 0.014 0.089 1.000

**%p<0.01, **p<0.05, * p<0.1
4.4. Regression results
To determine the most suitable regression modeamaityzing the effect of the Country Governancesind
(CGl) on bank credit risks, the F test, LM testd &tausman test are employed based on Table 2 wioSec
3.2.2. In our study, the F test results indicatmificant F-statistics with p-values of 0.0000 fmth LLRR
and NPLR, suggesting that the Fixed-effect modEMJFshould initially be considered. The LM testals
shows significant Chi-squared values (32.97 an@®6%r LLRR and NPLR, respectively) with p-valuds o
0.0000, indicating that the Random-effect model ¥REs preferable over the Pooled-OLS model. The
Hausman test shows a Chi-squared value of 19.8al(®=0.0058) for LLRR, indicating that the FEM is
preferred for LLRR. Conversely, for NPLR, the Hawasmtest shows a Chi-squared value of 9.60
(p-value=0.2126), suggesting that the REM is appatefor NPLR.
To test the main hypothesis, we analyze the refoits the FEM regression model for LLRR and the REM
regression model for NPLR, as shown in Table 8. ddefficient on CGI is 0.0004 for LLRR in the FEM
regression model, though not statistically sigaifit suggests a potential weak positive associagbween
country governance and bank credit risks as meddoyeloan loss reserve ratios. This indicates that
countries with better governance, banks might adupe prudent approaches to provisioning for lassés,
potentially due to the stricter regulatory oversighd more rigorous accounting standards. Meanwttite
coefficient on CGl is -0.0063 for NPLR, which isasstically significant at the 1% level. This indies a
significantly negative relationship between courgoyernance and credit risks measured by non-peifgr
loan ratios, supporting the hypothesis that bettemtry governance reduces bank credit risks. Téssilt
aligns with the findings of La Porta et al. (1998ho document that stronger governance frameworks
contribute to lower risk levels in financial instions. Additionally, Kaufmann et al. (2009) higifit that
good governance, characterized by transparencyegpudatory quality, significantly reduces finanaiesks.
In the analysis of other explanatory variables gidime results of the FEM for LLRR and the REM for
NPLR, some variables have a statistically signifteaffect on bank credit risks. First, the BanlesiBKS)
variable shows a negative, significant coefficient0.0202 for NPLR in the REM. This suggests thager
banks tend to have lower non-performing loan rafidBPLR), possibly due to better risk management
practices. This finding is consistent with the wofkBerger et al. (2001), who document that lafggnks
often benefit from economies of scale and the béitersification of risk. However, contrasting us are
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found by Goddard et al. (2004), who argue that bsin& does not significantly impact risks, hightigh

the complexity of the relationship.

Regarding the Return on assets (ROA) in the FERK! nigative coefficient of -0.3940 for LLRR, which i
statistically significant at the 1% level, indicathat more profitable banks tend to have loweditresks, as
measured by loan loss reserves. This relationshgdso documented by Athanasoglou et al. (2008p, wh
suggest that higher profitability enables bankstieorb losses more effectively, thus reducing tresks.
Supporting evidence is also found in the study oe$iikidou et al. (2007) who emphasize that profiighis

a crucial factor in maintaining the financial stapi

Next, the GDP growth rate (GDP) shows a negati@eD{-:05) and significant relationship with credgks
measured NPLR in the REM, suggesting that econgmuwth reduces credit risks as businesses perform
better and are more capable of repaying debt. fHsislt supports the finding of Salas and Saurif@®Z2},
who document that higher GDP growth tends to lobaark credit risks by improving the overall economic
environment. Further evidence from Fofack (2005jidates that macroeconomic stability is crucial in
reducing non-performing loans. Ghosh (2015) alsd that GDP growth significantly reduces crediksis
Indian banks, highlighting the broader applicapitif this finding.

The interbank interest rate (MTP) has a negatignifscant effect on LLRR (in the FEM) and a pogdi
significant impact on NPLR (in the REM), with caefénts of -0.0009 for LLRR and 0.0112 for NPLR,
which are both statistically significant at the 18%el. These results indicate that higher interbisudérest
rates, reflecting the tighter monetary policy, @ase loan loss reserves but increase non-perforimams,
aligning with the findings of Jiménez et al. (2018t the restrictive monetary policy can heighteedit
risks by increasing borrowing costs and reducimglitravailability. This is further supported by ttedy of
Bernanke and Gertler (1995), who note that tightenetary conditions can exacerbate the financsiftels
among borrowers, thereby increasing credit risks.

The Capital-to-asset ratio (CAR), Loan-to-depoatiar (LTDR), and Credit growth (CREG) do not show
statistically significant results in both FEM (fat. RR) and REM (for NPLR), suggesting no significant
impact on bank credit risks. Similarly, state ovaim#p does not significantly affect credit risks of
Viethamese banks. The result of CAR is inconsisteitih the finding of Naceur and Kandil (2009), who
highlight the role of capital adequacy in enhandramk stability and risk management. Similarly, K&k
and Metzemakers (2005) argue that well-capitalibadks are better positioned to manage credit risks
effectively. Our findings about LTDR and CREG aligiith some mixed results in the literature, where
variables like LTDR and credit growth can have wagyeffects depending on the economic context and
regulatory environment (Demirgli¢c-Kunt and Detrag@c2002). For example, DeYoung and Rice (2004)
find that aggressive lending practices, often odéld in high loan-to-deposit ratios, can increaselit risks,
but the impact may vary across different bankingrenments.

In summary, our study provides evidence suppottireghypothesis that better country governance esiuc
bank credit risks, with significant implicationsrfpolicymakers and banking regulators aiming tosswe
the financial stability through improved governafficaneworks of the country.

Table 8: Results of regression - The effect of Cotny Governance Index (CGI) on bank credit risks
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The table presents the results of regression amlysing Pooled OLS (Ordinary Least Squares),
Fixed-Effect Model (FEM), and Random-Effect Mod&EM) to determine the impact of the Country
Governance Index and various control variablesamkleredit risks, as measured by LLRR and NPLke
sample consists of 160 bank-year observations #0f0 to 2022. The definitions of variables areestah
Table 1. Winsorizing at the 1st and 99th percenigeused for continuous variables. Standard ewmogsin
parentheses; ***, ** and * indicate statisticagsificance at the 1%, 5%, and 10% level, respelgtive

Variable Pooled OLS FEM REM
Constant -0.0791*** 0.1000 0.0011 1.0881*** -0.0608* 0.6790**
(0.0285) (0.2109) (0.0465) (0.3277) (0.0368) (0.2789)
CGI -0.00003 -0.0101*** 0.0004 -0.0042* -0.00002 -0.0063***
(0.0003) (0.0024) (0.0003) (0.0023) (0.0003) (0.0022)
BKS 0.0028*** -0.0033 0.0006 -0.0317*** 0.0024** -0.0202**
(0.0009) (0.0066) (0.0014) (0.0100) (0.0011) (0.0087)
ROA -0.1239 -1.8645%** -0.3940*** -0.0837 -0.2893*** -0.5927
(0.0016) (0.6773) (0.1100) (0.7752) (0.1009) (0.7234)
CAR 0.0513%** 0.0535 0.0218 0.0212 0.0466** 0.0815
(0.0195) (0.1445) (0.0241) (0.1698) (0.0217) (0.1562)
LTDR -0.0067* 0.0713** -0.0050 -0.0033 -0.0056 0.0180
(0.0038) (0.0284) (0.0055) (0.0387) (0.0047) (0.0346)
CREG 0.0047 0.0594** -0.0059 0.0174 -0.0010 0.0286
(0.0039) (0.0290) (0.0036) (0.0255) (0.0036) (0.0248)
GDP -0.0003 -0.0133*** -0.0005 -0.0096*** -0.0004 -0.0105***
(0.0004) (0.0003) (0.0003) (0.0021) (0.0003) (0.0021)
MTP 0.0006** 0.0136*** -0.0009*** 0.0106*** 0.0008*** 0.0112%**
(0.0003) (0.0021) (0.0002) (0.0017) (0.0002) (0.0017)
STOWN 0.0003 -0.0024 0.0002 0.0334
(0.0017) (0.0128) (0.0027) (0.0232)
Bank FE No No Yes Yes No No
Year FE No No Yes Yes No No
Bank RE No No No No Yes Yes
Year RE No No No No Yes Yes
Ad.R- 1 1630 0.2753
Squared
F-statistic 444 1.71
(p-value) 0.0000 0.0000
Chlfi e 32.97 65.07
squared
(p-value) (0.0000) (0.0000)
Hasman 19.89 9.60
test
Chi-squared
(p-value) (0.0058) (0.2126)
N“‘;"'::‘ of | 160 160 160 160 160 160

5. Conclusions

This study investigates the relationship betweenGlountry Governance Index (CGI) and credit rigks i
Viethamese commercial banks, as well as the infleeaf various bank-specific and macroeconomic
variables on credit risks. Using a sample of Vieteae commercial banks listed on HOSE and HNX from
2010 to 2022, comprising 160 bank-year observatitims study finds that the Fixed-Effect Model (FEN

the best model for credit risks measured by loas Ieserve ratios (LLRR) whereas the Random-Effect
Model (REM) is the most suitable model for crediks proxied by non-performing loan ratios (NPLR).

The analysis reveals compelling insights into tfiece of country governance on bank credit riskshil/
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the results indicate a statistically insignificaelationship between CGIl and LLRR, a significantBgative
association is observed between CGI and NPLR, stipgoour hypothesis. The finding suggests that
improvements in country governance, characterizgd tlansparency, accountability, and regulatory
effectiveness, have the potential to mitigate nerfggming loans, thereby reducing the credit risk o
Vietnamese commercial banks. This also resonatéls pvior research emphasizing the pivotal role of
governance frameworks in bolstering the finand&bsity and resilience in the banking system.

Further analysis of bank-specific and macroeconomaiiables shows that bank size and non-performing
loans have a significantly negative correlation.AR® also found to have a significantly negativéeef on
loan loss reserves. However, other variables sucltapital-to-asset ratio, loan-to-deposit raticeddr
growth, and state ownership do not significantlypauat bank credit risks. For macroeconomic varighites
GDP growth rate is negatively correlated with creidks measured by non-performing loans. The baek
interest rate which reflects the monetary policgves a negative and significant impact on loan tesgrves.
However, the higher interbank interest rate is tbum increase credit risks measured by non-perfagmi
loans.

Our study is one of the pioneering efforts to exaarthe impact of country governance on bank cresks,
particularly within the context of banks listed the Viethamese stock market. By focusing on the, Gitis
research adds a unique perspective to the ong@sngssions about the factors influencing crediksis the
banking sector. Governance quality has been extgsstudied in various fields, but its specificgact on
credit risks in the banking sector, especiallynmeeging markets like Vietnam, remains underexplofar
study fills this gap by providing empirical evidenthat better country governance reduces credt$ as
measured by non-performing loan ratios (NPLR). Timsling enriches the literature by broadening our
understanding of how macro-level governance indisatan influence micro-level banking performances.
By documenting the impact of country governancdityuan credit risks of Viethamese commercial bgnks
the study offers recommendations for enhancinditfancial stability of the banking system. Thiseasch
provides practical implications for policymakersdabanking regulators in Vietnam, highlighting the
importance of strengthening country governance énaarks to reduce credit risks and enhance the ¢inbn
stability. Moreover, our study offers actionablsigits for Viethamese banks, suggesting that imgr®mnts

in the country governance can be a strategic toaitigate credit risks. Banks in Vietham are emeged

to integrate governance assessments into theimakagement frameworks and adapt their lendingigsli
and credit risk assessment practices to reflect ghality of governance in the broader economic
environment.

Our findings can serve as a benchmark for futusearch aiming to explore similar dynamics in other
developing countries. Furthermore, this study'syhits are particularly relevant for developing emmies,
thereby allowing for a comparative analysis of hmwntry governance impacts bank credit risks dsffidly
between developed and emerging markets.

In future studies, it is worth exploring the impaé€tcountry governance on other bank risks sudigaglity
risk, market risk, and interest rate risk as welbther critical aspects of bank stability and pemiance. By
examining these additional dimensions, researcloars gain a comprehensive understanding of the
multifaceted relationship between governance fraanksvand banking risk profiles, thereby buildingreno
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effective risk management strategies and regulgoligies in the banking sector.

Future research endeavors could also extend thgraygtical scope of the analysis to encompass aléroa
range of emerging market economies, providing Mtsiginto the generalizability of the observed
governance-risk dynamics beyond the VietnameseegbtntBy examining diverse banking systems,
researchers can elucidate the contextual factoapisip the governance-risk relationship and identify
common patterns or divergent trends across diffaegions.
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Abstract

The integration of Artificial Intelligence (Al) iotlogistics operations has revolutionized real-tileenand
forecasting, addressing challenges such as denwadlity, inefficiencies, and high operational t®sAl
leverages machine learning, deep learning, andgbinezl analytics to enhance accuracy, reduce lea€ést
and optimize resource allocation. This paper delves the applications of Al in real-time demand
forecasting for logistics, highlighting its transfoative impact, methodologies, benefits, challengewl
future potential. Case studies and academic irsightlerscore the critical role of Al in modern kigis,
paving the way for a more efficient, resilient, ardponsive supply chain ecosystem.

Keywords: Artificial Intelligence, LOGISTICS, DEMAND FORECANT

2 2lhtroduction

Logistics operations are increasingly under pressormeet growing consumer demands, minimize costs,
and optimize resource utilization. Traditional demhegorecasting methods, reliant on historical cata
static models, often fail to account for the dynamature of global supply chains. Artificial Inigiknce (Al)
emerges as a game-changer, providing real-time wrf@ecasting capabilities through advanced data
analysis and predictive modeling.

This paper explores Al's applications in logistiéscusing on its transformative impact on demand
forecasting. Key motivations for integrating Alanlbgistics include improved accuracy, scalabilégd the
ability to manage complex datasets effectively.tlrenmore, real-time demand forecasting is critical
today's fast-paced markets, where consumer exmewatnd global supply chains demand rapid
adaptability.

330verview of Real-Time Demand Forecasting
Real-time demand forecasting refers to the prooégsedicting customer demand with minimal latency,

enabling businesses to respond promptly to mahatges. Key characteristics include:
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Dynamic Data Utilization: Integration of real-time data from multiple sowsceuch as lIoT devices,
sales records, and external indicators.

Predictive Accuracy: Advanced algorithms that improve the precisiondemand estimates by
analyzing complex data patterns.

Operational ResponsivenessThe ability to quickly adapt to fluctuations in rdand, thereby
reducing risks of overproduction or understocking.

Al-driven forecasting enhances these charactesidticleveraging technologies such as machine legyni
neural networks, and natural language processing?NThe inclusion of these technologies allows
organizations to achieve superior accuracy andieffcy compared to traditional methods.

3. Role of Al in Demand Forecasting
Al technologies revolutionize demand forecastingtigh:

Machine Learning (ML): Algorithms learn from historical and real-time @db identify patterns
and predict future demand. ML models evolve overeti becoming increasingly accurate as more
data becomes available.

Deep Learning: Neural networks process vast amounts of structwed unstructured data,
capturing complex relationships that traditional dels often miss. For example, convolutional
neural networks (CNNs) and recurrent neural net@ofRNNs) are particularly effective in
analyzing time-series data.

Predictive Analytics: Al tools analyze historical trends and externaitdes, such as weather,
economic conditions, and market shifts, to creadeemobust demand forecasts.

Natural Language Processing (NLP):Extracts insights from unstructured data, inclgdimews,
social media, and customer reviews, enabling monepcehensive forecasting models.
Reinforcement Learning: Optimizes decision-making processes by simulatiagous scenarios
and learning from outcomes. This approach is eafigcialuable in dynamic and unpredictable
market environments.

4. Applications of Al in Real-Time Demand Forecastig

4.1 Data Integration and Analysis

Al facilitates the integration of diverse data smms, such as 10T devices, transactional data, aarétemn
indicators, for holistic demand forecasting. Totike AWS Forecast and Google Al offer advanced
platforms for real-time data analysis. This capgb#nables companies to break down silos, enstutiag
data flows seamlessly across organizational boisslar
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4.2 Dynamic Pricing Strategies

Al-powered forecasting enables dynamic pricing nt&d® predicting demand elasticity and optimizing
pricing strategies. Retail giants like Amazon udef@ competitive pricing based on demand foregasts
leveraging algorithms that adjust prices in reaktito maximize revenue and market share.

4.3 Inventory Optimization

Al predicts stock requirements, reducing overstogkand stockouts. Predictive models enable jusie-
(JIT) inventory management, improving cash flow aaducing waste. Al-powered inventory tools also
assess risks such as supplier delays and matkaehges, offering preemptive solutions. For insgarAl
systems can forecast potential supply chain digmptcaused by geopolitical events or natural tgsss

4.4 Route Optimization in Logistics

Al enhances route planning by forecasting demardisatibution centers, ensuring timely delivery arobt
efficiency. Companies like DHL and FedEx leveragk fér efficient fleet management. Additionally,
Al-driven predictive maintenance for logistics wvebs minimizes downtime and enhances delivery
reliability. For example, predictive analytics déag potential mechanical issues before they oaowing

for proactive maintenance.

4.5 Demand Forecasting in Perishable Goods

Al applications in perishable goods involve predietmodeling for expiration dates, ensuring optimal

inventory turnover. For example, grocers use Amiaimize food waste while meeting customer demand.
Al tools also incorporate weather data to foredastperature-sensitive goods' demand more accurately
reducing spoilage and enhancing profitability.

4.6 Al in Seasonal Demand Management

Seasonal demand fluctuations pose a significanlecigge to logistics. Al identifies patterns in seaal
sales, holidays, and other temporal events, ergblisinesses to adjust production schedules amhiory
levels proactively. Machine learning algorithmsijiied on years of data, can offer highly granutaedasts
that improve decision-making. Retailers can als® Abto predict demand spikes during Black Friday o
Cyber Monday, optimizing resource allocation.

4.7 Customer Behavior Analysis

Al systems analyze customer purchase behaviorg) usiols like collaborative filtering and sentiment
analysis. This allows businesses to anticipate ggmim demand influenced by trends, marketing cagnpa
or sudden market shifts. Sentiment analysis usatgral language processing also provides insigitts i
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potential demand surges or declines based on caestteadback. For example, monitoring social media
discussions about a new product can offer real-tlereand indicators.

4.8 Real-Time Market Trend Analysis

Al systems track market trends using big data diealyenabling businesses to identify emerging de&ma
signals. By analyzing social media, news, and econdndicators, Al offers actionable insights tlzign
inventory strategies with market dynamics. This rapph ensures businesses remain competitive and
responsive to market changes.

4.9 Integration with Supply Chain Visibility Tools

Supply chain visibility tools powered by Al allowodistics managers to link demand forecasts with
production and procurement schedules. Al-driverhbaards display real-time metrics, enabling seasnles
coordination across the supply chain. Enhancedbilitgi also improves stakeholder collaboration, wirgg
alignment between demand forecasting and supply exacution.

4.10 Enhanced Collaboration Across Stakeholders

Al-driven platforms facilitate better communicati@md collaboration among supply chain stakeholders.
These platforms integrate real-time demand forewastith supplier, distributor, and retailer systeto
ensure alignment and mitigate delays. Collabordidrecasting ensures that all stakeholders opavite
consistent and accurate data.

4.11 Autonomous Decision-Making

Al-enabled systems are now capable of autonomociside-making, leveraging real-time demand data to
adjust production schedules, reroute shipmentsieorder inventory without human intervention. This
reduces response times and enhances supply chbip. &pr example, autonomous systems can identify
and react to sudden demand surges caused by uaglawents such as natural disasters or viral magket
campaigns.

5. Benefits of Al in Demand Forecasting for Logistics

Improved Forecast Accuracy: Al algorithms outperform traditional statisticalethods, offering
predictions with higher precision.

Enhanced Supply Chain ResilienceReal-time insights mitigate risks and disruptioeasuring
continuous operations.

Cost Efficiency: Optimized inventory and resource allocation redojgerational costs and improve
profitability.

Scalability: Al solutions adapt to increasing data volumes @rdplexity, making them suitable for

growing businesses.
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Customer Satisfaction: Accurate demand forecasting ensures product #&#tyaand timely
delivery, enhancing customer experiences.

Proactive Risk Management:Al identifies potential supply chain disruptioralowing preemptive
actions to mitigate risks.

Better Sustainability Practices: Predictive analytics reduce waste by aligning pobidn with
actual demand, supporting corporate sustainalgitgls.

Increased Competitive Advantage:Businesses leveraging Al in demand forecastingerfrm
competitors in agility and efficiency.

Streamlined Operations: Real-time forecasting ensures alignment betwegistios and production,
minimizing inefficiencies.

Environmental Benefits: By optimizing resource usage and transportatioh,céntributes to
reduced carbon emissions and promotes eco-fridogigtics practices.

6 allenges in Implementing Al for Demand Forecastig
Despite its potential, Al implementation faces hesd

Data Quality and Availability: Inconsistent or incomplete data affects forecgstitcuracy.
Effective data governance is crucial for Al success

Complexity and Cost: High costs and expertise requirements for Al aidoptdeter smaller
enterprises from integrating Al solutions.

Integration Issues: Challenges in integrating Al with existing systearsl workflows may lead to
inefficiencies.

Regulatory and Ethical Concerns:lssues around data privacy, algorithmic bias, etiical Al
usage need to be addressed.

Scalability of Al Models: Adapting Al systems to diverse market conditiond andustries requires
significant effort and customization.

Resistance to ChangeEmployees and managers may resist adopting Aedrsystems due to lack
of understanding or fear of redundancy.

Cybersecurity Risks: Increased reliance on Al may expose logistics afjmars to potential
cyberattacks, necessitating robust security measure

Training Requirements: Continuous training is necessary to ensure staifaffectively utilize Al
systems and maximize their potential benefits.

6. Case Studies

6.1 Amazon: Al in Demand Forecasting

Amazon utilizes machine learning models to prediemand and optimize inventory. The company’s
proprietary Al tools analyze customer behavior, theapatterns, and market trends for precise fatewn
By leveraging Al, Amazon has successfully reducelivdry lead times and improved customer satiséacti
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6.2 UPS: Al in Logistics Optimization

UPS integrates Al in its On-Road Integrated Optatian and Navigation (ORION) system, forecasting
demand for efficient route planning and packagevepl. ORION’s Al algorithms analyze up to 250
million data points daily, optimizing delivery rag and reducing fuel consumption.

6.3 Zara: Al-Driven Inventory Management

Zara employs Al for real-time demand forecastingatgn production and inventory with consumer
preferences, reducing lead times and overstocldaga’s Al system uses point-of-sale data and custom
feedback to adapt quickly to changing fashion tsend

6.4 Walmart: Predictive Analytics for Stock Managenent

Walmart employs predictive analytics to manage tmegy levels across thousands of stores. By analyzi
real-time data from sales and supply chains, Walerasures high availability while reducing excesgls,
particularly during seasonal peaks. Walmart's Adteyns also adjust staffing levels based on foreddsbt
traffic.

6.5 Maersk: Al in Freight Demand Prediction

Maersk uses Al to predict freight demand based istotical data, port congestion levels, and ecocomi
trends. This has enabled the company to optimizppsiy routes and capacity planning effectively.
Maersk’s Al models also help reduce emissions bgdasting optimal container loading configurations.

6.6 Coca-Cola: Al for Supply Chain Synchronization

Coca-Cola integrates Al into its supply chain opieress to forecast demand across different mark&ys.
leveraging machine learning, the company alignslgpection schedules with regional demand variations,
ensuring timely delivery and minimizing waste.

6.7 Toyota: Al in Just-In-Time Manufacturing

Toyota incorporates Al to enhance its just-in-timanufacturing system, ensuring that components are
delivered precisely when needed. By forecasting atemaccurately, Toyota minimizes inventory costs
while maintaining production efficiency.

6.8 Alibaba: Al-Driven E-Commerce Logistics

Alibaba utilizes Al in its logistics network to et order volumes and optimize delivery routes.dmart
warehouses, powered by Al, handle millions of pgekadaily with minimal human intervention, ensuring
rapid order fulfillment.
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Future Trends and Opportunities
The future of Al in demand forecasting for logistis marked by advancements in:

Al and loT Integration: loT devices provide real-time data for Al-drivensights, enabling
predictive maintenance and demand sensing.

Edge Computing: Reducing latency by processing data closer t®atsce, enhancing real-time
decision-making capabilities.

Explainable Al (XAl): Enhancing transparency in Al decision-making psses, increasing trust
among stakeholders.

Al-Powered Autonomous Systems:Drones and autonomous vehicles for real-time deman
fulfillment promise faster and more efficient logis operations.

Sustainability Initiatives: Al-driven demand forecasting minimizes waste aadbon footprints,
supporting eco-friendly practices.

Hyper-Personalization: Al tools will enable companies to customize logstsolutions based on
individual customer needs, enhancing customerfaatien.

Blockchain and Al Synergy: Enhancing data security and accuracy in forecgstindels through
immutable ledgers.

Real-Time Collaborative Platforms: Integrating Al tools with real-time communicatiptatforms
for seamless supply chain collaboration.

Al-Driven Network Optimization: Al will enhance logistics network designs, ideyitily optimal
hub locations and minimizing transit times.

Integration with Augmented Reality (AR): AR tools combined with Al forecasting can improve
warehouse operations and inventory visualization.

Enhanced Cybersecurity Measures:Al-driven cybersecurity tools will protect logis§ systems
from potential threats, ensuring data integrity apdrational continuity.

Quantum Computing Applications: Quantum Al will provide unprecedented computatlguaver,
solving complex forecasting challenges in logistics

7. Conclusion

Artificial Intelligence transforms real-time demafatecasting for logistics operations, enablingibesses

to adapt to rapidly changing market dynamics. Blgaging accuracy, efficiency, and responsiveness, A
addresses critical challenges in logistics managénide incorporation of emerging technologies sash
IoT, blockchain, and edge computing further bokstdre potential of Al. While implementation hurdles
persist, ongoing advancements in Al technologies iaoreased adoption signify a promising future for
logistics operations. Companies that embrace timesevations will gain a competitive edge in the dgmc
global marketplace.
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Abstract:

Since its introduction in 1984, Kano's model ofrattive quality (Kano et al., 1984) has grabbed the
attention of many marketing practitioners and ragesrs from a wide range of industries, and ha$vedo
into one of the most popular service quality (SQ@deis off the traditional SQ theory mainstream,alihis
pre-dominated by PZB (Parasuraman, Zeithaml andyBéKumar, S., 2023) and several other authors.
Despite the fact that the model originates from Japanese production sector, it has been sucdgssful
implemented and empirically tested in numerous istu@cross various service settings (e.g. Fuchs and
Weiermair, 2004). Research Objective:The purpose of this paper is to review the Kanaehditerature

in order to provide marketing researchers withfaremce guide, specifically with regards to theteashand
focus of previous studies, and the different methagical approaches for the assessment of therelifte
Kano factors. Finally, the paper proposes the &utlirection to be used in Industry 6.0 of Kano nidideed

on the citation networks and research topics.

Keywords: Kano model, quality, customer satisfaction, Indy$t0

Introduction
The Kano model has emerged into one of the mostlpomuality models nowadays. It has grabbed the
attention of many marketing practitioners and redeaxrs who are involved in product or service
development projects and who are trying to iderttityse product/service features that representkiegrs
of customer satisfaction and dissatisfaction(Kun$ay,2023). One of the major assumptions of theoKan
model is that certain product/service attributesa(y elements) primarily have an impact on cregti
satisfaction, while others primarily have an impantcreating dissatisfaction. In the marketingréitare,
which is not based on the Kano model, this is ofeferred to agsymmetric impact on overall customer
satisfaction(OCS). Furthermore, the Kano model assumes thasdhee product/service attributes, which
show an asymmetric impact on OCS, have a varyingagh OCS, depending on their current level of
performance. This is also referred to magnlinear impact on OCSCorrespondingly, in the model
product/service attributes are classified into fiviéerent categories of quality elements, depegdin their
character of impact on OCS (Table 1).

Table 1: Five categories of quality elements
Quality elements Definition
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Attractive quality elements When fulfilled, theyoprde satisfaction, but
when not
delivered, they do not cause dissatisfaction,
because they are
not expected by the customer (asymmetric
impact on OCS).

An increase in fulfilment
(performance/positive
disconfirmation) results in an

over-proportional increase of

satisfaction (nonlinear impact on OCS).
One-dimensional quality elements Quality elememtst tresult in satisfaction
when fulfilled and
in dissatisfaction when not fulfilled
(symmetric impact on
OCS). An increase in fulfilment
(performance/positive
disconfirmation) results in a proportional

increase of
satisfaction, whereas a decrease in fulfilment
results in a
proportional decrease of satisfaction (or
increase of
dissatisfaction).

Must-be quality elements Quality elements that Itasudissatisfaction
when not

fulfilled (or not delivered at a satisfactory
level), because the
customer takes them for granted. But when
fulfilled
(delivered at a satisfactory or higher level)
they do not result
in satisfaction (asymmetric impact). (A
decrease in fulfilment
results in an over-proportional increase | of
dissatisfaction (or
decrease of satisfaction) (nonlinear impact on
0CS).

Indifferent quality elements Quality elements theatsult neither in
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satisfaction nor
dissatisfaction, whether fulfilled or not.

Reverse quality elements Quality elements thatlr@swlissatisfaction
when fulfilled
and in satisfaction when not fulfilled.

Theoretical background

In the late 1950s, American behavioral scientistderick Herzberg conducted research on what matters
people would be affected and how these mattersa@laje in people’s emotions during their work (Kamn
S., 2023). Through in-depth investigation, he fodhdt matters that make people feel satisfied dre a
belonging to work content, and matters that makepjeefeel dissatisfied with their work are all work
environment or relationship. He calls the formettesincentive factor, the latter is called theltetactor
(Kumar, S., 2023). He believes that the methodrgiroving people’s job satisfaction should be coradin
with two factors. Not only playing the positive €obf incentives, but also developing strategieshfealth
factor at the same time, only in this way can etmté negative effects and achieve the maximum
satisfaction of workers. Hertzberg’s theory of naation is also called two-factor theory. Kano egtiated
Herzberg’s two-factor theory and developed a meal@entify the quality attributes that influencestomer
satisfaction, and suggested a non-linear relatiprisitween them. The Kano model can be used tdifgen
and classify the quality attributes based on timapact on customer satisfaction into must-be, etitra,
one-dimensional, reverse, and indifferent attribotdegories (Kumar, S. , 2024). The Kano model
transforms the specific attributes of products aedvices into the benefits of customers. Basedhen t
detailed classification of quality factors, it see&nd understands the customer’s attitude towdrelset
interests to guide the company’s relevant managedesisions in quality management, product inn@rati
and service design. The field has received exteraitention and practical application. Howeverhwiiie
application of practice and the development ofteeldheories, more and more scholars have discovbat
Kano model itself has some defects, such as the Kaodel itself belongs to qualitative analysis noel)
classification criteria relatively subjective. Imder to enhance the management of the Kano modgiein
role of support in practice decision, a large numbiescholars have carried out related researcm fro
different perspectives, but the research directamesnumerous and complex, and the research resalis

a state of jungle, making it difficult to judge tineain line of its development and evolution (Kum@r,
2024). In order to seek breakthrough points, soni®lars have combed and summed up the relevant
research of the Kano model: Josip (2007) revievnedrélevant literature of the Kano model in markgti
research and application from 1984 to 2006, chapgi literature to analyze the Kano’s application
industry, the measurement methods of quality elesnemd difference of proposing types of Kano. Hekih
future research should focus on the precise qutditior classification method and conduct the eicalir
research. Lofgren (2009) extracted 33 papers fr@tillAform, Emerald, and ISI databases for combind a
analysis on selecting keywords as Kano, qualityedisions, attractive attribute, and customer satisia,
then made a suggestion for Kano model including dqelity dimensions and the wording of the
guestionnaire design, quality attribute classifaatto reflect the customer demand, the specific
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classification method of quality attributes and lifeecycle type of quality attributes. Rashid (B)IKumar,
S., 2024) thought Kano model is widely used to yeakustomer requirement in product development. By
reviewing relevant research literature of Kano endficial to discovering further research trends an
directions, and proposed that combining the MorgddCsimulation method can circumvent the probldm o
missing data in the Kano model questionnaire sur8égin (2013) (Kumar, S., 2024) integrated andeda
the research literature of Kano from 1979 to 208 pointed out that only 10% of the literature as t
improve the weakness of Kano model. In this pathefresearch, Shain classified the related lilegainto
three categories based on the classification @itef the quality attributes. The quality attributesults
differ from every type of classification method digedifferent criteria. Shain also proposed a nean&
model can accurately access customer-related emaits, which divide the quality attributes inttrice
essential quality elements, necessary quality eMsnencomplete essential quality elements, incetepl
charm quality elements, attractive quality elemeatsl complete attractive quality elements. Ludrl&)
teased out relevant literature of Kano model strdyn 1998 to 2012 in the I1SI and Web of Science
databases, and focused on the analysis of 94 acagepers (Fifty-two articles were published in @0
SSCI journals). He found that during these 14 yehes number of relevant researches in the Kanoeinod
has been increasing, the research content hasdeepening, and the influence of the Kano modebeas
growing. Research contributors are mainly disteluin Asia, Africa, Americas and Europe. At the sam
time, he pointed out that there is a lack of syst#mliterature on the research and applicatiorKaho
model, causing the future research direction of Kearodel is foggy to grasp. Materla (2017) teased th
Kano model literature which applied to the medaad health service industry, publishing in ScieDaect,
Google Scholar, and Web of Science, setting theceeeeywords as “Kano model” "healthcare™service
quality” during the period from 2002 to 2016. Tledated literature found that the application of Keno
model in the healthcare industry is still immatuFe.improve the service quality of the healthcadustry,

it is necessary to integrate the Kano model witteotnethods (such as QFD, SERVQUAL, etc.) (Kumar, S
2024) to obtain customer demand information effedyi It can be seen that reviewing the relevaseagch
literature of the Kano model is conducive to diseravg the development trend and mainstream dineaifo
the theoretical research. However, there is stifick of research on the Kano model system in CHtoa
this reason, this article combs the relevant reseéiterature of Kano model through the visualiaati
software and carries out comparative analysis,epteshe development context of the current Kandeho
research, search the differences between domestitoeeign research, exploring the research dwadthat
Kano model can expand in the future.

Literature review Industry 6.0

Industry is defined as the production of goods services through the transformation of raw matersald
resources into valuable products. It involves theation of finished products or services throughiotes
stages of production that may include manufacturprocessing, assembly, packaging, and distribution
Industries have played a significant role in theremnic growth and development of nations throughout
history. They have contributed to the creation ofpyment opportunities, the development of new
technologies, and the improvement of living stadda®ver the years, the industrial sector has gmoeigh
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numerous changes, and each of these changes matelmed as an "Industry Revolution."

Industry 1.0: The Birth of the Industrial Revolurtio

Industry 1.0, also known as the first industrialaleition, began during the late 18th century arstield until
the mid-19th century. It was characterized by thdespread use of mechanized production, the uiibza

of energy sources such as coal and steam-powethargmergence of the first factories (Kumar, 8243.
This revolution allowed for mass production to bmeopossible and saw the emergence of the first
industrial giants such as the cotton mills andworks.

Industry 2.0: The Era of Mass Production

Industry 2.0 was marked by the introduction of gleity and the invention of new technologies sashthe
assembly line. This revolution led to increaseddpmtivity, efficiency, and quality in the produaticof
goods, as well as the emergence of new indusuigs &s the automobile industry.

Industry 3.0: The Rise of Automation

Industry 3.0, also known as the digital revolutimaw the use of electronic technologies to create
computer-based systems, robotic production lines] automated factories (Kumar, S., 2024). This
revolution allowed for the emergence of the intérae well as the development of new technologieb as
3D printing, big data, and cloud computing.

Industry 4.0: Automation and Digitization

Industry 4.0, also known as the fourth industriaalution, began in the early 21st century and is
characterized using automation and data exchargs.ré&volution has allowed for the developmenthaf t
internet of things (loT), artificial intelligencgnd machine learning. It has also enabled the ts2Do
printing, big data, and cloud computing.

The growth of Industry 4.0 is driven by severaltéas, including the need to increase productivity a
efficiency, the emergence of new technologies aghrtificial intelligence and machine learningd dhe
increasing use of the internet of things (IoT). Tise of automation and data exchange allows feerfasd
more accurate data processing, as well as incredfei@ncy in the production of goods. Additionalthe
development of new technologies such as artifiailligence and machine learning allow for more
efficient decision-making and problem-solving captés. Finally, the use of the internet of thingsT)
allows for improved communication and data-shakietyveen connected devices.

The Evolution of Industry 5.0: Humans and MachiWesking Together

Industry 5.0, also known as the Human-Tech parmgrsims to bring together the benefits of Indpgt0
with the human touch. It emphasizes the importarfdeuman creativity, innovation, and problem-sotyin
skills, while also utilizing advanced technologgesh as Al, robotics, and 10T. Industry 5.0 aimsreate a
work environment where machines and humans wodollaboration, with machines performing repetitive
and dangerous tasks while humans focus on morelesrapd creative work. This approach is expected to
lead to increased efficiency, productivity, and gattisfaction, while also promoting social respbitity and
sustainability (Kumar, S.).

The need for Industry 5.0 is driven by the needetmain competitive in the global market, as welklzes
increasing demand for increased efficiency, pragitgtand quality. Additionally, the use of advaikce
technologies such as cognitive computing, artificitelligence and machine learning allow for imped
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decision-making and problem-solving capabilitieswell as the potential for new business modelsr{&u
S).

Unique characteristics of Industry 5.0:

Collaboration : Industry 5.0 emphasizes the importance of collatiam between humans and machines.
This means that humans and machines will work tegeto achieve common goals, with each one
complementing the other's strengths and weaknesses.

Customization industry 5.0 is characterized by the customizatibproducts and services. This means that
products will be designed and produced based onsgieeific needs and requirements of individual
customers.

Sustainability : Industry 5.0 places a strong emphasis on sustiéitpafihis means that manufacturing
processes will be designed to reduce waste ananziaithe impact on the environment.

Decentralization :Industry 5.0 emphasizes decentralization, withoeu$ on distributed production and
manufacturing. This means that production will beser to the point of consumption, reducing thednes
transportation and logistics.

Flexibility : Industry 5.0 emphasizes flexibility, with the atlyilto quickly adapt to changing market
conditions and customer needs. This means that fanegtoung processes will be designed to be easily
reconfigured and adapted to meet changing demands.

Industry 5.0 is a revolutionary advancement initiwistrial sector, with the potential to drastigathprove
productivity, efficiency, and quality across varsoindustries. This revolution is characterized Isng
advanced technologies such as artificial intellggmachine learning, and the internet of thing3)l The
prospects of Industry 5.0 are promising, as theofisglvanced technologies and automation will cargito
improve productivity and efficiency across variouslustries. Additionally, the development of new
technologies such as blockchain, quantum compusind,advanced robotics will allow for the potentai
new business models and the development of newupt®@Kumar, S.). Overall, Industry 5.0 is focused
creating a more sustainable, collaborative, andoousr-centric manufacturing environment that legesa
the strengths of both humans and machines.

Industry 6.0: Advancements and Challenges

Industry 6.0(Future Concept), also known as thehsirdustrial revolution, is characterized by using
advanced technologies such as quantum computirdy,nanotechnology over the pre-built Industry 5.0
architecture. These technologies will enable mdiecient and effective solutions to solve complex
problems, as well as the potential for new busimesdels.

The use of Industry 6.0 technologies will also pevthe potential for advanced robotics, and ireeda
safety and security in production and manufacturprgcesses. Additionally, the use of blockchain
technology will enable secure and reliable dataisgaand communication between connected devices, a
well as the potential for new economic models. ridtiely, the use of Industry 6.0 will continue to
revolutionize the way we produce, manage, and aoasgoods, services, and information but as with any
technological advancement, Industry 6.0 may als@ lsmme potential drawbacks or negative impacts.
Addressing the Drawbacks of Industry 6.0: Strategied Solutions

The advent of Industry 6.0 presents a multitudeclwdllenges that require substantial investmenthén t
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development of technological, social, and econamfi@structures to ensure their smooth integratiga
society. The development of new technologies andnaation is likely to have a profound impact on
employment, with many jobs being rendered obsotmtetransformed. This may exacerbate existing
inequalities in society and result in job displaestfor many people, particularly those with lowarels of
education or training. Additionally, the widespreadbption of Industry 6.0 technologies may alsaltaa
increased environmental degradation, resource fti@pleand pollution, which could have serious
consequences for future generations. To addrese tbleallenges, policymakers must take a proactive
approach to ensure that Industry 6.0 is implemeimead socially and environmentally responsible neann
This may involve the implementation of new reguas and policies aimed at mitigating the negative
impacts of automation and ensuring that the benefitechnological progress are shared equitabigsac
society.

Potential directions for Industry 6.0 could involw@vancements in areas such as:

1. Biotechnology Integration:Further integration of biotechnology into induskriprocesses, including
bioengineering, biomanufacturing, and bioinformstic

2. Sustainable and Circular Economy Practic&reater emphasis on sustainable manufacturinctipes,
resource efficiency, and circular economy modelsit@imize waste and environmental impact.

3. Quantum Computing and Quantum Technologidfilization of quantum computing and other quantum
technologies to solve complex optimization probleerthance data security, and revolutionize comjmumtat
capabilities.

4. Advanced Robotics and Autonomous SysteBevelopment of more sophisticated robotics and
autonomous systems capable of handling complexs fasttiverse industrial settings.

5. Augmented Reality (AR) and Virtual Reality (VBjpanded use of AR and VR technologies for trgnin
maintenance, design, and collaboration in indusgttings.

6. Advanced Materials and Nanotechnologgontinued development of advanced materials and
nanotechnology for applications in manufacturintgrgy, healthcare, and other industries.

7.Decentralized Manufacturing and 3D Printingncreased adoption of decentralized manufacturing
models enabled by advancements in additive manufagt (3D printing) and distributed production
networks.

8. Cyber-Physical Systems and Digital Twidstegration of cyber-physical systems and the gpdead
adoption of digital twin technologies for real-timenitoring, optimization, and predictive mainteoan

In summary, Industry 6.0 is a futuristic industrigat transcends previous revolutions, emphasizing
sustainability, intelligence, and holistic integoat Its impact will be profound, shaping the wag work,
interact, and live in the coming decades.

Assessment of Kano quality elements

Kano method

Besides their model, Kano et al. (1984) (Kumarin89duced a methodology for assessing the difteren
quality elements. The authors use a questionnia@teconsists of functional and dysfunctional questifor
each product/service attribute, whereas the oldadeda is analysed by means of a special evaluation
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table(Kumar, S.). Since its introduction, numeraughors have employed the Kano method, particularly
the field of TQM, where the Kano categorisationattributes is applied in order to adjust improvemen
ratios in quality function deployment studies (QRMatzler and Hinterhuber, 1998; Tan et al., 1988en

et al., 2000; Tan and Shen, 2000; Tan and Pavi@@@l; Pawitra and Tan, 2003). Pawitra and Tan (R003
further suggest the integration of SERVQUAL (PZB8%) into Kano/QFD studies.

CIT and analysis of complaints

The method that Herzberg (1959) applied to iderttily M-H factors of work satisfaction was tbetical
incident techniqugCIT). This technique has been widely used by sdwather researchers who aimed to
explore a similar existence pfimarily satisfyingandprimarily dissatisfying attributesf various products
(e.g. Hausknecht, 1988; Maddox, 1981; Swan and Gpfl/6) and services (e.g. Johnston, 1995; Béner
al., 1990; Smith et al., 1992; Johnston and Siteest990; Silvestro and Johnston, 1990; Stauss and
Hentschel, 1992). Similarly, some authors applyaaalysis of complaints and complimefds the same
purpose (e.g. Cadotte and Turgeon, 1988; FrimarEandrdsson, 2003; Oliver, 1997). Despite the tlaat
the mentioned studies do not originate in the Kiawodlel, Kano-authors frequently make referencebemt
and some refer to both CIT and analysis of comfdaamd compliments as qualitative data-based mesthod
for exploring Kano quality elements (e.g. Matzleak, 2002).

Regression analysis with dummy variables / Peralyard contrast analysis

Several other studies from the customer satisfaditerature, that are not based on the Kano mautel,
frequently referred to within the Kano model comtdut having a different research focus (e.g. afliind
Baldasare, 1996; Mittal et al., 1998; Anderson khital, 2000; Yi and La, 2003). The major differenof
these studies, in contrast to Kano studies, is tltatis primarily hypothesised negative
performance/disconfirmation to have a stronger ichjpa OCS than positive performance/disconfirmation
whereas Kano studies hypothesise the existenceertditt product/service attributes that have either
stronger or a weaker impact on OCS, in cases oativegor positive performance/disconfirmation. An
explanation of the reason why these two researelarsts “crossed” might be similarities in their s
objectives, but more likely it is the specific mathof data analysis that is applied in both typlestadies,
namely, regression analyses with dummy variablés. first group of authors uses it to test the asginyn

of positive and negative performance/disconfirmatiovhereas several Kano authors apply it for the
assessment of different Kano quality elements. firseones to introduce this kind of analysis i thano
literature were Matzler and Sauerwein (2002), wihexeby refer to the methodology used in a customer
satisfaction study with transport services condiitte Brandt (1987) 15 years earlier. In his stuglgndt
applied a multiple regression analysis on attribegésfaction related to OCS, using two sets of miym
variables, one for extremely high, and the othereixtremely low ratings of attribute satisfacti@drandt
identified penalty, reward- and hybrid factors analogously to Kano'snust-be, attractive and linear
guality elementgnot referring to Kano). Hence this kind of anatys@ frequently termeg@enalty-reward
contrast analysi$PRCA) in the Kano literature.

Importance-grid analysis

Another frequently used empirical approach for #ssessment of different Kano quality elements és th
importance grid analysi§iGA), a technique that was first introduced by Kay1997). IGA makes use of
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explicit and implicit ratings of attribute importeg Explicit importance ratings are obtained diyefiom

the customer (e.g. direct rating-, constant-sunamking scales) while implicit importance ratings ar
derived by regressing attribute performance agaangtobal measure of performance (e.g. OCS). Most
authors use standardised beta coefficients frontipleilregression analyses (Fuchs, 2002; Matzler and
Sauerwein, 2002; Matzler et al., 2002; Peters, 2@ifsacca and Padula, 2005) and partial correlation
coefficients (Matzler et al., 2002, 2003; Fuchs &weiermair, 2003, 2004; Bartikowski and Llosa, 2004
while some use Pearson- (Matzler et al., 2002)p@aBnan rank order correlation coefficients (Matze

al., 2002).1 Both measures of importance then apcted along the x- and y-axis of a two-dimensiona
grid, which is, in the next step, being dividedimbur quadrants, most frequently by means of grardns

of implicit and explicit attribute importance sceré®epending on the positionings of attributesne of the
four quadrants, the identification of different Kafactors is being made. As its methodology resemtiie
one of the importance-performance analysis (Mart@hd James, 1977), some authors refer to IGA as an
“advanced version” of IPA (Bartikowski and LlosaOQ%). But the objectives of the two analyses are
completely different. The purpose of IPA is to difg infer improvement priorities from the attrilest
positionings in the grid, based on the currentll@fgerformance, whereas IGAs primary objectigetd
identify the different Kano quality elements, fohih, in a further step, improvement priorities das
inferred by analysing their current level of penmfiance. Concerning the use of IPA, some use it in
combination with IGA (Martensen and Gronholdt, 2D01 other Kano assessment methods (Yang, 2003),
whereas several Kano authors pinpoint the problepotentially misleading implications from IPA, &
technique assumes symmetric and linear relatioesbhigtween attribute level performance and OCS
(Matzler and Sauerwein, 2002; Matzler et al., 200304; Fuchs and Weiermair, 2003; Eskildsen and
Kristensen, 2006).

Comparison of empirical assessment methods

Summing up, besides the Kano method (KM), both PREBAIGA represent the most commonly employed
empirical assessment methods in the Kano literaNegertheless, convergent validity between thehouxt
has not yet been confirmed. Furthermore, authois idve tested the convergent validity between 1Gé a
PRCA frequently criticise the use of IGA and sugdbs use of PRCA (Matzler and Sauerwein, 2002hBuc
and Weiermair, 2003; Busacca and Padula, 2005xh®mwne hand, they argue against IGA because of the
lack of a stringent theory that would explain whifaetent Kano factors could be assessed by comgarin
implicit and explicit importance scores. On theasthand, they argue that attribute importance (ertpl
importance) should be regarded as a function obate performance. Thus the use of static andaaeer
implicit attribute importance measures, in ordens$sess different Kano quality elements, would niban
one of the major assumptions of the Kano modeleisip neglected, i.e., the asymmetric and nonlinear
relationship between attribute level performancd &CS. Within this regard, PRCA seems to be a more
appropriate method, as the impact of attributetlpeeformance on OCS is assessed for extremelytivega
and for extremely positive ratings. When analyshglies that employ IGA and PRCA, one can alsacaoti
that PRCA is usually applied to smaller numbergrofduct/service attributes compared to IGA. Thesoea

is to be sought in the problem of multicollinearitshich is two-fold in PRCA. One the hand, two eggion
coefficients are calculated for each attribute. @ other hand, the use of large numbers of atafou
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exponentiates the risk of inter correlations ampreglictor variables, which can cause severe diffesiin

the interpretation of PRCA results. Hence somea@satkemploy a factor analysis before applying PREA t
the data (Matzler et al., 2004a; Fuller et al.,&@00Vith regards to the different types of regressanalyses
that are used in order to assess the different Kgunality elements, almost all authors use multiple
regression with dummy variables, only one studyeported that employs hivariate regression with
dummy variables (Ting and Chen, 2002), and one ukat aShapely valugegression analysis, which is
frequently applied in game theory studies (Conktial., 2004).

Literature overview of Kano Model
An overview of the reviewed literature on the Kammdel is given in Table 2, encompassing authors
(Column 1), industry (object) of research (Column tke employed assessment method of Kano quality
elements (Column 3) and information on whether dbgresponding authors define the Kano model as a
model of quality (Q), satisfaction (S), customegueements (CR) or customer needs (CN) (Columrirng).
total 46 articles/books were analysed.

Table 2: Research studies and conceptual papetedtano model

Author Industry Assessment of Kano | Model
quality elements type

Kano et. al. (1984) technical products Kano metfkdd) Q

Brandt (1987) transport services Penalty-rewardresh| -
analysis (PRCA)

Schvaneveldt et al.mass market servicesKkM Q

(1991)

Berger et al. (CQM) technical products KM CR

(1993)

Fong (1996) conceptual paper Suggests the use off KR

in combination with a
self-stated importance
guestionnaire.

Lee and Newcombscience research KM CR
(1996) program
Matzler et al. (1996)| sports products KM Cs
Chikara and information system KM n.a.
Takahashi (1997)
Vavra (1997) conceptual paper | Importance grid Q
(book) analysis
(IGA)
Huiskonen and customer service functional/dysfunctiona)
Pirttila (1998) guestions (KM)
Matzler and sports products KM CS
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Hinterhuber
(1998)
Tan et al. (1999) IT (web page) KM CS
Shen et al. (2000) conceptual paper KM n.a.
Tan and Shen (2000) IT (web page) KM n.a.
Martensen and employee satisfactionlGA Q
Gronholdt (2001)
Sa and  Saraivaservices KM CR
(2001) (Kindergarten)
Tan and Pawitratourist destination KM n.a.
(2001)
Erto and Vanacorehotel service quality | not clear; use a Q
(2002) probabilistic approach

to

measure SQ
Fuchs (2002) tourist destination IGA CS
Matzler and| internal IT| IGA; PRCA CS
Sauerwein (2002) | department
Matzler et al. (2002) | internal ITIGA (test thel n.a.

department convergent

validity of IGA with 4

different implicit

importance measures)
Ting and  Chen services regression analysis withQ
(2002) (hypermarket) dummy variables for

each attribute
Fuchs and Weiermaljrtourist destination IGA; PRCA CS
(2003)
Yang (2005) technical products KM Q
Eskildsen and employee satisfactiopregression analysis CS
Kristensen between attribute
(2006) performance and

attribute

importance
Fuller et al. (2006) tourist destination PRCA CS
Jonsson Kuvist angdtourism n.a. CN
Klefsjo
(2006)
Lila and Wiklund| conceptual paper - Q
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(2006)

Riviere et al. (2006) | food products two-sequenaesamer| CS
test which considers the
Kano model

Need of Industry 6.0

In the current landscape shaped by the COVID-19gauic , the global challenge of meeting customer
demands for goods, services, and essential iterssbBaome increasingly complex. This crisis has
compelled manufacturers, organizations, and semiogiders within the automotive industry to reasse
their production strategies, service delivery madras, customer engagement approaches, supply chain
networks, circular economy practices, product irdgégn, green initiatives, and digitalization etfor
Throughout the history of industrial revolutionsdustries have demonstrated their adaptabilitycapacity

for significant transformation. Enterprises are rmised to embrace this ongoing evolution towatiisate
neutrality and enhanced digital governance in adyn and predictable environment. This revoluti®iset

to establish a lasting connection between the WorlEsponse to climate change and environmensgs;ri
prompting proactive measures to mitigate globadks in the future.

Result & Findings: Kano Model Research Future Outlamk

This paper makes a prospect for the future devebopraf the Kano model on the basis of the stadiktic
analysis of the literature on the Kano model. Stadyintegration and application of Kano model atttko
methods. The Kano model is essentially a reseagthad for obtaining and classifying relevant eletaef
customer need. The acquisition and effective diaasion of customer need are the basis for congsato
design products and services, improve product andce quality. To improve Kano decision suppoféya

is necessary to carry out the integration of Karomleh and other methods. In addition, from the nevid
the literature in this article, this direction hashieved certain research results and is also armegearch
trend in the future. The current literature maimmyolves the integration of QFD, SERVQUAL modelAlIP
analysis, and fuzzy theory, which greatly expanids practical application of the Kano model. The
combination of other methods, such as TRIZ (inniovatproblem invention theory), FMEA, Cluster
Analysis Method, and Multivariate Adjustment andgRession Analysis carries out effective acquisitdn
customer demand elements, customization and reéil@sgification, charm demand element mining aed th
relationship between Kano model customer satisfactind product performance relationship function
fitting will undoubtedly have a broad prospect fmrfecting the Kano model related theory and furthe
improving its decision support role. Study on impng the accuracy of the classification of quality
elements in Kano model. The Kano model provide®tao$ structured methods for detectingnon-linear
relationships between customer satisfaction andymoperformance, and has important guiding vabre f
management practices.
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KANO MODEL
INDUSTRY 6.0

Figure 1 :- Conceptual futuristic Kano Model for Industry 6.0

Conclusion

However, whether the Kano model questionnaire,Ktheo model classification table, or the Kano model
final classification results table will have somefetts in the process of application, such as the
guestionnaire is too formatted and emphasizes glesianswer; Different question wording affects the
respondents; The Kano model classification tabteassimple and indifferent quality elements am@ neany;
The final classification results table emphasizesednining the final classification according toeth
frequency and so on. Only above problems are spleash the quality elements achieve refined
classification. Therefore, it is necessary to cauy relevant research from multiple perspectivasluined
with multidisciplinary theories of psychology, ssdics, design and so on.

Managerial & future Implications: Study on the dynamic evolution of the life cycfegoality elements in
Kano model. As Dr. Noriaki (2001) said, the quafiigtor classification result of Kano model willarige
dynamically, and it would have a life cycle chaedistics, but it needs to combine different scersatb
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conduct research. In addition, Martin (2008) alsoppsed that life cycle-related research on thditgua
elements of the Kano model is an interesting igsueharisma quality theory research. Scholarsoahén
and abroad combined with different industry sitoiasi and enterprise characteristics, and discudsed t
dynamic evolution of the life cycle of quality elents, and proposed two life cycle modes: successful
quality attribute life cycle model (I-A-O-M) andadiility life cycle model (I-O-I). Therefore, in tHeture,

we can consider extending the search scope ofatabase, language constraints of loose documends, a
further analyze the evolution path of Kano fronfeliént perspectives to more accurately grasp theareh
dynamics of the Kano model.
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Abstract

Within all types of organizations, within the coersf implementation of job duties, achievement of
organizational goals and carrying out the ovenatictioning of the organizations in an effective meam
there are occurrence of impediments. The impedisneaty take place in a major as well as in a mioonf
These need to be prevented from giving rise tolprob within the course of implementation of jobidsit
The employees need to identify the causes of tharoence of impediments. They need to be well-\kise
terms of methods and procedures to curb the impadsn Furthermore, they need to be prevented from
assuming a major form. The employees put into djerahis task on one’s own as well as through
obtaining support and assistance from others. Tier asnembers are, supervisors, colleagues and gerplo
All the members need to work in collaboration aniggration with each other in curbing the impeditaen
This task may be time consuming or may require &@ssunt of time. But the implementation of appraf&i
strategies and methods will facilitate this jobydurt a well-organized manner. There are numberofoirs
in terms of impediments take place, i.e. job dytiessponsibilities, methods, strategies, procedures
infrastructure, amenities, facilities, other indiwvals and the overall environmental conditions. The
impediments need to be alleviated, when the indaisl are wholeheartedly determined towards gewerati
of desired outcomes. Therefore, it can be statexletmployees have an important role to play iniogrb
impediments. The main concepts that are takenaictount in this research paper are, roles of ereployn
curbing the impediments, factors regarding whiclpediments occur within employment settings and
curbing impediments is advantageous to the emp#gad organizations.

Keywords: Abilities, Employees, Impediments, Job Duties, bidthOrganizations, Skills

Employees are regarded as the assets of the cajanz They are required to make use of their
educational qualifications, competencies and &slitn the implementation of job duties, achieventn
organizational goals and in leading to overall tioring of the organizations in an efficient manrieis
comprehensively understood within the course ofipgtinto operation job duties there are occurreoice
impediments. These may take place in a major @ minor form. Hence, the employees need to play an
important role in curbing the impediments. The esypks need to make use of their skills, abilitied a
aptitude to curb the impediments (The Employee'®R2021). The employees need to communicate and
participate in various tasks and activities. Thegad to interact with colleagues and supervisorghis
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manner, they will be able to contribute signifidgnih augmenting their knowledge and understanding.
Furthermore, impediments will be curbed and presgnfrom assuming a major form. Therefore,
participation and communication of the employeeggarded as indispensable in curbing the impedisnen

The employees need to conduct research on redudais in terms of their job duties and
responsibilities. This needs to take place throughtioeir jobs. The main aim of conducting reseascto
augment information in terms of methods, procedaretstrategies. These need to be put into oparitia
well-ordered and satisfactory manner to do webme’s job duties. Furthermore, the desired outcomwiés
be generated. The research is conducted througimghake of various sources, i.e. books, articlegorts,
projects, other reading materials and internet Mh&mployee Role? 2021). The employees need to pu
emphasis on honing of problem-solving skills. Thekids will facilitate in providing solutions toarious
types of problems. Furthermore, these need to &eepted from giving rise to impediments. Theselskil
can be up-graded on one’s own as well as througairobg support from supervisors or colleagues. The
implementation of these skills would prove to bedieial to the employees as well as the orgaronadis a
whole. Therefore, conducting research on regulaisktend honing of problem-solving skills are regakrds
significant roles of employees in curbing the impsehts.

The employees are required to experience numbdiffafulties and challenges within the course of
putting to operation job duties and responsibdgitiBut they need to form positive viewpoints inmerof
various factors. As a consequence, they will whedetedly be determined towards the implementatfon o
job duties and achievement of organizational god¥hen the individuals are required to work with
demanding supervisors, in such cases, formatigositive viewpoints will prove to be beneficial tteem.
The employees should develop motivation towardsiiementation of job duties. Within employment
settings, they need to form the perspective tleit fbbs are facilitating in generation of inconsestaining
their living conditions in an effective manner aadhancing their career prospects. The superviswis a
employers contribute in development of motivationoag employees by giving of rewards, incentives,
increase in pay, promotional opportunities, pa&Véss, paid vacations and so forth. When the emptogee
overwhelmed by any types of impediments, the foimnmabf positive viewpoints and development of
motivation will prove to be favourable to them oncamprehensive basis. Therefore, it can be stated,
formation of positive viewpoints in terms of var®tactors and development of motivation are vitéés of
employees in curbing the impediments.

Roles of Employees in curbing the Impediments

It is comprehensively understood that within theairse of putting into operation job duties and
responsibilities, impediments take place in ternmisnember of factors, i.e. principles, policies, Bw
methods, strategies, approaches, procedures, aiateeichnologies, infrastructure, amenities, fiéed and
the overall working environmental conditions. Orfetlee important aspects that needs to be taken into
account is, the employees need to feel comfortaiilein the workplace. As a consequence, they wall b
able to concentrate on their job duties in a wallamized and satisfactory manner (Role of Employees
Organization Culture, 2021). All the members of trganization, irrespective of their job positiansthe
hierarchy need to work in co-ordination with eacthmen to curb the impediments, which have had
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unfavourable effects on the organization as a whaleereas, the employees are required to focuhi®n t
curbing of the impediments, which are giving risedetrimental effects on the implementation of e
duties. The employees need to inculcate the toditaorality and ethics in putting into practice itheles.
Roles of employees in curbing the impediments tted as follows:

Communication and Participation of the Employees

The employees are required to play an importarg nolcurbing the impediments. They employees
need to make use of their knowledge, abilities @ptitude to curb the impediments. The employeed tee
communicate and participate in various tasks aritvigdes. They need to interact with colleagues and
supervisors. In this manner, they will be able @aatdbute significantly in augmenting their knowtgdand
understanding. The implementation of effective camioation processes will enable the employees ti&wo
in co-ordination with others to curb the impedinserfurthermore, when they will participate in ottesks
and activities, particularly which are work-relateidnpediments will be curbed and prevented from
assuming a major form. It is the job duty of theeswisors and employers to encourage the partioipaif
the employees in various tasks, which would en#iden to not only curb impediments, but also enhance
their career prospects. Hence, communication anitipation of the employees is a task, which reade
significant contribution in curbing the impedimeni&herefore, communication and participation of the
employees is regarded as one of the indispensalele of employees in curbing the impediments.

Conducting Research on Regular Basis

The employees need to conduct research on regais im terms of aspects related to their job dutie
and responsibilities. This task needs to be potapieration throughout their jobs. The researdomiucted
through making use of various sources, i.e. boaki;les, reports, projects, other reading materaid
internet. On the internet, the individuals are abldind information in terms of all subjects, cepts and
factors. Hence, it is regarded as the prominentcgoun augmenting information in terms of ways tobc
impediments. The main aim of conducting researclioisasugment information in terms of methods,
procedures and strategies. These need to be pubpetration in a well-ordered and satisfactory nearia
do well in one’s job duties. Furthermore, the dasioutcomes will be generated and employees will
contribute in achieving organizational goals. Tlesearch will facilitate the employees in curbing th
impediments which take place within the coursengflementation of job duties and achievement of gjoal
Therefore, conducting research on regular basimés of the important roles of employees in curkimg
impediments.

Honing of Problem-Solving Skills

Problems are regarded as an integral part of thiegsional lives of the individuals. The varioupexds in
terms of which they take place are, job dutiegaasibilities, principles, policies, laws, methosategies,
approaches, procedures, materials, technologiftasiructure, amenities, facilities and the ovewadrking
environmental conditions. The employees need teepythasis on honing of problem-solving skills. Tehes
skills will facilitate in providing solutions to veous types of problems. Furthermore, these neeldeto
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prevented from giving rise to impediments. Thes#ss&an be up-graded on one’s own as well as tjinou
obtaining support from supervisors or colleagueBe Employees need to put into practice effective
communication processes with their supervisorscatidagues. In this manner, they will be able tgraant
their knowledge and understanding in terms of wewrifactors. Furthermore, problem-solving skillslwil
facilitate in providing meaningful solutions to w@us types of problems and impediments. The
implementation of these skills would prove to beatdageous to the employees as well as the orgamza
as a whole. Therefore, honing of problem-solvindlsks a significant role of employees in curbitige
impediments.

Formation of Positive Viewpoints in terms of varios Factors

The employees are required to experience numbeiffafulties and challenges within the course ofting

to operation job duties and responsibilities. Thase normally in terms of methods and procedurdseto
used. But employees need to form positive viewgointterms of various factors. When the job duéies
cumbersome, the formation of positive viewpoint$l enable the individuals to do well in their jolasd
achieve the desired goals. As a consequence ofafmm of positive viewpoints, employees will be
wholeheartedly determined towards the implementatibtasks and achievement of organizational goals.
When the individuals are required to work with dewfiag supervisors, in such cases, formation oftpesi
viewpoints will prove to be beneficial to them. Tresearch studies have indicated, that when sigmesvi
convey to the employees that they have limited timeomplete the job duties, they usually are foays
upon implementation of tasks, which prove to beaatizgeous. Therefore, formation of positive viewpoi
in terms of various factors is a crucial role ofpgoyees in curbing the impediments.

Development of Motivation

The employees should develop motivation towardsirtiigementation of job duties. The mind-sets of the
employees will get stimulated and they will develepthusiasm towards their tasks and activities.
Throughout the jobs of the employees, they neguit@mphasis on this factor. Within employmentisgs,
they need to form the perspective that their jotesfacilitating in generation of income, sustainittgir
living conditions in an effective manner and enhagctheir career prospects. The supervisors and
employers contribute in development of motivationoag employees by giving of rewards, incentives,
increase in pay, promotional opportunities, pa&l/és, paid vacations and so forth. When the empkogee
overwhelmed by any types of impediments, the folomabf constructive viewpoints and development of
motivation will prove to be favourable to them ocamprehensive basis. As a consequence, therbavdl
decline in the rate of absenteeism. Furthermorek \woessure will also not enable them to experieamte
types of impediments. As they will be wholeheagedbmmitted towards their job duties. Therefore,
development of motivation is a vital role of emmesg in curbing the impediments.

Implementing the Traits of Diligence, Resourcefulngs and Conscientiousness
Throughout the job duties of the employees, thesdrie implement the traits of diligence, resourlrefss
and conscientiousness. The reinforcement of thra#s will prove to be beneficial to the employessa
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comprehensive basis. They will be able to contabefficaciously in doing well in their jobs, achiey
organizational goals, meeting the expectationsheirtemployers, providing solutions to various typs
problems, curbing impediments and leading to uplagian of the overall structure of the organizasiofhe
methods and strategies can be put into operatioanirappropriate manner, when the employees pay
adequate attention towards reinforcement of thestst The employees are aware of the fact thdiay
need to generate the desired outcomes, they neeat temphasis on reinforcement of these traitstirieut
into operation all job duties, such as, workingassignments and projects, preparation of repoetsing
engaged in production and manufacturing processeésa forth, these traits would prove to be favblea
and worthwhile. Therefore, implementing the traitgiligence, resourcefulness and conscientiousiseas
meaningful role of employees in curbing the impesits.

Implementing Time Management Skills

The employees are overwhelmed by number of jobedutind responsibilities. They need to take out
sufficient amount of time for all of them. In thmplementation of these skills, priorities are assd@) The
tasks, which are more important are carried oudt, fivhereas, the tasks, which are regarded as less
important are given second preference. The indalglare able to avoid procrastination (Policy, Data
Oversight, n.d.). When the employees are overwhealbpyeany types of impediments, the implementation o
time management skills will prove to be favouratdgehem on a comprehensive basis. As a consequence,
they will not only be able to take out sufficiemhaunt of time for all the job duties, but they vk able to
curb impediments. When the employees have sufti@aerount of time available for all tasks, they néed
ensure, they concentrate on them in a well-organée disciplined manner. The employees normaby fe
satisfied, when they are able to curb impedimentgddévoting sufficient amount of time towards them.
Therefore, implementing time management skillsssiigable role of employees in curbing the impeditae

Utilizing Modern, Scientific and Innovative Methods

In the present existence, with advancements taklage and with the advent of modernization and
globalization, it is necessary to utilize modemiestific and innovative methods. The various typethese
methods are, utilization of maps, graphs, chamsges, pictures, models, designs, structures, @maoirth.

In all types of organizations, i.e. production, mfatturing, services, educational institutions,afinial
institutions and so forth, these methods are u3ée. utilization of these methods would prove to be
favourable to all the members as well as the olvsnalcture of the organizations. These methods tede
put into operation within the course of implemeiatatof job duties. As a consequence of putting theto
operation, the job duties can be carried out irefficient manner. Furthermore, the employees ale b
curb impediments. In some cases, the jobs cantgleted in less amount of time, whereas, in otlses,
they may be completed in more time. In the trairang development programs, the employees are igtpart
information in terms of utilization of these metlsod herefore, utilizing modern, scientific and inatve
methods is a noteworthy role of employees in cuyltive impediments.

Forming Cordial and Sociable Terms and Relationship with Others
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Throughout the job duties of the employees, theadrte form cordial and sociable terms and relatigss
with others. The other individuals are, employstgervisors and colleagues. The job duties carabed

out on an individual basis as well as in groupsrEwhen they are putting into operation job dutirsan
individual basis, still they are required to comnoate with others to generate ideas and viewpoints.
Formation of cordial and sociable terms and refesiops with others proves to be beneficial to the
employees to a major extent. The major benefiteBapced are, jobs are done well; employees meet th
expectations of their employers; methods are puat pmactice in an adequate manner; employees develo
motivation towards the implementation of job dutiesowledge, skills and abilities are augmentedgenn,
scientific and innovative methods are utilized; égpes incur the feeling of job satisfaction; ongational
goals are achieved; solutions are provided to uartgpes of problems; impediments are curbed ardatlv
structure of the organizations are up-graded. Taereforming cordial and sociable terms and refahips
with others is a role of employees in curbing tiédiments, which needs to be reinforced througtiaut
job duties of the employees.

Possessing the Abilities to Work under Stress

Within the course of implementation of job dutibere are occurrence of impediments. The employeed n
to make use of their knowledge, skills, and aletitto curb the impediments. They need to be wedirawn
terms of their job duties. When the employees arerwhelmed by any types of impediments, the
implementation of knowledge and skills will provelie approving to them on a comprehensive basia As
consequence, they will render a significant contidn in doing well in their job duties and curbing
impediments. The employees are aware of the fattiftthey need to do well in their tasks and gatethe
desired outcomes, they need to put emphasis oforegment of this aspect. Putting into operatidriygles

of job duties, such as, working on assignments @mjects, preparation of reports, getting engaged i
production and manufacturing of goods and so fdhis, aspect would prove to be constructive andulise
Therefore, possessing the abilities to work undiess is a role of employees in curbing the impedits,
which has rendered an important contribution irumiag the feeling of job satisfaction and in ratag the
jobs.

Factors regarding which Impediments occur within Enployment Settings

In all types of organizations, i.e. production, mgacturing, services, educational institutions,afinial
institutions and so forth, within the course of Iempentation of job duties there are occurrenceawsfous
types of impediments. The employees need to makeoftigheir educational qualifications, skills, and
capabilities to curb the impediments (EmployeesourYRights and Responsibilities, n.d.). The ocauree
of impediments are regarded as an integral patteoprofessional lives of the individuals. All theembers,
irrespective of their job positions in the hierarcheed to identify the causes of impediments. The
employees need to put emphasis on honing of skilts abilities on regular basis. These can be honed
their own as well as through obtaining support frotiners. In the training and development progratines,
trainers make provision of information, which wouldnder an important contribution in augmenting
knowledge, skills and abilities. Factors regardivigch impediments occur within employment settiags,
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job duties and responsibilities; principles, pagiand laws; methods, strategies and procedurdsriats
and technologies; infrastructure, amenities anditias and the overall working environmental cdiwhs.
These are stated as follows:

Job Duties and Responsibilities

Within the course of implementation of job dutieslaesponsibilities, there are occurrence of impedits.
These are related to methods and approaches aséigulme frame, materials and technologies arfdrsi.
When the individuals are to work with other indivads and they are not available on time, in otherds,
there is lack of effective communication processgh them, in such cases as well, there are occoeref
impediments. The employees need to make use of Kmmiwledge, skills, and abilities to curb the
impediments. They need to be well-aware in termgheir job duties and responsibilities. When the
employees are overwhelmed by any types of impedisnéime implementation of knowledge and skills will
prove to be favourable to them on a comprehensagsbAs a consequence, they will render a sigmtic
contribution in doing well in their job duties anturbing impediments. Therefore, job duties and
responsibilities are important factors regardingolvhmpediments occur within employment settings.

Principles, Policies and Laws

The overall functioning of the organizations taltsce in accordance to the principles, policies lams.
The individuals in leadership positions are veskdth the authority and responsibility of formulagin
principles, policies and laws. It needs to be ezduthese prove to be favourable to the employsesel as
the organization as a whole. These are formulate@rims of job duties, methods, strategies, proes;iu
sexual harassment, anti-discriminatory policiesia¢agights and opportunities; and in leading toctioning

of the overall working environmental conditionsan appropriate manner. When these are not forntulate
appropriately, there are occurrence of impedimd#ésce, it is of utmost significance for all the mizers

to follow the principles, policies and laws throogh their jobs. Therefore, it can be stated, ppled,
policies and laws are significant factors regardirigch impediments occur within employment settings

Methods, Strategies and Procedures

The various types of impediments do take placeiwithe course of utilization of methods, stratecaes
procedures. The utilization of methods, strategied procedures need to prove to be favourablel el
members as well as the overall structure of thamimations. These methods need to be put into tpera
within the course of implementation of job duti@s. a consequence of putting them into operatios jdb
duties can be carried out in an efficient mannertHermore, the employees are able to generatecaess
in terms of the measures to curb the impedimenteMthe methods, strategies and procedures aretput
practice in a well-organized manner, the employeiiscontribute significantly in doing well in thejob
duties and in curbing impediments. Therefore, we&ll-understood, methods, strategies and procedane
indispensable factors regarding which impedimentsuipwithin employment settings.

Materials and Technologies
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The materials and technologies are the key fagtoing well in one’s job duties and in achievitige
desired goals. The various types of impedimenttalle place within the course of utilization of nratks
and technologies. These are, difficulties in wilian of materials, lack of skills, breakdown ofhieologies
and so forth. All the members of the organizatieedto be informative in terms of methods of makieg

of them in an efficient manner. The utilizationtethnologies would facilitate the implementationjaib
duties in an efficient manner. Furthermore, the leyges are required to generate awareness in trthe
measures to manage them. When the materials ahdolegies are put into practice in a well-organized
manner, the employees will contribute significantlydoing well in their job duties, generating tthesired
outcomes, achieving organizational goals and ibiogrimpediments. Therefore, materials and techgie
are notable factors regarding which impedimentsipagthin employment settings.

Infrastructure, Amenities and Facilities

Infrastructure, amenities and facilities are redate power supplies, water supplies, restroomsarcle
drinking water, availability of heating and coolirguipment in accordance to the weather conditions,
elevators, ramps, parking space and so forth. T@a/ees need to feel comfortable within the woakgl

As a consequence, they will be able to concentratiheir job duties in a well-ordered and adequzaener.
The various types of impediments do take place iwithe course of making available infrastructure,
amenities and facilities. These are, lack of finahesources, unavailability of personnel to man#dgem,
difficulties in utilization of infrastructure, am#ies and facilities, lack of knowledge and competes and

so forth. All the members of the organization, spective of their job positions in the hierarcheaéo be
informative in terms of methods of making use ofl ananaging them in an efficient manner. Therefore,
infrastructure, amenities and facilities are emingctors regarding which impediments occur within
employment settings.

The overall Working Environmental Conditions

The overall working environmental conditions needé amiable in order to do well in one’s jobs,iacé
organizational goals and carry out the overall fioming of the organization in a disciplined mannEne
various types of impediments that take place imgeof the working environmental conditions are tedato
organization of training and development prograorganization of workshops and seminars; recruitment
and selection of employees; utilization of pionegrimethods; putting into operation effective
communication processes; job duties and respoitigbjl principles, policies and laws; methods, tefyées
and procedures; materials and technologies; imfretsire, amenities and facilities and achievemeént o
organizational goals. The members need to idettidycauses of impediments and implement measures to
curb them. Furthermore, it needs to be ensuredednpents do not impose detrimental effects in legquto
up-gradation of the overall structure of the orgations. Therefore, the overall working environna¢nt
conditions are well-known factors regarding whiotpediments occur within employment settings.

Curbing Impediments is Advantageous to the Employeeand Organizations
The acquisition of employment opportunities is relga as the primary job duty of the individuals,
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irrespective of their communities, categories armdkigrounds. The individuals acquire education and
augment their knowledge, skills and abilities seythre able to attain employment opportunitieshiithe
course of acquisition of employment opportunitiégre are occurrence of impediments. The indivislpak

in efforts to their best abilities to curb them.tkifn the course of implementation of job dutiesr¢hare
occurrence of impediments. The employees need ke mse of their educational qualifications, skidisd
abilities to curb the impediments. When impedimenrts curbed, employees and organizations bendifg. T
various benefits are, leading to an increase indyctvity and profitability; satisfying customer
requirements; augmenting knowledge, skills anditas| utilizing modern, scientific and innovative
methods; enhancing infrastructure, amenities antlitfes; promoting well-being and goodwill; provit
solutions to the problems in an appropriate mandepicting creativity in projects and assignments;
incurring the feelings of pleasure and contentnagak forming sociable and pleasant terms and relstips
with others. Therefore, curbing impediments is adageous to the employees and organizations is
understood by all the members on a comprehenssis.ba

All the members of the organization need to bermgtive in terms of methods of curbing impediments
throughout their jobs. Whether the job duties ammglicated or they are manageable, impedimentakio t
place within the course of their implementation.eTkemployees should not feel overwhelmed by
impediments. But they should have faith in themsgland augment their confidence levels. The empkye
need to make use of their knowledge, skills, antitias to curb the impediments. Within all type$ o
organizations, one of the important aspects is,|@meps need to be well-aware in terms of theirdabes
and responsibilities. When they are overwhelmedahy types of impediments, the implementation of
knowledge and skills will prove to be favourablehem on a comprehensive basis. As a consequéme, t
will render a significant contribution in curbinmpediments. This will facilitate in doing well ihdir job
duties and in achieving organizational goals. Theee it is well-understood that curbing impedinerg
advantageous to the employees and organizations.

Throughout their jobs, the employees need to facusheir skills and abilities. The various typesséiils
that need to be honed are, communication skilise tmanagement skills, decision making skills, ail/
skills, creative skills, technical skills, criticahinking skills, problem-solving skills, negotiati skills,
presentation skills, personal skills, professicgialls and leadership skills. On the other hand, abilities
which need to be up-graded are, making wise andative decisions; conducting analysis of the proid,
which need to be improved; identifying the limitats within the course of implementation of job dsfi
formation of positive viewpoints in terms of var@dactors; development of motivation; inculcatir t
traits of morality and ethics; implementing theitgaof diligence, resourcefulness and conscientiess;
taking out sufficient amount of time for all tasksd activities; utilizing modern, scientific anchovative
methods; forming cordial and sociable terms andtiaiships with others and possessing the abilibes
work under stress. When the employees are overvdtelmy impediments, they need to make use of their
skills and abilities in an appropriate manner.his inanner, the impediments will be curbed. Theesfu is
apparently understood that curbing impedimentsii@atageous to the employees and organizations.

Conclusion
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Within the course of implementation of job dutibsre are occurrence of impediments. The employees
need to make use of their skills, abilities andtagé to curb the impediments. Roles of employees i
curbing the impediments are, communication andigypation of the employees, conducting research on
regular basis, honing of problem-solving skills;nfiation of positive viewpoints in terms of varidiagtors,
development of motivation, implementing the trasfsdiligence, resourcefulness and conscientiousness
implementing time management skills, utilizing mogescientific and innovative methods, forming datd
and sociable terms and relationships with othets @ssessing the abilities to work under stresstofs
regarding which impediments occur within employmesettings are, job duties and responsibilities;
principles, policies and laws; methods, strategie$ procedures; materials and technologies; iméreisire,
amenities and facilities and the overall workingviemnmental conditions. Curbing impediments is
advantageous to the employees and organizatiomslyiit can be stated, when impediments will bebed,
the employees will contribute significantly in dginvell in their jobs and leading to up-gradationtiod¢
overall structure of the organizations.
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Abstract

The main purpose of this study is to develop aam$e model that identifies and assesses the factors
influencing board diversity in Vietham and theirgatt on bank financial performance. This study \wél
undertaken using a sample of Viethnamese banksl Istehe Viethamese stock exchange between 2014 and
2023. To accomplish the research goal, the databeilexamined with multiple linear regression medel
The study examines the demographic features obdlaed of directors based on four factors: age, gend
board size, and education level. The paper wils@né numerous instructions for shareholders inciatg

the board of directors based on the relationshipvdoen the selected attributes and the companysdial
success.

Keywords: Board of Directors, Financial Performance, Gendawv@sity, Board Size, Education Diversity,
Age Diversity.

Introduction
Background of the Study

Corporate governance has become a subject of is@mnifrelevance in the business world (Chan et al.,
2015). As company governance is critical in buiddiem company culture of awareness, transparency, and
openness, it affects significantly on performantédirons (Al-Ahdal et al., 2019). Therefore, improyg
governance efficiency is critical to preventing@mpany financial crisis (Meng et al., 2024). Conagg
interactions between top management in organizatemd board functions, corporate governance is a
process which includes guiding, monitoring, andeassg organizational performance (Caluwe et 8R42

The problem of board optimization has become arowatsy among not only policymakers, but also
academics in many parts of the world (Sarpong-Dahaat al., 2023). Understanding a country's cotpora
governance not only promotes the development alispanies, capital markets, and even its econbuty,

it also allows outsiders to have a better undedstgnabout the country and its companies, leadinthé
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establishment of diplomatic business relationshifith foreign companies and investors (Jiang & Kim,
2024). Following this statement, the board of dimex serves as a structure for managing and sguegvi
senior management, which is one of the most effeatiays to eliminate agency conflicts between marsag
and shareholders (Sarpong-Danquah et al., 2028) &t al. (2024) emphasized that the board of airec

is a critical internal governance system that esghareholder interest and management respotysibsi
consistently acknowledged in the finance field. ®tedy focuses on analyzing the impact of diversity
within the board and corporation’s financial penfi@ance.

The board of directors has a critical role in deieing a business’s long-term viability and perfamae
because every strategy or initiative must be ammiaw begun by the board. As a result, many firate f
difficulties in selecting and appointing memberghte board of directors, particularly banks, whick one

of the primary sources of financing for a huge namtf enterprises. It is necessary to change boatids

to ensure integration of corporate and departmguarnance (Caluwe et al., 2024). One strategnsure
that manager and CEO monitoring is as rigorous assiple is to expand the number of directors with
diverse characteristics, since diversity from vasitbackgrounds can influence board decisions anuqie
banking system stability (Ofori-Sasu et al., 202Rjversity management is one issue that influences
whether corporate governance is effective. Theee some researchers who state that senior leaders'
demographic features influence their strategic fueigts and corporate activities. A better organizealrd
structure tends to enhance the company perform@iog et al., 2024). For instance, they can broade
their perspective in the process of making decssion the rise of creativity and innovation (Cox dake,
1991). However, some experts contend that cormoratvith more diversified boards of directors arssl
likely to establish foreign subsidiaries. Therefoiteis necessary to assess the correlation betvileen
diversity of the board and financial outcomes afooations.

Problem Statement

Companies' social, environmental, and financialquarance improves when there is a presence of sltyer

in a board (Schoonjans, 2024). Until now, diversity corporate boards has received widespread and
positive attention, resulting in a steady growthtie number of research articles on diversity (&edo et

al., 2020). The findings of these research pubboatinfluence company recruitment trends. Howetag

to cultural variances between countries, partitplan Europe, America, and Asia, this cannot be
stereotyped or cannot apply in specific fields sieach industry has a different nature. Just astemies
have examined the influence of various board diyemmeasures on both bank risk and bank financial
performance in an international environment (Elrsshet al., 2023), and there have been very fewestwoh

this topic in the Vietnamese market, particulany the banking business, and the most of them were
conducted over a decade ago, making the data ratieand unsuitable for Vietnam's present economic
position. As a result, it is critical to investigathe impact of board of directors’ diversity innka on the
performance of Vietham's listed companies.
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In the growth of technology 4.0, creativity andomation are increasingly valued in many enterpriteghe
past, there has been a call to attention, inclutiynghe Basel Committee on Banking Supervisiontht®
importance of studying, understanding, and imprgvinancial institution corporate governance thiotige
formation of a board of directors (De Andres & \é#ldo, 2008). And until now, the question of board
diversity and its relationship to firm success basome a resource and idea for various researthein
financial and accounting fields, which foster lofsresearchers to investigate it (Hernandez-Atiesizal.,
2024).

Over the years, several regulatory requirements swouietal pressures have pushed businesses to seek
gender diversity on their boards and senior managéteams (Thams et al., 2018), (Fernando et@20Q)R

leads to several nations now require or have lawadating that women serve on boards of directors
(Alhosani & Nobanee, 2023). According to the survdgrway, Belgium, Germany, Iceland, France, Italy,
Denmark, and Malaysia have been at the forefronthi® initiative, requiring a minimum of 30-40%
representation of each gender within board; medewhinland, Israel, the United Arab Emirates, &mia

have required that there is at least one womawandof business (Alhosani & Nobanee, 2023). Inpihst,

most Viethamese organizations tended to emphasite personnel for key positions or older applicants
with extensive experience. However, a notable shithis field has been seen in recent years. €egal.,
2021).

Regarding the age of board members, a large anuflatademic research investigates whether board age
diversity has a detrimental or beneficial influermebusiness financial success (Arioglu, 2020).rBaae
diversity is one of two board features that havengpact on financial success (Grishunin et al., 205 it
reflects the directors’ value, and professionalegigmce (Arioglu, 2020). For example, if a boardsmbers
were mostly elderly, shifting work patterns woultegent new difficulties and possibilities for thenk's
senior executives (Grishunin et al., 2024).

In terms of the number of directors with a corperabard, many experts and investors have beereatéet

in the question of how many members a businessdbafadirectors should have (Sarpong-Danquah et al.,
2023). Proponents of multi-member boards say thaating more individuals on board can increase
background knowledge, meaning that there will beremprofessional specialists participating in the

company's development plans and strategies, ledadiagconsiderable boost in ROA (Danso et al., 2024

However, research indicates that a diversified dbaany provide a considerable limitation on strategy
change (Goodstein et al., 1994).

Looking at the difference in degree level of boaf directors, directors with different educational
backgrounds can contribute more knowledge and catimphsights to the monitoring and advising funagio
in corporations (Danso et al., 2024). Multiple dimes with diverse experience and educational backgls
will provide more external diplomatic contacts,oaling for more thorough judgments and more effitien
resource allocation (Trinh et al., 2019). Moreovmrsinesses and shareholders should seek andebrct
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members with advanced degrees since their skilskaowledge are likely to improve the company'siitre
rating (Papadimitri et al., 2020).

However, there are still numerous gaps about #sse in the academic literature in the bankingosect
particularly in developing nations, due to the dbeeeffects of various external and internal elemerh
firms, as well as the economic circumstances amibenent. Recognizing this requirement, this stugly i
undertaken to provide corporate shareholders viighnhost objective and clear picture of the coriatat
between the board of directors' qualities and thrapany's financial performance in the banking ingus
The results of this study expectedly assist comgsarand shareholders in better understanding the
characteristics of the board of directors, condgcelections and appointments, and establishingribst
effective strategic board of directors, resultimgthe ability to benefit businesses, policymakemsd
professional agents. The study also helps viewerdenstand how corporate governance works for
companies in Vietnam under the new trend.

Research Objective
This research is conducted with three major ainfslésns:

Identify the diversity factors of the board of diters in
Vietnamese banks.

Evaluate the influence of each board’s charactesisin
the banking company's financial success.

Propose recommendations for both enterprises and
shareholders in the process of electing and apgpgiioard members to improve the financial perfarosa
in Vietnamese banks.

Literature Review
Related Theories

Resource Dependence Theory

Resource dependence theory is highlighted as themiechanism by which diversity influences business
performance (Hernandez-Atienza et al., 2024). Tthisory emphasizes the need to depend on and
collaborate to secure essential resources fromttexnal environment in order to achieve highegierm
performance returns and maintain operations (Féeretaal., 2021). In 1798, Pfeffer and Salancikspreéed
Resource Dependence Theory through the releas&hef External Control of Organizations: A Resource
Dependence Perspective”. According to this vievgomeces are critical in helping firms to adopt and
achieve strategic goals while also developing sumsitdy (Selznick, 1948). In an experimental comgami
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with other models, this theory model had greatewvgroand significance in explaining the merit impatt
board diversity (Herndndez-Atienza et al., 2024).

Agency Theory

The most used theory in the context of the corgogmivernance field is agency theory, which is hy fa
developed by Jensen and Meckling (1976). Thisstudy of organizational behavior, focusing on take r
and influence of situational factors on the opersiof enterprises. This theory highlights the raxt&on
between the agent (manager) and the principal (Qwme which the agent (manager) decides on the
business operations and the principal (owner) hivem (Squires & Elnahla, 2020). According to thisw,
conflicts arise from competing interests of botltipa, means that there are differences regardiaméial
goals between management and business sharehdideasjse when the manager seeks to maximize their
personal gains from common assets, like buildingea private offices, or hiring expensive cars, athi
affects the interests of the owner (Sarpong-Danaiadl., 2023). Core et al. (199Bas pointed out that
agency problems develop from poor corporate govermaystems when managers aim to maximize their
own interests, resulting in lower company perforoeanl o protect shareholders' interests and redigt®h
between the two parties, the board of directorstrovsrsee managers' operations.

Review of Previous Studies

A study titled "The Pathways of Board Diversitykuropean Contexts: Exploring the Influence of Dioec
Types on Firm Performance" by Hernandez-Atienzal.ef2024) has collected 15,471 observations from 9
countries and used 5 independent variables, inodugender, age, tenure, education, and natiorfalityrs

to access and determine the correlation betweemnl loidgersity and its influence on performance ofibess.
Moreover, to reach the desired outcome, the stsdd two dependent variables: ROA (return on asset)
Tobin's Q ratio, ten control variables, and a Ugsthrelationship, as well as the Blau index fordggrand
financial expertise (Herndndez-Atienza et al., J024ter the analysis process, Herndndez-Atienzal et
(2024) offered the findings that emphasized thera favorable influence on company performancehby t
diversity within boards regarding gender, age, eddcation factors. In contrast, the data for tmeaiaing
diversity parameters and board member types sugdgleat nationality diversity has an inconsequential
effect, while tenure diversity has a negative intp&ic conclusion, tenure, educational achievemand
nationality diversity may have a negative impacfioms (Hernandez-Atienza et al., 2024).

Another study on the relationship between boare@mity and banking performance is "The Nexus among
board diversity and bank stability: Implicationsrr gender, nationality, and education" by Elnaletsal.
(2023). This study analyzes a sample of 153 baimkduding 1328 observations from 14 countries to
explore three independent variables, namely geretiucation, and nationality diversity in the bakin
business. During data gathering, the author diseovéhat, while the number of female directorseidr
than that of male directors, their participatiors lggown over time in banks (Elnahass et al., 20Z8).
assess the influence of board diversity on barlgta the authors employ three risk indicatorsatmalyze,
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including insolvency risk, credit risk, and opeoail risk. Furthermore, the article investigateg th
correlation between board diversity and financigicomes by evaluating bank performance, which oetu
return on average assets (ROAA) and return on geezgquity (ROAE). Elnahass et al. (2023) used 43yp
of formulas to analyze the collected data, twoheit are derived from Elnahass et al. (2020) anthTet al.
(2020). Using panel regression - Ordinary LeastaBem (OLS) linear probability regression, this gtud
discovers that board members with PhD degrees amsistently improved financial performance and
efficiency of cost, and gender diversity is coneectvith increased bank stability (Elnahass et24123).
However, Elnahass et al., 2023 concluded that laghigroportion of foreign directors can lead toeaker
performance in finance and a strong growth in ¢nesk, which means that there is a negative imftgon
bank sustainability.

“The role of judicial efficiency in the board sifieancial performance nexus: Evidence from micrafice
institutions” (Sarpong-Danquah et al., 2023) iniggged how the size of a board of directors influesn
corporation outcomes. After collecting data fromB4ihancial institutions between 2010 and 2018 and
evaluating it with the System Generalized Metholoiments estimator, the authors concluded thatgeta
board size can reduce the level of effectivenedmahcial corporation performance not only in shout
also in long term. Sarpong-Danquah et al. (2023)luated three dependent variables: profit margin
(calculated as net operating income/operating ne@gnoperational self-sufficiency, and return osets
(ROA); two independent variables: board size ardicjal efficiency, with board size measured as the
number of directors on the board; and control \deis such as the proportion of women on the board,
financial structure (calculated as debt/equityd aa on. Furthermore, the study was done basedemncy
theory, which postulated that the size of a corgof@ard of directors has a favorable influencettan
organization (Sarpong-Danquah et al., 2023).

The study titled "Board diversity and corporategstment oversight" (Harjoto et al., 2018) examitiesl
relationship between board diversity and perforneait corporate investment oversight by analyzing
diversity in five dimensions: age, gender, tenuese, and expertise of the board. With the fixddetf
regression, the results are consistent. Using ssampl 1898 companies between 1998 and 2014, and a
common demographic study measure which was dewetlop&ibbs and Martin (1962) and later referenced
by Blau (2000), the author discovered that gend®re, and age had no effect on corporate investment
performance (Harjoto et al., 2018). By contrastréhwas a link between tenure and expertise angh@oyn
performance. This suggests that experienced boaade better investment judgments than homogeneous
boards since they have varied points of view onnass.

Kolev & McNamara (2019) used the resource dependdrenry and data from 1500 enterprises during the
timescale of 1996 to 2012 to demonstrate the arosl between the diversity in racial and gendethen
board of directors, and the influence on corpoditestment. According to Kolev and McNamara (2019),
because of disparities in information, viewpoinexperiences, and attitudes among individuals and
ethnicities, it will take quite some time for thedrd of directors to reach the final decision. B¢ same
time, the research found that when there is cognitieterogeneity on the board (also known as dtygrs
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more information is exchanged, meetings are bptigpared and more frequent, and divestment mongori
is more closely implemented, resulting in higherediment returns.

Based on the preceding discussion, the currenturelsés conducted to examine the effect of four key
independent variables including board age, boare, dboard gender, and board education on a new
dependent variable that is profit margin. To mdleedutcome more realistic and meaningful, multiplear
regression models will be utilized. It is expectbat the findings may not be indicative of the emti
business or sector, as numerous factors infludmeeampany's financial success. Furthermore, tsy'st
samples will be collected within the last ten yedmsm 2014 to 2023, thus the results are estimtidok
more reliable in the current market.

Hypotheses Development
Board Size and Financial Performance

The size of the board of directors is an imporfaotor that influences the company's effectivengéssbe
specific, board size refers to the number of decbn a board of directors, regardless of geralge, or
race.

Many future business professors and policymakerse tdisputed whether board size can provide the
effectiveness for company success or not (Sarpamgbah et al., 2023). According to resource
dependency and agency theory, larger boards may imave specialists and independent directors, which
means that the bigger board size, the more valuaBlzurces, boosting decision-making process (Dahso

al., 2024). Major boards may add value not onlynmtajor banks but also to those led by CEOs
(Tampakoudis et al., 2022). Furthermore, banks Jatlyer board sizes exhibit more visible market
discipline (Saheruddin & Soedarmono, 2022)

On the other hand, Sarpong-Danquah et al.'s (2&2®hasized board size has a direct negative ingract
financial performance in both the short and lorrgtePreviously, Goodstein et al. (1994) demonsirstat

if the board of directors is too broad, it mightspasevere difficulties in the process of providiegdback,
planning, and modifying the enterprise's strat&mpth studies concluded that firms should plan axplage
reducing the size of the board of directors if tint to enhance the company's performance. A dégd
may support the board's essential tasks, but a ddcknderstanding in communication and ideas can
undermine decision-making efficacy and company esg{Sarpong-Danquah et al., 2023). A board with
too many members will cause internal problems owiogdisputes and communication breakdowns,
resulting in inefficient board meetings and decisisaking, while a small board of directors will leavetter
coherence among its members, and decision-makithevspeedier and more effective (Tampakoudis.et a
2021).
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There are numerous perspectives on the impact afdbsize on firm success in general, and financial
performance specifically. Thus, the present stsdgane to re-evaluate the function and influencbaafrd
size on business performance.

Hypotheses 1_H1. Board size has a positive impaditim financial performance.
Hypotheses Hla. Board size has a positive impacétomn on asset (ROA)
Hypotheses H1b. Board size has a positive impacetmn on equity (ROE)
Hypotheses H1c. Board size has a positive impagirofit margin (PM)

Board Age and Financial Performance

In addition to board size, board members' agesiente the company's performance. The board's age
symbolizes the company's growth options (McGuinn@820). The perspectives, knowledge, and
experience gained by directors of various ageslead to more effective monitoring, group strategic
decision making, and increased creativity in thardmom, whereas conflicts, communication issued, a
cooperation among board members are insignificanbmparison to the benefits of age diversity (§hip
2021). According to agency theory and resource midgece theory, age diversity on a company's board
appears to be a merit to performance results (Arjo2020). Moreover, Bashir et al. (2021) have pabv
that combining the innovation and adaptability olugger directors on the board with the expertisg an
abilities of senior members allows firms to sustaiarket share and continuously improve performance.
Another example is that CEOs of enterprises are ligsly to engage in financial fraud as the agehef
board of directors increases because older dieai@ more experienced in their business and have to
lose, so they are willing to perform their monit@yiduties to the best of their abilities (Xu et 2017).
However, some theories suggest that younger boauight react faster to innovation, particularly in
technology.

In contrast, one study revealed no significant eission between age diversity and ROA in banks
(Grishunin et al., 2024). In this context, it igalito validate and measure the influence of agerdity
among bank board members.

Hypotheses 2_H2. Age diversity has a positive impadirm financial performance.
Hypotheses H2a. Age diversity has a positive impaateturn on asset (ROA)
Hypotheses H2b. Age diversity has a positive impacteturn on equity (ROE)
Hypotheses H2c. Age diversity has a positive impagprofit margin (PM)

Board Gender and Financial Performance
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Gender is seen as an essential factor in evaludtsmdinancial performance of organizations. Caeteal.
(2003) discovered a strong positive correlatiomieen the proportion of women on boards of direcamd
corporate value. The presence of women on the bafadldectors can hinder the company's overinveastme
behavior, and the higher the proportion of femaémia executives, the lower the likelihood of
overinvestment behavior in public businesses (Smaittal., 2006). According to agency theory, since
diversity enhances the number of independence idesisand a level of efficiency monitoring, a board
which has female directors can better oversee nesgagperations (Carter et al., 2003). Additiondigsed

on the resource dependence hypothesis, board géivéesity may supply organizations with diversges

of thinking (Wei, 2024). On top of that, Cho et &021) focused on the importance of gender on the
bankruptcy risk of firms and provided evidence tipatater diversity in gender leads to lower bantaypA
board with more females can increase the performasfcfirms, especially corporate environmental
responsibility (Wang et al., 2020), also can un@ers the needs of specific client groups (Sharmal.et
2024). Fernando et al. (2020) provided evidenceé tlaanpanies’ profitability improved by 15% as the
number of female CEOs rose from 0% to 30% of thal ttumber of directors on the board. This occurred
because female directors had distinct talentsrig-term planning and risk management.

However, Grishunin et al. (2024) discovered thahdge diversity on the board of directors had a
considerable negative impact on Tobin's Q of baakswell as no meaningful association between gende
diversity and bank ROA. Adams and Ferreira (200&nted that gender diversity had a negative impact
company performance, leading to bankruptcy. Finaityany writers argue that gender diversity within
boards has no major impact on outcomes of busiaggdhosani & Nobanee, 2023), including Oh et al.
(2019), Harjoto and Rossi (2018).

Hypotheses 3 _H3. Gender diversity has a positiy@aehon firm financial performance.
Hypotheses H3a. Gender diversity has a positiveanpn return on asset (ROA)
Hypotheses H3b. Gender diversity has a positiveaghpn return on equity (ROE)
Hypotheses H3c. Gender diversity has a positiveaghpn profit margin (PM)

Board Education and Financial Performance

The effectiveness of firm performance is also lattied to the education factor of the board of dec
(Al-Dubai, 2023). Different degrees of educationymapresent board members' experience, tenure, and
talents. The integration of resource dependencaryhend agency theory has aided much researcheon th
relationship between board expertise diversity &irmd performance, as highly qualified individualsliw
have long-term experiences and good performancemach the process of opinion formation (Dansalgt
2024). Bertrand and Schoar (2003) demonstratentlaatagers with MBA degrees develop and implement
more proactive plans, which have a favorable imfage on the organization. Furthermore, having highly
educated members on the board, such as PhDsmpitbve bank stability (ElInahass et al., 2023). Le¥e

63
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dahagement, Vol. 17, No.2, 2025

board education plays a crucial role in a companypacting directly to financial risk disclosure (Blubai,
2023). On top of that, higher education levels agndwey individuals are more likely to assist the
organization obtain a better rating in credit (Rbpétri et al., 2020).

However, evidence showed that the field of educatioes not have any relationship with performance
within business, still needs to be considered (Ab&i, 2023). Hernandez-Atienza et al. (2024) emigbkds
there is only a minor impact of the diversity ediara among board members on firms. Therefore, the
evidence on the impact of high or low levels of @ation on company success remains mixed, and becaus
education is a major priority when selecting managed leaders, we need to reconsider this rekdtipn

Hypotheses 4 H4. Educational diversity has a p@sithpact on firm financial performance.
Hypotheses H4a. Educational diversity has a pe@sitiyoact on return on asset (ROA)
Hypotheses H4b. Educational diversity has a p@sitivoact on return on equity (ROE)
Hypotheses H4c. Educational diversity has a p@sitivpact on profit margin (PM)
Methodology

Research Design

In this study, multiple linear regression methog<hatterjee and Hadi (2006) will be employed taraine
hypotheses concerning the association between lafaddectors’ characteristics and enterprise foah
performance, including ROA, ROE, and profit mardihe model takes the following form:

Firm Performance =¢ + ;BOD_SZ% + ,BOD_GEN:; + 3;BOD_AGE:;+ 4,BOD_EDU; + sFIRM_AGE;
+ eFIRM_SIZE; +

Where:
o 2. e Constants of the regression model
: Random error of the model
i: Enterprise i
t: Time t
Firm Performance: measured by ROA, ROE, and pnaditgin

Model 1: Board Diversity and Return on Asset
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ROA = 4+ ;BOD_SZ + ,BOD_GEN + ;BOD_AGE+ ,BOD_EDU + sFIRM_AGE + ¢FIRM_SIZE
+ it

Model 2: Board Diversity and Return on Equity

ROE = ¢+ BOD_SZ + ,BOD_GEN + 3;BOD_AGE+ ,BOD_EDU + sFIRM_AGE + ¢FIRM_SIZE
+ it

Model 2: Board Diversity and Profit Margin

Profit margin = ¢i + ;BOD_SZ + ,BOD_GEN + sBOD_AGE+ ,BOD_EDU + sFIRM_AGE +
sFIRM_SIZE + it

Variable Measurement
Dependent Variable

In the study, financial performance is the depehd@niable. To analyze the enterprise's finanaakel,
accounting-based firm performance indicators aggired. To Topak (2011), return on asset (ROA) and
return on equity (ROE) are the two most employeticators to quantify the company's success. Thét pro
margin assesses a company's profitability (Sarf@exgguah et al., 2023) and measures the ability to
generate income from operating activities (Hay€®42. Researchers recommend assessing a company's
return on assets by analyzing profit margins (dated by income from operating activities divideg b
revenue from operating activities) (Jansen el 1).

Independent Variable

Board Size: This is the total number of directorscl(gding executive and independent non-executive
directors) (Sarpong-Danquah et al., 2023), whighdkided in the company's annual report.

Board Gender: The data for this board of direct@tsaracteristics will be divided into two categerie
"male" and "female". This represents the percentdgemale board members in the enterprise, caledla
by total number of female members/ total numbenembers within board (Elnahass et al., 2023), @tar]
et al., 2018).

Board Age: Board age will be divided into "old mesrnband "young member" and the data will be gatthere
from annual report of corporations (Harjoto et 2018).

Board Education: Board education will be measungdhle education level or degree that the members of
the board of directors have obtained (Elnahask,etG23).

Control Variable
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Firm size (Li & Chen, 2018) and age are two of thest important control variables for determiningrfi
performance (Vafeas & Theodorou, 1998). Therefibis,worthwhile to gather and study data.

Firm Age: The number of years that the bank has lireeperation in the market (Hernandez-Atienzalet
2024), (Elnahass et al., 2023).

Firm Size: refers to the corporation’s total asgesrndndez-Atienza et al., 2024), (Elnahass e28R3).
This indicates that the larger the firm, the betterresource allocation and the less likely ittasface
challenges that have an adverse impact on its qpeafuce.

Data Collection and Analysis

Secondary data from banks on Vietnamese stock agelsawill be gathered. The research sample consists
of Vietnamese commercial banks with the highesitabigation. The study will concentrate on banksva
long history of business and high capitalization.

STATA 18 software will be used to process the ablld data. Descriptive statistics will be analyted
understand the characteristics of the variablesmelPeegression approaches such as the Pooled OLS
(Ordinary Least Square) Model, Fixed Effects Ma@&M), And Random Effects Model (REM).

Conclusions

The current study aims to design a research frametoexamine the correlation between board diwersi
and financial performance of Viethamese banks f2@i to 2023. It is predicted that the study reswitl
show the level of influence of each board char&tieron ROA and ROE factors, thereby prove that th
more diverse board of directors, the higher pertorce.

After reviewing and inheriting the combination afd theories including agency theory and resources
dependence theory and a variety of previous studes study concentrates on analyzing four differen
common characteristics of a board. Using secondaty from the firms’ audited consolidated financial
statements and appropriate statistical tools, éxjgected that four characteristics of the boardiadctors
have influences on the bank financial performance.
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Abstract

The increasing regulatory emphasis on Environmgr8akial, and Governance (ESG) disclosures has
reshaped the global corporate reporting landscdpeen by the demand for greater transparency and
accountability in sustainability practices. Thedsta purpose is to develop a research model to éeathe
effects of mandatory ESG disclosures on stock didgiand financial performance across differenttees;
with particular focus on high-impact industries B&s energy and manufacturing. A comprehensiveseata
from Eikon will be gathered and a difference-infeliénces (DiD) model is utilized to evaluate theiszd
effects of mandatory ESG disclosures on key fir@ngietrics, including stock liquidity and financial
performance. In addition, the study explores theenating effects of voluntary ESG disclosures dredrole

of enforcement mechanisms, both formal and infoyrimalenhancing disclosure outcomes. This study is
expected to contribute to the growing literaturesostainability accounting and ESG reporting byeoiig
empirical evidence on the long-term financial imptions of ESG regulations, with important implioas

for policymakers, regulators, and corporate marsageeking to optimize disclosure practices for anbd
market efficiency and investor trust.

Keywords: ESG Disclosures, Stock Liquidity, Financial Perfame, Mandatory Reporting, Enforcement
Mechanisms, Sustainability Accounting, High-Imp&ettors.

Introduction

Existing research has shown the potential benaffiEsSG disclosure, particularly in terms of impmayistock
liquidity and reducing a firm’s cost of capital. l@aet al. (2017) argue that increased corporagelakure,
including ESG-related information, reduces infonmatasymmetry, thereby improving liquidity by leirej

the playing field for investors. Similarly, Diamoadd Verrecchia (1991) argue that public disclosedeices
adverse selection among investors, leading to @sem liquidity. Studies have also shown that ESGlaksure
can have a positive impact on firm valuation, ageinonstrates management’s commitment to sustainabl
practices, which can attract long-term investorsalival et al., 2011; loannou & Serafeim, 2019)wdwer,
while the short-term effects of ESG disclosure tmgls liquidity and financial performance have beadely
examined, their long-term effects have received lkettention, especially in relation to industrysfie
differences.
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Sector-specific differences in ESG disclosure auies create a significant research gap. Differesisiries
face different levels of exposure to environmeatal social risks, and these factors may influeheeektent

to which ESG disclosures affect liquidity and ficat performance. For example, sectors such aggner
manufacturing, and chemicals are subject to inegasrutiny regarding their environmental perforogn
while sectors such as technology and financial isesvmay be more affected by governance-related
disclosures (Grewal, Riedl, & Serafeim, 2019). Camips in high-impact sectors may experience more
pronounced effects from mandatory ESG disclosurgs @ increased regulatory scrutiny and investor
scrutiny (loannou & Serafeim, 2019). Thus, the effeness of mandatory ESG disclosures in improving
stock liquidity and financial performance may vaignificantly across sectors, depending on thescsjc
regulatory and market contexts.

Furthermore, while mandatory ESG disclosures amggded to enhance transparency, many firms have
voluntarily provided ESG information prior to thenplementation of disclosure mandates. \Voluntary
disclosures often signal proactive corporate gamece and a commitment to sustainability, which can
influence investor perceptions and market outco(@mliwal et al., 2011). Firms that engage in vaéum
ESG reporting may experience reduced marginal iisrfebm mandatory disclosures, as they have ajread
established a reputation for transparency. Conlerfgens that do not voluntarily disclose ESG infmation
may see greater improvements in liquidity and foiahperformance once mandates are introducedhese t
disclosures reduce information asymmetry and irsgeéavestor confidence (Bozkurt, 2022). Understadi
the interaction between voluntary and mandatorgloésires is essential for assessing the overakhatnpf
ESG reporting on firm outcomes.

In addition to the direct effects of ESG disclosuthe enforcement of these mandates plays aatnitite in
determining their effectiveness. Strong enforcenmeethanisms, whether formal (e.g., regulatory peEsl

or informal (e.g., societal pressure), ensure fimats comply with disclosure requirements and pdevi
accurate and comprehensive information (Leuz & Wksd2016). The role of enforcement is particularly
important in countries with weaker legal framewgrkbkere informal societal norms may substitutddomal
enforcement mechanisms (Guan et al., 2020). In saotexts, the strength of informal institutions-elsuas
investor preferences for sustainable practicesooietal trust—can significantly influence the gtaland
impact of ESG disclosures (Christensen, Hail, &2,62021). However, there is limited empirical resban
how formal and informal enforcement mechanismsraaieto shape the outcomes of mandatory ESG
disclosures, particularly in different regulatoryvgonments.

This study aims to address these gaps by examihextpng-term effects of mandatory ESG disclosores
stock liquidity and financial performance, with @féis on sectoral differences and the role of esfoent
mechanisms. Using a comprehensive dataset of fiensss multiple countries, the study investigatas h
different sectors respond to ESG mandates and lotwmtary disclosures interact with mandatory reipgrt
requirements. It also explores how formal and imi@renforcement mechanisms influence the effectisen
of ESG disclosures in improving corporate transpeyeand financial outcomes. By adopting a compagati
approach, this research seeks to provide nuansgghta into the complex dynamics of ESG reporting is
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long-term implications for firms, investors, andjuéators.

Specific objectives of the study are as follows.

To examine the long-term impact of mandatory ESSgldsures on stock liquidity across various sectors
focusing on how these effects evolve over time.

To investigate sector-specific dynamics by analyZwow firms in industries with different levels of
environmental and social risks respond to mand&&e disclosures.

To explore the interaction between voluntary andndasory ESG disclosures, assessing how
pre-existing voluntary disclosure practices infloehe effectiveness of mandatory reporting.

To assess the role of formal and informal enforagnmaechanisms in shaping the outcomes of
mandatory ESG disclosures, with particular attentadifferences in regulatory and societal corgtext

Literature Review
Review of Theories

Agency Theory: Agency theory posits that there is a conflict adiemest between managers (agents) and
shareholders (principals) due to information asytmyn&SG disclosures, especially mandatory oneljae
this asymmetry by providing stakeholders with mov®rmation about the firm’s sustainability praet;
thereby aligning the interests of managers andesiodders (Jensen & Meckling, 1976). This alignment
reduces the risk of managerial opportunism andmdscorporate governance, leading to improvead iaa
performance and stock liquidity (loannou & Serafe219).

Signaling Theory: Signaling theory suggests that firms use disclastoesignal their quality to the market.
Voluntary ESG disclosures are often viewed as masigf a firm’s commitment to sustainability andhieal
practices (Spence, 1973). When firms voluntarigcltise ESG information, they signal to investoed they
are managing non-financial risks effectively. Caisedy, firms that only comply with mandatory ESG
disclosures may signal less proactive managemeaudjig to varied impacts on liquidity and perforgn
(Dhaliwal et al., 2011).

Stakeholder Theory: Stakeholder theory argues that firms must condiuerinterests of all stakeholders,
including employees, customers, and the commumatlyjust shareholders (Freeman, 1984). ESG disaesu
align with this theory by providing transparencyaba firm’s impact on various stakeholder grougisns
that actively engage in ESG reporting may fostansier relationships with stakeholders, leadinigijoroved
reputations, customer loyalty, and long-term finahperformance (loannou & Serafeim, 2019).

Legitimacy Theory: Legitimacy theory suggests that organizations deekegitimize their actions by
conforming to societal norms and expectations. Moy ESG disclosures help firms gain legitimacy by
demonstrating their compliance with environmentadl &ocial regulations. Firms in industries with hig
societal scrutiny, such as oil and gas, are mkedylito benefit from ESG disclosures as they workintain

or enhance their legitimacy (Grewal, Riedl, & Senaf, 2019).
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Hypothesis Development

Research on the financial implications of ESG disates has grown significantly in recent yearstiBer al.
(2017) demonstrate that firms engaging in integragporting, which includes ESG information, expade
significant improvements in stock liquidity and @ap market performance. Their findings suggestt tha
enhanced transparency reduces information asymraatiyfosters investor confidence, thereby improving
liquidity.loannou and Serafeim (2019) conductedualys on the effects of mandatory sustainabilityortipg

and found that firms subjected to ESG disclosugiirements experience higher valuations and better
financial performance. This study emphasizes thpomance of regulatory frameworks in shaping the
financial outcomes of ESG reporting, particularly industries that are exposed to high levels of
environmental and social risks.

Grewal, Riedl, and Serafeim (2019) explore themwateffects of mandatory ESG disclosures and fgghl
that firms in high-impact industries, such as epengd manufacturing, experience greater benefita these
disclosures compared to firms in lower-impact sexcli&e technology. They argue that heightenedletgry
scrutiny and investor pressure in high-risk sectivige firms to adopt more comprehensive ESG repprt
practices, which in turn improves their market idity and financial performance.

Dhaliwal et al. (2011) examine the role of volugt&SG disclosures and find that firms that voluihtar
disclose sustainability information before mandatequirements experience lower cost of equitytedpnd
improved stock liquidity. These findings suggesittlhioluntary ESG reporting acts as a signal ofngfro
corporate governance and sustainability practiwbgh enhances investor trust and reduces uncgrtain

ESG Disclosure and Stock Liquidity

Agency Theory mentions that ESG disclosures rethfoemation asymmetry while Signaling Theory states
that ESG disclosures provide signals to investdseut firms’ sustainable management practices. In
high-impact sectors, the transparency resultinghnfroandatory disclosures is expected to impray&dity

due to reduced uncertainty and better investot (isristensen, Hail, & Leuz, 2021; Diamond & Vartaia,
1991).

Mandatory ESG disclosures represent a subset giocate reporting that focuses on non-financial
information related to a firm’s environmental impagocial responsibility, and governance structuféese
disclosures provide investors with insights intaviiems manage risks that are not captured in tiGatl
financial reports, such as climate change, labactares, and corporate governance (loannou & Serafe
2019). By mandating that firms disclose this infation, regulators aim to reduce the opacity around
sustainability-related risks, thereby lowering mf@tion asymmetry and improving market liquidity.

Stock liquidity refers to the ease with which arfis shares can be bought or sold in the marketowith
causing significant changes in price. High liquid& generally desirable as it reduces transactomts and
minimizes the price impact of trades, making alstaore attractive to investors (Amihud, 2002). Aalik of
empirical evidence has demonstrated that corpodéelosures enhance stock liquidity by reducing
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information asymmetry between firms and invest@gifnond & Verrecchia, 1991). Firms that provide
comprehensive, high-quality disclosures enablestore to make more informed decisions, which regluce
uncertainty and fosters greater trading activitgmately improving liquidity (Leuz & Wysocki, 2036

The pronounced effects of mandatory ESG disclosmresstock liquidity are particularly evident in
high-impact sectors such as energy, mining, andufaaturing. Firms operating in these industriesaiten
subject to higher levels of scrutiny due to thegngicant environmental footprints and the soaiesks
associated with their operations. For example, @neompanies face substantial risks related toatkm
change, regulatory shifts in carbon emissions fasijcand public pressure to transition toward reaidev
energy sources. Similarly, mining and manufactufings are heavily scrutinized for their impact matural
resources, pollution, and labor practices (loanta@erafeim, 2019; Grewal et al., 2019).

Studies show that firms in these sectors that gekiigh-quality ESG disclosures experience gréigjaidity
benefits than firms in lower-impact sectors. Foareple, loannou and Serafeim (2019) find that fiims
environmentally sensitive industries experiencetranger market reaction to mandatory sustainability
reporting, as investors place a higher value onrtftgmation provided. The transparency around hiosge
firms are addressing regulatory and environmeimgk$reduces the uncertainty that investors fazalihg to
greater trading volumes and narrower bid-ask sgread

H1: Mandatory ESG disclosures lead to long-termrimepments in stock liquidity, with more pronounced
effects in high-impact sectors such as energy,myjrand manufacturing.

ESG Disclosure and Financial Performance

Legitimacy Theory and Stakeholder Theory statefilats use ESG disclosures to legitimize their@usiin
the eyes of stakeholders and align with societpketations. As firms improve their reputation arnitigate
risks, they attract long-term investors and enhdinescial performance (Freeman, 1984; Suchman5)199

Stakeholder theory posits that firms must manatgioaships with a broad array of stakeholdersluiding
investors, employees, customers, and the broademmcmity. By disclosing ESG information, firms
demonstrate their commitment to sustainable prestisocial responsibility, and strong governandechv
can foster better relationships with stakeholdeegitimacy theory further suggests that firms us®GE
disclosures to legitimize their activities and siftheir alignment with societal values and reguighorms.
In doing so, they reduce the risks of regulatomyghiges, reputational damage, and social disappraitaof
which can have direct impacts on financial perfanoea(loannou & Serafeim, 2019; Suchman, 1995).

Moreover, legitimacy theory suggests that firmshiese high-risk sectors use ESG disclosures ta alith
societal expectations and gain approval from regrga investors, and the public (Suchman, 1995). By
disclosing how they manage environmental and soisiks, firms can legitimize their operations arduce
the risk of regulatory intervention or reputatiortarm, both of which can have negative financial
consequences. As a result, firms in these sediatsate subject to mandatory ESG disclosure remeings
are expected to experience greater improvemerfiaancial performance compared to firms in lowesikri
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sectors.

A growing body of empirical research supports traiom that mandatory ESG disclosures lead to
improvements in long-term financial performancearioou and Serafeim (2019) find that firms subject t
mandatory sustainability reporting tend to expeargesignificant improvements in firm value and pradfility.
These improvements arise because mandatory disefoseduce information asymmetry between firms and
their stakeholders, particularly investors, enabplipetter risk assessment and valuation (Diamond &
Verrecchia, 1991).

The impact of mandatory ESG disclosures on findmp@aformance is expected to be more pronounced in
sectors that are exposed to high environmentakaaoidl risks. Industries such as energy, miningnubals,
and manufacturingface unique challenges due to siwiificant environmental footprints, reliance matural
resources, and exposure to regulatory scrutinpdee sectors, environmental and social risks atemal to
both operational continuity and financial perforroarfloannou & Serafeim, 2019).

H2: Firms that are subject to mandatory ESG disatesexperience long-term improvements in financial
performance, particularly in sectors with high elmvimental and social risks.

ESG Disclosure, Stock Liquidity, and Financial Perbrmance

Signaling Theory suggests that firms voluntarilgaliose ESG information to differentiate themselirem
competitors by signaling good governance and praastistainability practices (Spence, 1973). Thieses,
having already reduced information asymmetry, eyl to see fewer additional benefits from mandato
ESG disclosures.

Firms that voluntarily disclosed ESG informatiorioprto mandatory regulations did so to signal their
commitment to sustainability, corporate govermarend social responsibility. According to signgl
theory (Spence, 1973), firms use voluntary disales as a tool to differentiate themselves frommetitors
and attract investors who are particularly focusadsustainability metrics. By voluntarily disclogifeSG
information, these firms have already taken stepgduce information asymmetry, and as a resudi; tre
likely to have already captured much of the ligyicand financial performance benefits that restdin
improved transparency.

Information asymmetry theory mentions that onthefprimary reasons for corporate disclosure isdoice
the imbalance of information between firms and stees. Investors rely on comprehensive disclostoes
assess risks and make informed decisions (Diamondrecchia, 1991). ESG disclosures, in particular,
provide critical insights into a firm's long-termugainability risks, governance practices, and aoci
responsibilities—factors that are increasingly im@ot in the evaluation of firm performance.

Legitimacy theory (Suchman, 1995) suggests thatsfithat voluntarily disclose ESG information dotgso
align themselves with societal expectations andes$talder norms. These firms have already gained
legitimacy by demonstrating their commitment tgtainability and corporate governance. As a retuty
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are less likely to experience significant improvemsen financial performance when mandatory disales
regulations are introduced, as they have alreadyuad the benefits of stakeholder trust and market
legitimacy.

Firms that voluntarily disclosed ESG informationfdye the imposition of mandatory requirements are
expected to experience smaller marginal improvesn@rstock liquidity because these firms haveady
provided the market with significant informationcaib their sustainability practices. Investors iagé firms
have likely already factored this information indeeir trading decisions, leading to higher pre-&xg
liquidity levels. In contrast, firms that did natgwiously engage in voluntary ESG reporting arelliko see
more substantial improvements in liquidity followirthe introduction of mandatory disclosures, aséhe
firms’ new transparency reduces information asynynfetr the first time.

Empirical research supports this view. Barth et(d@D17) find that firms that provide high-quality
integrated reporting—including both financial anghifinancial information—experience improvements in
stock liquidity. However, for firms that have aldyaprovided voluntary ESG disclosures, the incretalen
liquidity benefits of additional mandatory repogiare likely to be smaller because the market hasdy
absorbed the sustainability information. FurthemmomBozkurt (2022) argues that the marginal hienef
of ESG disclosures tend to diminish for firms thave already established a strong reputation for
transparency through voluntary disclosures, adrtreduction of mandatory reporting provides littlew
information to the market.

Besides stock liquidity, financial performance rother critical area where mandatory ESG disclasare
expected to have a positive impact. Improved furperformance is often linked to better op@naedi
efficiency, reduced risk, and enhanced reputattirof which can result from greater transpareacyund
ESG practices (loannou & Serafeim, 2019).

However, firms that voluntarily disclosed ESG infation before mandatory regulations are expected to
experience smaller marginal improvements in fim@neerformance because they have already bedefite
from the reputational and operational advantagescisted with transparency. These firms have likely
already captured the benefits of enhanced invesist, reduced risk premiums, and improved staldsrol
relationships. For instance, Dhaliwal et al. (201khow that firms that voluntarily disclose ESG
information experience reductions in the cost afiggcapital, leading to better financial performmanSince
these firms have already realized the benefitewél capital costs and enhanced reputation, thedattion

of mandatory ESG disclosures is unlikely to resullignificant additional improvements.

H3: Firms that voluntarily disclosed ESG informatigrior to the introduction of mandatory disclosure
regulations experience smaller marginal improverasemtstock liquidity and financial performance.

Research Methodology

Research Design

79
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dahagement, Vol. 17, No.2, 2025

This study uses a quantitative research desigrgymnel data to investigate the effects of mangld&SG
disclosures on stock liquidity and financial penfiance. The research employs a causal comparathignde
with a difference-in-differences (DiD) approach, igth allows for the measurement of the impact of
mandatory ESG disclosure by comparing firms beéoré after the implementation of such regulatiorse T
study utilizes a longitudinal dataset from Eikorhieh contains financial, stock market, and ESG data
broad range of firms across multiple countries sextors.

Variables Measurement
Dependent Variable
Stock Liquidity

“Bid-Ask Spread”: A widely used measure of stoakuidity, representing the difference between thikabid
ask prices. A smaller spread indicates higher digqui(Amihud, 2002).This stratified approach ensutieat
variations in ESG disclosure practices and theiect$ across different industries and geographies a
captured, providing a more nuanced understandintpefphenomena under study (Dhaliwal et al., 2011,
loannou & Serafeim, 2019).

Financial Performance;:

Return on Assets (ROA): A measure of profitabitlat indicates how efficiently a firm is using #@ssets to
generate profits.

Return on Equity (ROE): Indicates the profitabilitfya firm in relation to shareholders’ equity.
Net Income: Total profit of the firm, representiogerall financial performance.
Independent Variables

Mandatory ESG Disclosure: A binary variable indiegtwhether a firm is subject to mandatory ESG
disclosure requirements. For firms in countriesectors where ESG disclosures are legally requtred,
value is 1; otherwise, 0 (loannou & Serafeim, 2019)

Voluntary ESG Disclosure: A binary variable thatptaes whether a firm voluntarily disclosed ESG
information prior to the introduction of mandatagporting requirements (Dhaliwal et al., 2011).

Data Collection and Analysis

The data over a 10-year period (2010-2020) wilttkected from Eikon, a comprehensive financiabtiase
that provides ESG metrics, financial performancedand stock market information. These databases a
widely used in academic research for gatheringnfirel data due to their extensive coverage andracgu
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(Leuz & Wysocki, 2016). This longitudinal approdutips analyze trends and identify long-term effeCke
sample also includes companies from both highsesitors (e.g., energy, chemicals) and low-riskosede.g.,
technology, financial services).

Econometric modeling such as fixed-effects modmidom-effects models, and a difference-in-diffeesnc
(DID) approach are employed to discover the causaghct of ESG disclosures on stock liquidity and
performance. Fixed-effects or random-effects modeié be applied to account for time-invariant
characteristics and firm-specific heterogeneitylf@sa, 2008). The choice between fixed and randtfects
will be determined based on the Hausman test. Thaiddel is used to estimate the effect of manga&8G
disclosures by comparing firms subject to the ratyoih (treatment group) to firms not subject to the
regulation (control group), both before and after tegulation was implemented (Angrist & Pischkg0&
Bertrand, Duflo, & Mullainathan, 2004).

Conclusion

Environmental, Social and Governance (ESG) fachange become a focal point of corporate reporting
frameworks in recent years, reflecting growing dedsafrom investors, regulators and society for grmea
transparency on sustainability issues. ESG disodsswvhich provide non-financial information oniwarfs
environmental practices, social responsibility, godernance structures, have been increasingly ateddy
governments worldwide as part of efforts to addtieesnformational asymmetry between firms and §toes.
Such disclosures are intended to enhance integnfy,ove market efficiency and support stakeholders
making better decisions (Christensen, Hail & Le2@21). The rise of mandatory ESG reporting has athek
significant shift in corporate governance, incogiorg non-financial considerations into the broader
accounting and reporting landscape.

The current study attempts to build a researchdraonk for examining the long-term effects of maodgat
ESG disclosures on stock liquidity, with a focus sectoral differences and the role of enforcement
mechanisms. Using a comprehensive dataset of fignsss multiple countries, the study investiga®s h
different sectors respond to ESG mandates and lotwmtary disclosures interact with mandatory reipgrt
requirements. By adopting a comparative approdub, résearch seeks to provide nuanced insightstiieto
complex dynamics of ESG reporting and its long-témplications for firms, investors, and regulators.
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Abstract

Within the course of putting into operation, vasotypes of job duties within organizations, there a
occurrence of limitations. The various areas irmgerof which limitations takes place are, job duyties
methods, procedures, strategies, approaches,timitage, amenities, facilities, materials, teclogoés and
the overall working environment. The members needdéntify the limitations. They need to generate
information in terms of the causes. There are wsritypes of causes that are utilized to identifg th
limitations in an appropriate manner. After the sesiare identified, individuals need to put interapion
the techniques to alleviate them. Furthermore, tiessd to be prevented from assuming a major fotms T
task can be put into practice on one’s own as a&lthrough obtaining support and help from the rothe
members. All the members are required to work iroi@bnation in putting into operation this task an
well-ordered and disciplined manner. The job dutydentification of limitations can be carried aatless

or more amount of time. But one of the importargezs$s that needs to be taken into account is,ipogit
needs to be reinforced in the implementation offaditors that are utilized to identify the limitatis.
Therefore, it is well-understood, identificationlwhitations is fundamental to bring about improents in
job performances. The main concepts that are takenaccount in this research paper are, underistgnd
the causes behind the occurrence of limitationfiwiemployment settings, identification of limitartis
within employment settings and identification ofmitations have proven to be advantageous to the
individuals in enhancing their career prospects.

Keywords: Career ProspectsEmployment Settingsdentification, Information, Job Duties, Limitatisn
Organization

It is comprehensively understood that within theirse of implementation of job duties, all individsia
irrespective of their occupations, communities, aodio-economic backgrounds aspire to be succe&sitl
there are occurrence of limitations. When the ktnins are experienced, they should be identifiedr
appropriate manner. After they are identified, nuees need to be put into operation to alleviatanthe
Furthermore, they should be prevented from assuminggjor form. The limitations need to be prevented
from having unfavourable effects on the implemeatabdbf job duties (Hug, 2021). The individuals viith
the organizations, irrespective of their job posis need to be informative in terms of measures and
approaches. In other words, they should possespiatieknowledge in terms of their tasks and fumstio
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When recruitment of individuals takes place, théso at needs to be ensured, they possess the e$sent
educational qualifications, competencies and #dslitThe possession of inadequate informationgarced

as one of the critical limitations. Therefore, tinelividuals need to put emphasis upon up-gradatibn
knowledge, skills and abilities throughout theingo

In all types of organizations, i.e. production, mgacturing, services, educational institutions,afinial
institutions and so forth, the individuals needbéhealthy physically and psychologically. Wherythee to
carry out manual job duties, they need to be hgalithen they experience various types of healtlblpras
and illnesses, they do give rise to impedimentsiwithe course of putting into practice variouk$aand
activities. When the individuals are wholehearteditermined towards the implementation of job dutie
they will put emphasis on promoting good healthrfrthe physical as well as psychological perspestive
(Jacowski, 2021). Furthermore, they will not letalle problems and illnesses to give rise to any
impediments. The individuals need to create a loaldoetween personal and professional lives. Apanh f
implementation of professional job duties, the wtlials also have job duties and responsibiliteesérry
out in their personal lives. Hence, they need ke taut sufficient time for all of them. Therefotegalth
problems and illnesses and inability to createlartu® between personal and professional livesesyarded

as vital limitations, which have been experiencgdh® members within the course of implementatibn o
job duties.

The individuals need to put emphasis on honingiroé tmanagement skills. These skills will enable the
individuals to set priorities to the job duties.eTjob duties, which are more important are caroetfirst,
whereas, the tasks, which are regarded as lesstanpare given second preference. Some of thelydies
are less time consuming, whereas, others are rimeecbnsuming. In some cases, when the employees ar
engaged in job duties, which are more time consgnthey will not be able to take out sufficient ambof
time for other tasks. Hence, it is indispensablédoe time management skills to take out time fojoa
duties. The individuals in some cases cannot cautyjob duties on their own. They need to work in
co-ordination with others, i.e. supervisors or eajues. When others are not available on time lzé is
lack of communication with them, it is regardedaalsmitation within the course of implementationjob
duties. Therefore, inability to implement time mgement skills and lack of effective communication
processes are crucial limitations, which have leegrerienced by the members of the organizations.
Understanding the Causes behind the Occurrence ofifnitations within Employment Settings

It is apparently understood that within the couwkenplementation of job duties and responsibiitigithin
various types of employment settings, the individuare required to experience limitations. These ar
regarded as an integral part of the professiometIpf the individuals. When these are experienced,of
the important points that need to be taken intmatis, the individuals should not feel overwheimin
other words, they should have faith in themselvesl ®e wholeheartedly committed towards the
implementation of job duties and achievement ofnizational goals. The members need to form pasitiv
viewpoints in terms of various aspects of the omgtion and individuals with whom they are workiwgh.
Furthermore, they need to develop motivation towaleir job duties and responsibilities. It is resagy
for all the members to understand the causes behiedoccurrence of limitations within employment
settings (What are the Drawbacks of Delta Modulgt®013). These are, lack of knowledge, competsncie
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and abilities; occurrence of stressful terms ani@timnships with others; availability of inadequate
technologies and materials; increase in the ratabsienteeism and dissatisfaction within the working
environment. These are stated as follows:

Lack of Knowledge, Competencies and Abilities

The individuals within all types of organizatiomsespective of their job positions need to put bags on
honing of knowledge, competencies and abilitieseWér the workforce is engaged in the productioth an
manufacturing processes, or are working on assighared projects or are engaged in marketing aressal
of their products and services, they need to augitheir knowledge, competencies and abilities. Thegd

to make use of various sources, i.e. books, asticleports, projects, other reading materials,neldyies
and internet to augment their knowledge and undedshg in terms of various subjects, concepts and
factors. The honing of knowledge needs to takeepthcoughout the job duties of the individuals. \Whe
individuals do not possess adequate informatias,atmajor limitation within the course of implemation

of job duties and generation of desired outcomdse individuals are required to possess adequate
knowledge in terms of their tasks and functionser€fore, lack of knowledge, competencies and #&slits
regarded as one of the significant causes behaddburrence of limitations within employment sejt.
Occurrence of Stressful Terms and Relationships whitOthers

The individuals in some cases cannot carry oudtes on their own. They need to work in co-ortiora
with others, i.e. supervisors or colleagues. Wiy tare uninformed, they need to acquire infornmaiio
terms of methodologies, techniques and approa¢hethermore, they need to obtain solutions to wexio
types of problems. Hence, it is of utmost significa for the individuals to form cordial and amiatdems
and relationships with others. When there is oenge of stressful terms and relationships with rstliteis
regarded as a limitation within the course of impéatation of job duties. As a consequence, thevithaials

will experience difficulties within the course ahplementation of job duties and achievement ofrddsi
goals. When the individuals are experiencing pnoislevithin the course of communicating with othérss
regarded as a limitation within the course of mgftinto practice various tasks and activities. €fane,
occurrence of stressful terms and relationship$ withers is one of the important causes behind the
occurrence of limitations within employment setsng

Availability of Inadequate Technologies and Materids

In the present existence, various types of teclyiedoare utilized in putting into operation diffetgob
duties and functions. On the other hand, mateesburces are tools, devices, machinery and equipmen
The individuals in leadership positions and theeotinembers are required to pay attention that these
available. These are made use of in the implementaf job duties, generation of desired outcomas a
achievement of the organizational objectives. Aplaoim making sure that these are available, the
individuals need to pay attention towards their ageament throughout their jobs. All the membershef t
organization, irrespective of their job positionstie hierarchy need to be well-versed in termsethods
and approaches that are needed to manage thehe raining and development programs, the workfesce
imparted with information to make use of technodmsgand materials in a satisfactory manner. Henbenw
the individuals are unable to make technologiesraaterials available, it is regarded as a limitatiathin

the course of generation of desired outcomes. Ttreeavailability of inadequate technologies and
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materials is an indispensable cause behind the@cae of limitations within employment settings.
Increase in the Rate of Absenteeism

The individuals normally give preference to theiofpssional job duties over personal job duties tBay

in some cases are overwhelmed by job duties ambmegbilities in personal lives as well that theg a
required to take leave from work. Hence, this cawmeincrease in the rate of absenteeism. Ano#ason

for this is, in some cases, the individuals expeeaccidents within employment settings. These beay
experienced in a major or in a minor form. Wherséhkave unfavourable effects upon the capabibifi¢se
workforce, as a consequence, there is an increabe irate of absenteeism. When the accidents hayje
effects upon their health conditions, they may haviake leave from work for a long period of tinktence,
increase in the rate of absenteeism is regarded lesitation within the course of putting into opé&bn
various job duties and generation of desired ougrtherefore, in all types of organizations, iaseein
the rate of absenteeism is a crucial cause behanddcurrence of limitations within employment isgfs.
Dissatisfaction within the Working Environment

Within the working environment in all types of orgzations, there are number of factors that causes
dissatisfaction among individuals. All the indivals, irrespective of their job positions in therhrehy
experience them. These are related to implementaifojob duties and responsibilities; utilizatiom o
methods and approaches; lack of availability ofrasfructure, amenities and facilities; dealing with
demanding individuals; being overloaded with woldck of modern, scientific and innovative methods;
lack of adequate grievance redresser procedurasyaraness in terms of time management skills; litabi

to make wise and productive decisions; inabilityctipe with problems and difficulties in an adequate
manner; lack of knowledge, competencies and aslitind lack of development of mutual understanding
with others. When these factors cause dissatisfa@mong individuals, it is regarded as one ofritagor
limitations within the course of putting into optoa various job duties, achievement of organizaio
goals and enhancement of career prospects of theidnals. Therefore, it can be stated, dissatigiac
within the working environment is a vital cause inehthe occurrence of limitations within employment
settings.

Identification of Limitations within Employment Settings

It is apparently understood that within the couwkenplementation of job duties and responsibiitigithin
various types of employment settings, the individwae usually committed. The reason being, thegkwo
diligently to acquire employment opportunities. Whe¢hey get recruited and selected within the
organizations, they have the primary goals of doimdj in their job duties, achieving organizatiomglals
and leading to up-gradation of the overall struetofrthe organizations. In order to achieve thexdsy they
need to identify the limitations. After the limitahs are identified, the members of the organiratieed to

be well-equipped in terms of strategies of allam@tthem (Workplace Safety and Health Uses and
Limitations, 2021). This task can be carried outamindividual basis as well as through working in
co-ordination and integration with others. The esypls and the employees and colleagues need toimork
collaboration with each other. The task of curblimgitations can be manageable as well as there are
occurrence of difficulties. The various types afiiations within employment settings are statetbdsws:
Possession of Inadequate Information
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The individuals within the organizations, irrespeetof their job positions need to be informativeterms

of methods and approaches. Whether the workforeagaged in the production of products, or are wgrk
on assignment and projects or are marketing theidyzcts, they need to be well-equipped in terms of
methods and approaches. They need to make useiofiz¥aources, i.e. books, articles, reports, ptsje
technologies and internet to augment their knowdedagd understanding in terms of various concepds an
factors. When they do not possess adequate infmmat is a major limitation within the course of
implementation of job duties and generation of dekioutcomes. The individuals are required to Essse
adequate knowledge in terms of their tasks andtiimume When recruitment of individuals takes plaben
also it needs to be ensured, they possess thetiabselucational qualifications, competencies abititees.
Hence, the individuals need to put emphasis upegragation of knowledge, skills and abilities thghout
their jobs. Therefore, it is well-understood, passen of inadequate information is regarded asajrtbe
vital limitations within employment settings.

Utilization of Traditional Methods and Approaches

In the present existence, in all types of orgaiorat with advancements taking place and with theeat of
modernization and globalization, it is necessaryntike use of modern, scientific and innovative roésh
within the course of putting into operation job idst Utilization of traditional methods and approes is
regarded as a limitation within the course of impdatation of job duties and achievement of deSjls.

In some organizations, there are utilization ofitianal methods and approaches. The individuaés ar
making use of these methods in the implementatioragous types of job duties. These may be prddoct
of goods, services, working on assignments, prejactd so forth. One of the major limitations that i
experienced is, the tasks are carried out in mmr@uat of time. In other words, the utilization cdditional
methods and approaches facilitate the implememtaifotasks in a less efficient manner as compaoed t
utilization of modern, scientific and innovative theds. The employees usually do not make use of
machines, tools and equipment. They carry out jobiduties manually. Therefore, utilization ofdittonal
methods and approaches are one of the cruciahtimits within employment settings.

Health Problems and llinesses

All the individuals, irrespective of their job ptisns need to be healthy physically and psychokibyic
When they are to carry out manual job duties, thegd to be healthy. When they experience variqussty
of health problems and ilinesses, they do give tdsenpediments within the course of putting intagtice
various tasks and activities. In some cases, th&far@e experiences accidents within employmertiregs.
These may be experienced in a major or in minamfddence, there should be establishment of workers
compensation programs. When the individuals areletieartedly determined towards the implementation
of job duties, they will put emphasis on promotgmpd health from the physical as well as psychcklgi
perspectives. Furthermore, they will not let hegltbblems and illnesses to give rise to any impedits
But when these are experienced in a major formwihikforce may have to take leave from work. Inesas
of permanent injuries, it is a possibility thatyhmay not get back to work. But they are given cengation.
Therefore, health problems and illnesses is af&gmni limitation within employment settings.

Inability to create a balance between Personal androfessional Lives

The individuals need to create a balance betweersopal and professional lives. Apart from
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implementation of professional job duties, the wtlials also have job duties and responsibiliteesérry

out in their personal lives. Hence, they need ke taut sufficient time for all of them. The resdastudies
have indicated that individuals usually give prefere to their professional job duties. When they tar
carry out their office jobs, they will not attendaamily function. On the other hand, if they haeetdke an
ailing family member to a medical centre, in suases, they may have to take leave from office. This
signifies that individuals may give preference tofpssional as well as personal job duties. When th
individuals are unable to create a balance betvpeesonal and professional lives, it is a limitatidmis
causes stress among them. The reason being, ikilirads will not be able to take out sufficient anmt of
time for all tasks and activities. Therefore, inidpito create a balance between personal and gsmieal
lives is an important limitation within employmessttings.

Inability to implement Time Management Skills

The individuals need to put emphasis on honingnoé tmanagement skills. These skills will enablenthie

set priorities to the job duties. The job dutie$jck are more important are carried out first, velast the
tasks, which are regarded as less important aengigcond preference. Some of the job duties ssdilae
consuming, whereas, others are more time consuriningome cases, when the employees are engaged in
job duties, which are more time consuming, they mait be able to take out sufficient amount of tifoe
other tasks. Hence, it is indispensable to hone timnagement skills to take out sufficient amodrinoe

for all job duties. When the individuals are noteato take out sufficient amount of time for alska and
activities, it is regarded as one of the limitapwhich gives rise to psychological problems ajexnand
stress among individuals. The individuals usuadlgl ffrustrated, when they need to complete a tadktas

left incomplete. Therefore, inability to implemeithe management skills is an essential limitatiathiw
employment settings.

Lack of Effective Communication Processes

The individuals in some cases cannot carry outdates on their own. They need to work in co-ortloma
with others, i.e. supervisors or colleagues. Wihely are unaware, they need to acquire informatiderms

of methods and strategies. Furthermore, they neguadvide solutions to various problems. Hences f
utmost significance for the individuals to put inbperation effective communication processes. When
others are not available on time and there is tdadommunication with them, it is regarded as athtion
within the course of implementation of job dutigss a consequence, the individuals will experience
difficulties within the course of implementation job duties and achievement of desired goals. When
individuals are working in collaboration and intation on the project, they need to ensure, theg tak
sufficient amount of time to meet and discuss vatith other. Communication processes are facilitated
through the usage of technologies as well. Furtbeemthe individuals are required to provide fattua
information. Hence, when these do not take pla@iadequate manner, it is a limitation. Thereflaek of
effective communication processes is a meaninghitdtion within employment settings.

Inability to upgrade Problem-Solving Skills

Within the course of implementation of job dutieghievement of organizational goals and leading to
up-gradation of the overall structure of the orgations, there are occurrence of various typegaiflems.
These may be experienced in a major or in a mimon f The various factors in terms of which probleares
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experienced are, job duties, responsibilities, wdsh procedures, resources, infrastructure, aresniti
facilities, machines, technologies and so forthe Various types of problems can be solved on mwsas
well as through obtaining support and assistarm® gmployers, supervisors or colleagues. The iddals
need to put emphasis on honing of problem-solvkitissthroughout their jobs. The inability to upgea
problem-solving skills is a limitation. The reasbeing, when the problems will remain unsolved, the
individuals will experience difficulties within theourse of implementation of job duties, generatién
desired outcomes and achievement of the organmedtabjectives. Hence, when the individuals arebiea
to upgrade problem-solving skills, it is regardedaalimitation within the course of generation efsiled
outcomes. Therefore, inability to upgrade probleviag skills is a notable limitation within emplment
settings.

Inappropriate Decision Making Processes

The decisions are regarded as an integral patteoptofessional lives of the individuals. Thesedneebe
made in terms of various aspects, i.e. job dutresponsibilities, methods, procedures, resources,
infrastructure, amenities, facilities, machineght®logies and the overall structure of the orgations.
The individuals in leadership positions are vestét the authority of making decisions. But in sooases,
they seek ideas and suggestions from the othevithdils as well. The discussion meetings are called
where the individuals give their ideas and suggestiWhen the decisions are made, it needs to feeah
they prove to be favourable to the employees abagethe organizations as a whole. The analysidante

be conducted in terms of the alternatives to makse vand productive decisions. In some cases, the
decisions are made in less amount of time, whereasther cases, they are time consuming. Hencenwh
the individuals are unable to put into operatiom diecision making processes in an appropriate nnaihise
regarded as a limitation within the course of aghieent of desired objectives. Therefore, inappederi
decision making processes is a worthwhile limitatiathin employment settings.

Inadequate Management of Resources

The various types of resources need to be managad appropriate manner. These are, human, filancia
technical and material. Human resources are trsopael. They utilise their knowledge within the smuof
implementation of job duties. Financial resourcesthe monetary resources. These are utilized tonpu
operation various tasks and activities. Technieglurces are the various types of technologiesateat
utilized in putting into operation various tasksdaactivities. Material resources are tools, devices
machinery and equipment. The individuals in leadgrpositions and the other members are requirgéyo
attention towards management of resources. Thesenade use of in the implementation of job duties,
generation of desired outcomes and achievemeriteobtganizational objectives. The individuals nézd
pay attention towards their management throughoeit jobs. Hence, when the individuals are unable t
manage these resources in an adequate manneegaigied as a limitation within the course of gatien

of desired outcomes. Therefore, inadequate manageofieresources is a limitation within employment
settings, which has had unfavourable effects uperoterall structure of the organizations.

Experiencing of Difficulties in Manual Job Duties

Within the course of implementation of manual jaliiels, there are occurrence of difficulties. Duffiktes
give rise to impediments within the course of pugtinto practice various types of job duties aniivaies.
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In some cases, the workforce experiences accideithen employment settings. Hence, there should be
establishment of workers compensation programsr(Tisability, 2016). Whereas, in other cases, tlagee
occurrence of problems in completing job dutieshwitthe required time frame. When the individuais a
wholeheartedly determined towards the implementadfgob duties, they will put emphasis on augnmemti
their knowledge and understanding in terms of peoimg methods. Furthermore, they will not let ayyyets

of problems and difficulties to give rise to anypiediments. But when the difficulties are experiehaad
have unfavourable effects, the workforce may haveut in efforts to their best abilities to preveneém
from assuming a major form. The individuals in leesthip positions are required to put in effortetsure,
there is availability of resources. Furthermoreytheed to provide solutions to various problenter&fore,
experiencing of difficulties in manual job duties a limitation within employment settings, whichvha
proven to be disadvantageous to the employees edgagroduction processes.

Identification of Limitations have proven to be Advantageous to the Individuals in enhancing their
Career Prospects

Acquisition of employment opportunities is regardedone of the major aims of all individuals, ipestive

of their communities, categories and backgroundesé are fundamental to lead to enhancement o$ one’
career prospects. The individuals get enrolledducational institutions, acquire education, augnibair
knowledge, skills and abilities, so they can gegaged in employment opportunities. The employment
opportunities are of various types. They are diskiunder the categories of blue collar and whit#ar
jobs. The educational qualifications, skills, am, aptitude, family background and location bé t
individuals are the main factors that enable thigviduals to acquire employment opportunities. \Witthe
course of implementation of job duties within vaisaypes of employment settings, there are occoereh
limitations. The causes behind the occurrencemoitditions should be identified in a satisfactorynmer.
Furthermore, measures need to be put into operatialleviate them. These need to be prevented from
assuming a major form. Therefore, it is well-untteod, identification of limitations have proven be
advantageous to the individuals in enhancing ttesieer prospects.

The individuals within the organizations, irrespeetof their job positions need to be informativeterms

of measures and approaches. In other words, tf@ydpossess adequate knowledge in terms of thekst
and functions. When recruitment of individuals wl#ace, they are required to go through trainind a
development programs. In these programs, theyrakeded with information in terms of various aspeof

the organizations. Furthermore, they are traingdrnms of methods to do well in their job dutiestii the
course of implementation of job duties as well, itidividuals are required to get enrolled in thpesgrams.
This is particularly when they are required to aegintheir knowledge and understanding in terms of
modern, scientific and innovative methods. The vittlials also identify the limitations and provide
solutions to them. When they will do well in th@bs, they will be able to enhance their careespeats.
Therefore, augmenting knowledge regarding moderiensfic and innovative methods will contribute in
identification of limitations. This aspect have yea to be advantageous to the individuals in enhgnc
their career prospects.

In enhancing career prospects and in identificatibhmitations, the individuals need to be infortwa in
terms of various aspects. These are, being wedlegein terms of job duties and responsibilitiesngpe
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informative in terms of modern and innovative mekhand procedures; developing motivation towards th
implementation of job duties; augmenting knowledgempetencies and abilities; implementing time
management skills; honing analytical, critical #img and problem-solving skills; making available
infrastructure, amenities and facilities; managiagources in an adequate manner; being well-vexstbd
usage of technologies and materials; making wiskepaoductive decisions; coping with various probdem

an adequate manner; inculcating the traits of nitgradthics, diligence and resourcefulness and fiogm
cordial and amiable terms and relationships withert. Through reinforcement of all these aspebts, t
individuals will identify the limitations and prode effective solutions to them. When they will cuhie
limitations, they will be able to enhance theirezarprospects. Therefore, it can be stated thatifebation

of limitations in a well-ordered manner will rend&am important contribution in leading to enhancenhtn
career prospects.

Conclusion

Within the course of implementation of job duti¢isere are occurrence of limitations. These shoe@d b
identified in an appropriate manner. Furthermoreasures need to be put into operation to alleviam.
The causes behind the occurrence of limitationdiwiemployment settings are, lack of knowledge,
competencies and abilities; occurrence of stresiuhs and relationships with others; availabildfy
inadequate technologies and materials; increagberrate of absenteeism and dissatisfaction with@
working environment. The various types of limitasowithin employment settings are, possession of
inadequate information, utilization of traditionalethods and approaches, health problems and i#gsgess
inability to create a balance between personal prafessional lives, inability to implement time
management skills, lack of effective communicatiwocesses, inability to upgrade problem-solvindiski
inappropriate decision making processes, inadequaeagement of resources and experiencing of
difficulties in manual job duties. Identificationf dimitations have proven to be advantageous to the
individuals in enhancing their career prospectasally, it can be stated, identification of limitatis in a
timely manner may contribute significantly in proting well-being of the individuals and the overall
structure of the organizations.
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Abstract

This research aims to examine the effects of cragif, liquidity, and bank stability on bank
profitability of Viethamese listed commercial barksring the 2010-2023 period. With a focus on 2ei
banks, the study employs the Fixed-Effect ModelNIr&vhich is the best model for analyzing the sarmdple
financial data collected from the Thomson ReutdiSEN database. The results reveal a notable negativ
impact of credit risk and bank stability on banloffiability, whereas a positive relationship betwee
liquidity and bank profitability is found in whichank profitability is measured by three proxiesune on
equity (ROE), return on asset (ROA), and net irsiereargin (NIM). Moreover, control variables such a
bank size, capital to assets ratio, deposit groasiset quality, efficiency, income diversity, fumglicost,
GDP per capita, and inflation rate are also exathilmesee whether these factors have an effect ok ba
profitability. Noteworthy, capital to assets ratigfficiency, and inflation rate are found to sigreintly
impact bank profitability, whereas there is no #igant effect of bank size and GDP per capita anko
profitability. The results of other control variaklare mixed. Despite contributing some valualdeyins,
the study acknowledges a limitation of small samgiee, highlighting avenues for future research.
Recommendations are offered for policy makers, maakagers, and researchers, aiming to inform gitate
decision making and guide future investigations ihis critical area of study.

Keywords: Bank profitability, credit risk, liquidity, bankaility, Viethamese commercial bank
JEL Classifications: G21, E51, E60
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1. Introduction

The banking sector plays a crucial role in a cotmteconomic development as financial intermedgrie
facilitating the transfer of funds between saverd borrowers. An efficient and profitable bankiygtem is
essential for economic growth, as demonstrated hay positive relationship between GDP and bank
performance highlighted by Demirgu¢-Kunt and Hugzin (1999). Effective financial intermediation
improves bank profitability (Berger et al., 199@jiracts capital inflows, and enables funding fartsips
and existing businesses. This not only boosts eéutproduction, and employment but also fosters
innovation and competitiveness. Additionally, asiigle credit encourages consumer spending andsdrive
economic activities. When banks set appropriaterést rates, businesses can reinvest profits kptansion

or large-scale projects like infrastructure andhtetogy, while consumers benefit from affordableaficing

for essentials like homes, education, and investsndBanks also play a vital role as risk managers,
diversifying loan portfolios across sectors andhgginancial instruments to hedge risks, therelmmmuting
economic stability. Moreover, by supporting stagttand expanding enterprises, banks indirectly reduc
unemployment, further contributing to economic depment and growth.

Over recent years, the banking industry in Vietrfzas faced significant challenges, particularly 022,
following the severe impacts of the COVID-19 pandeon all sectors of the economy and society. Amid
this context, the Viethamese commercial bankingesyshas played a dual role: maintaining its openii
goals of growth, profitability, and safety whilenftctioning as a financial tool in collaboration withe
Government and the State Bank of Vietnam to suppatomers to overcome difficulties.

By 2023, the banking industry showed consideraiigrovements. The Capital Adequacy Ratio (CAR) has
strengthened, with some banks, such as Techcombidkank, VPBank, VIB, and ACB, achieving the
level twice the minimum requirement (Truong, 202Many banks are also expected to raise capital to
enhance medium- and long-term funding, expand carial@perations, and facilitate the swift recovefy
businesses and the economy. However, despite thesiéve developments, rising bad debt poses a
significant challenge. Factors such as a struggiiogporate bond market and weak real estate sales h
caused a severe cash flow shortage among invedtmstly impacting their ability to repay debtquidity
issues are also affecting various enterprisesicpéatly small and medium-sized businesses. Adadtily,

the risk of bad debt in interest receivables isaldmg. For instance, in the second quarter 0f4202
Techcombank’s interest receivables increased by, 38&n A Bank's by 50%, and LPBank’s by 21%
compared to the beginning of the year (Truong, 2024

Currently, five banks in Vietham are under speca@itrol: OceanBank, Construction Bank (CB), GPBank,
DongABank, and SCB. Among these, SCB presents & iwamplex restructuring process due to its larger
scale. The primary reasons for banks being placetbuspecial control include high bad debt ratind a
negative owner capital, which pose a risk to ttabiity of the entire banking system. To addresss¢h
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challenges, the State Bank has proposed restmgtumeasures for weaker banks. Notably, CB Bank,
OceanBank, and GPBank—referred to as “zero-dongianwill be compulsorily acquired, restructured,
and transferred to eligible banking entities. Hoare\as of now, no official announcement has beedema
regarding which banks will assume control of thetseggling institutions (Nguyen, 2023).

Credit risk refers to the possibility that a boreswnay default on loan payments, leading to finaroisses
for lenders, which is directly linked to potent@dsh flow issues and increased collection costg;hvan
adversely affect the profitability of banks. Accioigl to Accornero et al. (2018), a high prevalentéoan
defaults can destabilize the banking sector andgxineme cases, jeopardize the entire financiaesys
Non-performing loans (NPLs) diminish banks' intér@gomes, exacerbating the negative impact on
profitability. Furthermore, lenders charge higheerest rates to compensate for elevated cre#l, nighich,
paradoxically, may increase default likelihood,ghastablishing an inverse relationship betweenitcrist
and bank profitability.

Liquidity relates to the ease with which assetslmagonverted into cash, with cash being the magsid. In
banking, liquidity indicates the ability to meetetits' withdrawal demands. Previous research lggtdithe
positive influence of liquid asset ratios on bam&fpability. Studies by Bordeleau & Graham (201je
(2013), Lartey et al. (2013), Nimer et al. (2018)d Rasul (2013) suggest that banks with adequogpiielity
build strong reputations, enhance customer confieleand attract more deposits and business.

Bank stability refers to a bank's capability to mi&e obligations and maintain its financial heakhich is
crucial for the overall economic health and effig of the financial system. Stability fosters ddahce
among customers, investors, and regulators, wlaoheahance customer deposits, reduce funding eosts,
minimize operational risks. A stable bank is alsisiponed to capitalize on growth opportunities lehi
maintaining its financial integrity. Converselyjqitizing profits over stability may lead to riskyehaviors
that threaten the bank's long-term viability. Adetbby Nguyen & Le (2022), a positive relationshipsts
between bank stability and profitability.

In this study, we examine the effects of credik,riquidity, and bank stability on bank profitaibjl of
Vietnamese commercial banks listed on Hochiminh ldadoi stock exchanges during the period from 2010
and 2023.The contribution of our study is that there is misting study about the effects of credit risk,
liquidity, and bank stability on bank profitabiligf Viethamese commercial banks. Most prior stutiage
documented the influence of specific microeconomi@croeconomic, or industry-specific variables on
bank profitability. In addition, they only focus ateveloped countries where more data is availabie.
study also has some practical implications. Theiffigs of this study shed light on how commerciaiksin
Vietnam can achieve better profitability which ey key role in economic growth and how to adjbstrt
policies appropriately with the effects of credtsky liquidity, or stability.

The remainder of this paper proceeds as followsti@e 2 presents a brief overview of the literatarel
develops hypotheses. Section 3 outlines the dadansthodology. Section 4 analyzes and discusses the
empirical results. Section 5 concludes this papdradfers some recommendations.

2. Literature review and Hypothesis development
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2.1.The microeconomic theories of banking
2.1.1 The credit creation theory until about 1930

The credit creation theory, developed by CliffordgH Douglas in the early 20th century, posits baatks
generate credit and money out of nothing when lendir purchasing assets. This initial lending teigga
multiplier effect, as recipients spend and genetaf®osits, leading to an increase in overall baamathout
corresponding declines elsewhere. Thus, the thimaligates that during periods of increased bankitre
balance sheets and money supply indicators tygitedhd upward. Douglas (1924) argues for goverrimen
control over credit creation to align public pursimg power with economic production capacity. Vaso
economists have supported this theory, and it@gins have been explored in academic worksudiny
political analyses and studies of credit reformefEhare many economists support this theory include
Macleod (1856), Withers (1909, 1916), Wicksell (889Cassel (1918), Hahn (1920), Hawtrey (1919) and
others. Despite its contributions, the theory hatalple limitations, such as its inadequacy in erpig the
dynamics between commercial and central banks, el as the effects of government spending,
international trade, and financial crises on theneyosupply, which later prompt the emergence of the
fractional reserve theory.

2.1.2 The fractional reserve theory until about 1®7

The fractional reserve theory, significantly adweshcby economists such as Fisher (1936), Friedman
(1963), and Brunner and Melter (1969), illustrathe mechanism through which central banks control
money creation and supply. Under this system, banaks expand the money supply beyond their held
reserves, leading to economic cycles of credit egjpen and contraction, which may result in insigpbil
(Fisher, 1936). The theory posits that while indixal banks act as financial intermediaries, thekian
system collectively holds the power to generateeyoApplied studies, such as those by Bohme €2615)
comparing Bitcoin with traditional banking and Wynat al. (2007) examining the macroeconomic impact
of bank lending, reinforce the theory's relevanceimderstanding modern finance. In addition, Bekean
(1983) uses this theory to examine how bankingapsks during the Great Depression led to a sigmific
contraction in the money supply. However, the thiedso presents limitations, particularly in addiag the
roles of non-bank financial institutions and thieefs of financial innovations on the money supplyrther
research is warranted to explore these aspecisuitloly.

2.1.3 The financial intermediation theory since 197

The Financial Intermediation theory emphasizesrtie of financial intermediaries like commercialnka,
investment banks, insurance companies, and perfsiods in creating money-like instruments and
efficiently channeling funds from savers to borrosvéGurley & Shaw, 1960). These intermediaries pl®v
liquidity to depositors, allowing them to withdréwnds on demand, while also managing and redudskg r
through diversification. Numerous researchers hgwglied the theory in their studies, such as Rblip
(2016) examining the impact of financial technoldfigtech) on financial intermediation, Beck et @004)
studying the relationship between financial develept and economic inequality, and Brunnermeier 200
studying the liquidity and credit crunch during tB807-2008 financial crisis. These studies prowde
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comprehensive understanding of how the theory eaapplied in the banking sector, but also highliylet
need for further research.

2.2. Credit risk and bank profitability

Credit risk refers to the potential loss resultirgm a borrower's failure to repay a loan or memtt@actual
obligations according to Basel Committee on Banksupervision (2000). It affects not only banks and
financial institutions but also investors, corpaas, and economies at large. Effective credit risk
management plays a crucial role in the operatiobaniks, directly affecting their overall performanc
sustainability, and bank profitability. Athanasagl®t al. (2006) show that credit risk, measured by
non-performing loans (NPLs), has a significant riegaeffect on bank profitability. Effective creditsk
management practices significantly reduce NPLgjifepto better financial performance. Studies hal¢ée
investigated the effect of credit risk managemenmtfinancial performance, particularly the attrantiof
creditworthy borrowers.

Effective credit risk management practices help kbamttract more creditworthy borrowers while
maintaining profitability by adjusting loan termar friskier borrowers. DeYoung and Torna (2013) fihdt
banks with strong risk management practices terftht@ better-performing loans, lower delinquendgsa
and fewer defaults. Managing credit risk well hefpetect a bank's capital base, ensure its solyeray
maintain adequate capital reserves. Insufficierditrrisk management can lead to higher rates an lo
defaults and capital erosion in institutions wietstf loan growth (Foss et al., 2010). Thereforeditmsk
management should be strictly considered to mairttes capital reserve and guarantee bank solvency.

Altunbas et al. (2007) study the interplay betweebank’s capital structure, risk-taking behaviard a
operational efficiency within the European banksegtor from 1992 to 2000. This study finds thatksan
with efficient capital structure, risk-taking belay and operational efficiency are better at idgimg good
lending opportunities and managing loan portfolleading to lower credit risk.

There are many studies showing a negative comeldetween credit risk and bank profitability. lergan
commercial banks, a significant proportion of loame non-performing, leading to a negative corefat
between the quantity of non-performing loans andkbarofitability (Kithinji, 2010). This suggests ah
managing credit risk is essential for improvingaficial performance. In the Middle East and Northioaf
region (MENA), higher non-performing loans (NPLsE associated with a decline in bank profitability
(Boudriga et al., 2009).

Furthermore, Athanasoglou et al. (2008) investighte determinants of bank profitability, includitbgth
internal factors such as capital adequacy and dpeatity, and external factors influencing the parfance

of Greek banks during the period 1985-2001. Bardc#ie factors like capital strength, asset qualayd
operational efficiency play a key role in determmpia bank’s profitability. They find that higherpital
ratios have a positive impact on bank profitahilég well-capitalized banks are seen as safer amdecure
cheaper funding. Greek banks have shown a risksav&@ance, implementing regulations to enhancetcred
risk screening and monitoring.

In Vietnam, a study by Do et al. (2020) documentsegative relationship between NPL ratios and
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profitability indicators (ROA and ROE), suggestitigat credit risk reduces profitability as non-penfiang
loans do not generate interest income and incithaseeed for provisions against potential loandessligh
levels of NPLs can also adversely affect banksirfamal health by increasing costs and reducingnmco
Overall, managing credit risk is crucial for impnog bank profitability.

Based on the findings and arguments in previouwiesuwe propose the following hypothesis.
Hypothesis 1:Credit risk negatively affects bank profitability.
2.3. Liquidity and bank profitability

Liquidity is the ability of an asset or securitylie bought or sold quickly without affecting itsqga, which
is crucial in financial markets, institutions, amdonomic systems. Liquidity risk is a fundamentgext of
banking, affecting a bank's performance and stgbiiffective liquidity risk management is linked &
bank's ability to manage short-term liabilities andintain solvency. Poor liquidity management czadlto
significant financial distress, reputational damaayed even bank failures. Studies have shown ttedss
liquidity, particularly during the 2007-2008 globfshancial crisis, incentivizes banks to take onrendsks
in lending and investment activities (Acharya & Ma@012).

Leverage increases liquidity risk, making highlgaicial leveraged institutions more vulnerablehocgs
during financial stress. Banks with better liquyditre more resilient to systemic shocks (Brunneemé&i
Pedersen, 2007; Cornett et al., 2011). Banks watteb liquidity positions can continue lending ahgri
financial stress and supporting the economy. Lidgidsk management is crucial for maintaining dted
supply and supporting core operations. Central $astiould avoid coordination failures by managing
solvency and liquidity risk.

The literature has focused on profitability anaysf either cross-country or individual countryariing
systems. The first group of studies includes Boyi&89), Molyneux & Thornton (1992), and more recen
studies such as Pasiouras & Kosmidou (2007) and &afumin (2011). Studies in the second group
concern the banking system in variety specific ¢oes such as the U.K. (Kosmidou et al., 2008),
Switzerland (Dietrich & Wanzenrie@011), or the developing market economies (e.@, #013). All the
above studies conclude that the relationship betwgaidity and bank profitability is positive.

Bourke (1989) analyzes the effects of both markencentration and other internal and external
determinants on bank profitability based on thead#tabout ninety banks of twelve countries in pearo
North America, and Australia over a period from 298 1981. It shows a positive correlation between
liquidity and bank profitability, highlighting thdtquidity helps banks meet short-term obligatioaspid
costly distress, and exploit profitable opportwesti Pasiouras and Kosmidou (2007) find a positive
relationship between liquidity and profitabilityrfdomestic banks in the European Union.

During the crisis of 2007-2008, the banking systeanldwide was impacted significantly in various vgay
such as liquidity, solvency, confidence, and therall stability of financial institutions. Dietricland
Wanzenried (2011) examine how bank-specific charetics as well as macroeconomic and
industry-specific factors affect the profitabiliogf commercial banks in Switzerland during both prisis
period and the financial crisis. The study findspasitive relationship between liquidity and bank
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profitability in Switzerland during both pre-crised financial crisis periods. During periods ofaiincial
instability, maintaining higher liquidity levels eucial for survival and avoiding significant less

There are some recent studies about the bankingnsym Asia such as Kumar & Singh (2018) and
Abdullah & Hossain (2014). A positive correlatioattyeen liquidity and bank profitability is documedtin
these studies. Thinh et al. (2021) find a positredationship between liquidity and profitability in
Vietnamese listed banks, especially in well-cajzéal banks. Nguyen and Noh (2021) use the CAMELS
model to investigate the determinants of bank perémce in Viethamese commercial banks and have the
same conclusion. Overall, liquidity plays a cruaiale in supporting bank operations and contriliytio
long-term profitability. We develop the hypotheassfollows.

Hypothesis 2:Liquidity positively affects bank profitability.
2.4. Bank stability and bank profitability

Bank stability is the ability of a bank to remaioiv&nt and manage risks, especially in volatileaficial
markets, which is crucial for maintaining a healfimancial system and supporting economic growtmniB
runs can occur due to the coordination failure agndepositors. Therefore, ensuring operational ks
essential to avoid bank runs and maintain trugténbanking system (Demirgu¢-Kunt & Levine, 2001).

Prior studies have shown a positive relationshipvben bank stability and profitability, both in imdiual
countries and across countries. Demirgli¢c-Kunt anikiga (1999) use data from eighty countries fitbm
1980s through the 1990s, focusing on capital adsqgratios and non-performing loans as key indicatdr
bank stability. The study finds that well-capitaliz banks tend to have higher profitability, as rarg
capital base mitigates risk and lowers the codinaincial distress, leading to higher interest nreegand
improved profitability. Moreover, bank profitabifitis influenced by different factors due to varying
operational environments and strategic approacRasiquras & Kosmidou, 2007). Higher capital ratios
enhance a bank's ability to absorb shocks, ensstaige operations and consistent profit generatwnss
different market conditions. Banks with greaterbsity, reflected in higher capital buffers and lex
exposures to bad loans, enjoy more resilient @ity during downturns.

Garcia-Herrero et al. (2009) investigate the res$onthe low profitability of Chinese banks foetperiod
1997-2004 in terms of structural efficiency, inwra@ate control, non-performing loans, or regubator
constraints. The study finds that more stable bamkth lower NPL ratios and stronger capital bases,
perform better in term of profitability, which hilyghts that stability fosters profitability, even rapidly
growing economies like China.

During financial downturns, excessive risk takirgndead to substantial losses and instability, ted
positive relationship between stability and prddfitily diminishes during financial crises, partiadly in
large banks that are exposed to systemic risksgeBeand Bouwman (2013) examine the relationship
between bank capital, profitability, and financigbility, especially in the 2007-2008 financiakig. They
argue that pre-crisis profitability can help barsksvive crises but should not be the sole determioé
bank stability.

The findings from previous studies and argumentsatbead us to propose the following hypothesis.
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Hypothesis 3:Bank stability positively affects bank profitalbji
3. Data and Methodology
3.1. Data collection

This paper uses data of Viethamese listed commdyaizks from 2010 to 2023, including all commercial
banks listed on the Ho Chi Minh Stock Exchange (HP&nhd the Hanoi Exchange (HNX), except Agribank
as it is not listed on HOSE or HNX. Banks with nmgsdata or errors are excluded from the samplekBa
accounting data are downloaded from the ThomsondRelEIKON database. In addition, the GDP per
capita and the Inflation rate are downloaded friw® website of World Banktips://data.worldbank.org.
After deleting missing and error data, the finample has 158 bank-year observations.

3.2. Research methodology
3.2.1. The measurement of bank profitability

The dependent variable, bank profitability, is meead by three proxies: Return on asset (ROA), Rebur
equity (ROE), and Net interest margin (NIM). We tisee proxies to assess a bank's profitabilitsebsng

on one metric could lead to biased conclusionsbha@sk performance is reflected through various isics,

no single measure can provide a complete pictusingJa combination of measures leads to more robust
and reliable conclusions.

As Golin (2001) notes, ROA becomes the most comyneniployed indicator of bank profitability in the
literature and has emerged as a key ratio to etealoank profitability. ROA is calculated as netanee
divided by total assets. ROE is the ratio of nelffifg to total shareholders’ equity and used towsltioe
return that shareholders can expect from theirstmaents in the bank (Tan, 2014, 2016a; Tan & Anchor
2016; Tan et al., 2017). In addition, NIM can bediso evaluate how effectively a bank is managtag i
assets and liabilities to generate profits frontdee lending operations (Tan & Floros, 2012a,)bN¢M is
computed as net interest income divided by intezasting assets.

3.2.2. Research models

We use the following models to examine how credk,r liquidity, and bank stability affects bank
profitability of Viethamese listed commercial barikessed on the reviewed literature.

The first hypothesis investigates the correlatietwkeen credit risk and bank profitability of Vietnase
listed commercial banks. Thus, this hypothesiessetd using the following model.
BPROF;, = B, + B,Crisk;, + B,Size;, + f;Cade;, + B,Depo;, + BsAqua;, + BEff; +
B,InDi;, + BgFC; + BoGDPa, + BoInf,+&; (1)

The dependent variable is the bank profitability,naeasured by ROA, ROE, and NIM. The independent
variable is Credit risk (Crisk). The control varied are Bank size (Size), Capital to assets ra@led¢),
Deposit growth (Depo), Asset quality (Aqua), Eféincy (Eff), Income diversity (InDi), Funding co$iQ),
GDP per capita (GDPa), and Inflation rate (Inf).eT$ubscripts, t and denote, respectively, the bank,
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year, and error term.

The second hypothesis involves the effect of liguidn bank profitability of Viethnamese listed corarial
banks. Thus, this suggested hypothesis is testad the following model.

BPROF;, = B, + B,Liquid;, + B,Size;+B;Cade; + ByDepo;, + fsAqua;, + BcEff; +
B7InDi,-t + BSFCit + BgGDPat + Blolnft"'git )

Model (2) has the same dependent and control Gasas in Model (1). The only difference is the ofe
Liquidity instead of Credit risk as the main ex@éory variable.

The third hypothesis involves the effect of bankbgity on bank profitability of Viethamese listed
commercial banks. We use the following model toneixe this impact.
BPROF;, = Bo + P1Z;, + B,Size;, + PsCade; + PyDepo;+ BsAqua; + B¢Eff; +
B,InDi;, + BsFC; + BoGDPa, + B,oInf,+&;, 3)
Similar to Models (1) and (2), Model (3) uses bam&fitability (ROA, ROE, and NIM) as the dependent

variable together with the list of nine control iades, but the main independent variable is Bdakikty
(2). Table 1 below presents the calculations ofatlables in the research models.

Table 1: Summary of variables

Variable code Variable name Variable calculation

Dependent Variable

BPROF Bank Profitability
ROE Return on Equity
ROA Return on Asset
NIM Net Interest Margin

Independent Variable

Crisk Credit Risk %
# $
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Liquid Liquidity ' '
Z Bank Stability
.. /-0
O
Control Variables
Size Bank size Size= & 4
Cade Capital to assets ratio y 5
Depo Deposit growth 5 .78
-78
Aqua Asset quality
Eff Efficiency "
%Y -
InDi Income diversity 5
FC Funding cost
o#
GDPa GDP per capita &6: )*3&6: 4
Inf Inflation The annual inflation rate of Vietham

This paper employs three panel-data regressionadsttwhich are Pooled-OLS (Ordinary Least Squares)
regression, Fixed-Effect Model (FEM), and Randorfeé&fModel (REM), to analyze panel data to explore
the strength and direction of the relationship agneariables. Table 2 shows the tests conductetidose

the best model. The superiority of FEM over Podad is determined using the F-test. The BreusclaRag
Lagrange Multiplier (LM) test is used to choose bstter model between Pooled OLS and REM. Finally,
FEM and REM are compared using the Hausman testetermine which model is more appropriate

(Hausman, 1978).

ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dahagement, Vol. 17, No.2, 2025

Table 2: Summary of Tests and Models

F-test Breusch-Pagan LM test Hausman test The selected model

Ho is not rejected| Ho is not rejected Pooled OLS

Ho is not rejected| Ho is rejected Random Effect
Model

Ho is rejected Ho is not rejected Fixed Effect Model

Ho is rejected Ho is rejected klis rejected Fixed Effect Model

Ho is rejected Ho is rejected klis not rejected Random Effect
Model

Source: Le & Phan (2017)

4. Empirical results
4.1. Descriptive statistics

Table 3 illustrates descriptive statistics of atiables.

Table 3: Descriptive Statistics

N Mean Median Min Max SD
ROE 158 0.133 0.137 0.006 0.226 0.062
ROA 158 0.011 0.009 0.000 0.025 0.007
NIM 158 0.035 0.034 0.019 0.058 0.011
Crisk 158 0.034 0.025 0.006 0.112 0.027
Liquid 158 0.146 0.138 0.068 0.244 0.049
Z 158 3.860 3.699 2.717 5.666 0.780
Size 158 33.436 33.406 32.126 34.965 0.829
Cade 158 0.082 0.075 0.049 0.158 0.028
Depo 158 0.166 0.144 0.012 0.400 0.095
Aqua 158 0.623 0.639 0.442 0.732 0.082
Eff 158 0.473 0.447 0.278 0.753 0.132
InDi 158 0.443 0.415 0.171 0.867 0.190
FC 158 0.051 0.050 0.031 0.075 0.012
GDPa 158 9.278 9.323 8.822 9.629 0.239
Inf 158 0.031 0.032 0.006 0.066 0.012

The variable ROE has a mean of 0.133, exhibitsvanage value of return on equity, with the minimum
value of 0.006 and maximum value of 0.226. Thetinadly narrow range shows that return on equity is
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consistent and low across the sample, indicatisiglale but modest return on equity. The mean vaililee
variable ROA is 0.011 with the value ranging fromi000.025. The difference between the minimum and
maximum values indicates a narrow range, suggegtiegreturn on asset is relatively stable without
significant changes in the sample period, howeveriso shows the limited growth of commercial baink
The variable NIM has a mean of 0.035, with the mimin value of 0.019 and the maximum value of 0.058.
This range also describes the same trend of ROER&#L Therefore, the bank profitability of Viethagee
listed commercial banks in this period is quitdokta

Coming to the independent variables, the mean \afl@xisk is 0.034, with the value ranging from @0
0.112. The significant range of credit risks (o%6rpercent) suggests the variability in credit fodid and
risk management of banks within the sample. Thadsgvalue is nearly 19 times the lowest, reflectime
high risk-high return strategy to maximize profitaya The variable Liquid has the mean of 0.14&hwa
minimum value of 0.068 and maximum value of 0.ZBdis range indicates the moderate to strong lidyidi
position, but with some fluctuations. The variaBlexhibits an average value of 3.860. The minimumd a
maximum values are 2.717 and 5.666, respectivelgaling a range of approximately 3. This suggests
while Z values are centered around the mean, tees@me variability across observations.

Turning to control variables, the Size variable hasean of 33.436, with a minimum value of 32.186 a
maximum value of 34.965. This range of approximatlunits indicates moderate variability in theesiz
being measured. The consistency around the meaestsgthat Size values are relatively stable adress
sample. The mean capital to assets ratio (Cade)oB2, with values ranging from 0.049 to 0.158. The
relatively narrow range indicates limited variatyilin the level of capital buffer that banks ho#ative to
their total assets across the sample.

The mean of deposit growth (Depo) is 0.166, withiaimum value of 0.012 and a maximum value of 0.400
The difference between minimum and maximum valuggests considerable variability in the deposit
growth, with the highest value being about thifiyee times the lowest. Asset quality (Aqua) hassamof
0.623, with values spanning from 0.442 to 0.732sTange of nearly 0.3 indicates significant vaitigh
which suggests diversity in risk exposures, varyawgls of stability, and profitability priorities.

The mean of variable Eff is 0.473, with observatioanging from 0.278 to 0.753. This large rang6.475
indicates the substantial variability in the etficcy of commercial banks within the sample, refitecthe
significant difference in the strategy of bankshaliwest value and highest value of efficiency. Vhgable
income diversity (InDi) has a mean of 0.443, witmaimum of 0.171 and a maximum of 0.867. This
significant range indicates considerable variapilit the non-interest income ratio, with the higheslue
being about five times the lowest. The variabilitdicates differing levels of income diversificatiovithin
the sample.

FC has a mean of 0.051, with values spanning frd@d810to 0.075. This narrow range of 0.044 indicates
relatively low variability across the sample whisliggests a consistency in operational cost stregtand
resource allocation. The mean of GDPa is 9.278) wiminimum value of 8.822 and a maximum value of
9.629. This relatively narrow range suggests netti modest variation in economic output per person
across the sample. Finally, the mean inflation) (i10.031, with a minimum value of 0.006 and a mmaxn
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value of 0.066. This range of nearly 0.06 indicaigsificant variability in inflation rates acrodse sample.
4.2. Correlation coefficients

Table 4 shows the correlations among all varialf@stly, the correlation coefficient between ROBda
Crisk has a negative value of -0.216, with a sigaiice level of 1%. This moderate negative cori@iat
indicates that as Crisk increases, the value of R@tkfs to decrease, which is consistent with the
expectation. In addition, the correlation coefficibetween ROE and Liquid has a positive value.b60,
with a significance level of 5%. This result is alsonsistent with the expectation that liquiditysha
positive effect on bank profitability (ROE). Howeyéhe negative correlation between ROE and Z with
value of -0.142 and a significance level of 10%d¢ aligned with expectation that bank stabilityhégts
bank profitability. The reason for this result mbg Vietnamese commercial banks are affected by the
policies of government. In order to comply with wegions and requirements from the State Bank of
Vietham, commercial banks do not lend too mucheeigly unsafe loans, to ensure the stability fanks.
Consequently, bank profitability may decrease.

Secondly, the correlation coefficient between RQO#d &Crisk has a negative value of -0.128, with a
significance level of 10%. This moderate negatiwgaation indicates that the higher level of ctedik is
associated with the lower level of ROA, which isisistent with the expectation. Moreover, the catieh
coefficient between ROA and Liquid has a positiaue of 0.131, with a significance level of 10%.isTh
result is also consistent with the expectation ligaidity has a positive effect on bank profitatyil(ROA).
However, the correlation between ROE and Z is neg#t0.084) and is not statistically significant.

Table 4: Correlation Coefficients

Thirdly, the correlation coefficients between NiMdathree independent variables (Crisk, Liquid, Zh@re
not statistically significant.

Moving to the control variables, the correlationviisen bank profitability which is measured by three
proxies (ROE, ROA, and NIM) and Size is positivethva significance level of 1%. This result is alegl
with our expectation that the bigger the size afidsa the higher the bank profitability. The cortiela
between bank profitability and Cade is positivetma significance level of 1% for all three profiiiety
proxies, which is consistent with our expectatibhne positive relation indicates that an increaseajpital to
assets ratio leads to an increase in bank prditiabi

The correlation between bank profitability measubgdNIM and Depo is positive (0.190) and statidtica

significant at the 5% level, consistent with ourpestation. However, the values for two remaining

10t
ISSN 2076-9202



ELITE HALL PUBLISHING HOUSE

International Journal of Information, Business dahagement, Vol. 17, No.2, 2025

profitability proxies are not statistically sigraéint. The correlation between bank profitabilityl ékqua is
positive (0.248) with a significance level of 1% RROE proxy only, the values for ROA and NIM are no
statistically significant. The correlation betweleank profitability and Eff is negative, with a sificance
level of 1% for all three proxies, which is alignedith our expectation. As Eff indicates the inaffiecy in
the operations of banks, the negative correlatugygssts that an increase in the inefficiency okbdaads
to a decrease in bank profitability.

The correlation between ROE and InDi is negativéhva significance level of 1%, the values for two
remaining proxies are not statistically significamh general, this result is not consistent withr ou
expectation. The negative correlation indicate$ taen income diversity increases, ROE decreades. T
possible explanation for this result is that Vietese commercial banks need to make large invessnmrent
their infrastructure to develop non-credit banksggvices and achieve more diversified incomes. Kewe
these large investments make bank profitability ER@wer.

The correlation between bank profitability and FCniegative, with a significance level of 1% for two
proxies (ROE and ROA) and 10% for NIM. This outcomealigned with our expectation. The inverse
relationship suggests that as funding costs inereaank profitability decreases. The correlatiobveen
bank profitability and GDPa is positive with a sigrance level of 1% for all three proxies, which i
consistent with our expectation. This positive etation implies that the higher GDP per capitasisogiated
with the higher value of bank profitability. Thelwas for the correlation between bank profitabikiyd
inflation rate (Inf) are not statistically signiéiot.

Finally, the absolute value of the correlation €ioafnt for each pair of explanatory variablesdsd than 0.7,
suggesting that there is no multicollinearity issueur regression models.

4.3. Regression results
4.3.1. The effect of credit risk on bank profitability

Table5 shows that FEM is the best regression for MAd@OE, ROA, and NIM) since the null hypothesis
Ho is rejected under all three tests: the F-test,teM, and Hausman test (please see Table 2 inn8e:R.2
for the guidelines). Therefore, the results ardyaiea using the FEM.

As can be seen from Table 5, in the Fixed-EffecdMqFEM) of ROE, the coefficient on Crisk is -0731
and statistically significant at the 10% level. Thegative correlation between credit risk and bank
profitability supports Hypothesis 1 and is consisteith the findings of previous studies (Bourk&39;
Boudriga et al., 2009; Athanasoglou et al., 2008).

The coefficient on Cade is -0.434 and statisticaliynificant at the 5% level. This negative cortiela
between capital to assets ratio and bank profitgh# contrary to our expectation and the findings
previous studies (Berger & Bouwman, 2009). The ara®r this result might be because Viethamese
commercial banks are required to hold high capéakrves due to regulatory requirements and asfer bu
against potential financial instability, leadingaaecrease in ROE.

The coeficient on Aqua is 0.171 with a significateeel of 10%. This result is aligned with our egfaion
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that an increase in asset quality leads to anaserén bank profitability. Moreover, it is also ststent with
previous studies (Athanasoglou et al., 2008; Lae&drevine, 2009). The coefficient on Eff is -0.230d
statistically significant at the 1% level. The niegarelationship between bank profitability anefiiciency
is consistent with the expectation and previoudiegi(Athanasoglou et al., 2008; Berger & Mest87).

Table 5: Regression result for Model 1

ROE ROA NIM

Variables Pooled OLS FEM REM Pooled OLS FEM REM Pooled OLS FEM REM

Constant 0.039 -0.406 0.002 0.002 -0.034 0.003 -0.005 -0.031 0.019
(0.238) (0.380) (0.235) (0.022 (0.036) (0.022 (0.041) (0.045) (0.039)

Crisk -0.304%* -0.317* -0.299% -0.009 -0.017 -0.010 0.034 -0.026 -0.018
0.126) (0.168) 0.137) (0.011) (0.016) (0.012) (0.022) (0.020) (0.020)

Size -0.004 0.016 -0.002 -0.001* 0.001 -0.001 0.001 0.003 0.001
(0.006) (0.018) (0.007) (0.001) (0.002) (0.001) (0.001) (0.002) (0.001)

Cade 0.122 -0.434%% -0.061 0.129%%= 0.062%% 0.117%%# 0.228%% 0.114%%# 0.143%%=
0.131) (0.195) (0.145) (0.012) (0.019 (0.013) (0.023) (0.023) (0.022

Depo 0.036 0.030 0.037 0.002 0.001 0.002 0.015% 0.013%% 0.014%%
(0.0349) 0.031) 0.031) (0.003) (0.003) (0.003) (0.006) (0.004) (0.004)

Aqua 0.056 0.171% 0.058 0.004 0.013 0.004 0.003 0.047%%= 0.029%%=
(0.051) (0.090) (0.058) (0.005) (0.009) (0.005) (0.009) 0.011) (0.009)

Eff -0.267%%  -0.230%**  .0.268%* -0.023%%% -0.021%%* -0.024%%% -0.023%%% -0.029%%* -0.030%%*
(0.035) (0.041) 0.037) (0.003) (0.004) (0.003) (0.006) (0.005) (0.005)

InDi -0.070%**  -0.019 -0.049% -0.006%** 0.000 -0.005% -0.015%%% -0.009* -0.008%**
(0.019) (0.031) 0.021) (0.002) (0.003) (0.002) (0.003) (0.004) (0.003)

FC -1.364%%%  .0.635 -0.969%* -0.143%%% -0.099%%* -0.125%%% -0.157%%% -0.049 -0.053
(0.349) 0.397) (0.355) (0.033) (0.038) (0.033) (0.060) 0.047) 0.047)

GDPa 0.043 %% 0.009 0.038%* 0.005%% 0.002 0.005%* 0.003 -0.007 -0.002
0.017) (0.035) 0.017) (0.002) (0.003) (0.002) (0.003) (0.004) (0.003)

Inf 0.687+% 0.632%% 0.611%%* 0.058%+* 0.069%+ 0.057%%* 0.039 0.066%%* 0.055%
(0.209) (0.203) 0.197) (0.020) (0.020) (0.019) (0.036) (0.029) (0.029)

BankFE No Yes No No Yes No No Yes No

YearFE No Yes No No Yes No No Yes No

BankRE No No Yas No No Yes No No Yes

Year RE No No Yas No No Yas No No Yes

Adj R-squared 0,638 0753 0643

F-statistic 29.70 49.11 29.34

p-value 0.000 0.000 0.000

LM Test

Chi-squared 18.10 8.23 138.76

p-value 0.000 0.002 0.000

Hausman Test

Chi-squared 26.77 3393 21.09

p-value 0.003 0.000 0.021

Number of obs. 138 138 138 138 138 138 138 138 138

**3 *3 and * indicate statistical significance at the 0.01, 0.03, and 0.10 (2-tailed) levels, respectively. Winsorizing at the Sthand 95th percentiles is usedfor

continuous variables. The parentheses surround the standarderrors.

The coefficient on Inf is 0.632 with a significant®rel of 1%. The positive relationship between kban
profitability and inflation rate is aligned withdéhexpectation and previous studies (Perry, 199 Hw»ang,

2017) but contrary to Flamini et al. (2009). Theasen for this result might be because Vietham has

moderate inflation rates that lead to increaseer@st rate margins, benefiting banks by allowingnthto
charge higher rates on loans compared to dep@sigssremaining control variables consisting of S2epo,
InDi, FC, and GDPa do not have a statistically $igant impact on bank profitability when it is neaed

by ROE.

For the Fixed-Effect Model (FEM) of ROA, the coeféint on Crisk is negative but not statistically

significant. Although this negative coefficientiis line with the conclusions of Bourke (1989), Kitji
(2010), and Boudriga et al. (2009), which sugghat banks with higher credit risks face more vigati
earnings, which reduce the overall profitabilitye tresult does not support hypothesis 1 due tdattie of
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statistical significance.

The results of the coefficients on Cade, Eff, amidfér ROA are similar to those with ROE. Briefigade,
Eff, and Inf have statistically significant effeaia bank profitability and the directions of théeefs of Eff
and Inf on ROA are the same as with ROE. The p@sithpact of Cade on ROA is different from ROE but
consistent with our expectation that higher capdalssets ratio leads to higher ROA for banks.rividgle,
the FC variable in this case has a coefficient0d®99, which is significant at the 1% level, sudoesthat
when the FC increases, bank profitability decreabls result is aligned with the expectation anelvpus
studies (Saunders & Schumacher, 2000; Demirglic-Kuat, 2010). Other control variables, includ®ige,
Depo, Aqua, InDi, and GDPa, do not have statidticsignificant impacts on bank profitability whenis
measured by ROA.

In the Fixed-Effect Model (FEM) for NIM, the coeffent on Crisk is negative but not statistically
significant. Thus, the result does not support liypsis 1 due to the lack of statistical signifiene@hich is
the same as the relationship between ROA and Crisk.

The coefficients on Cade, Eff, and Inf are similarthose with ROA. Briefly, Cade, Eff, and Inf have
statistically significant effects on bank profitétlyi and the directions of these effects are thmesas with
ROA. Meanwhile, the Depo variable in this case hasoefficient of 0.013 which is
significant at the 1% level. This result is consmtwith our expectation and previous studies (Assaglou
et al., 2008). In addition, the coefficient on Agsa0.047 with a significance level of 1%. Thisulkkds
similar to when using ROE to measure bank profiitsbi

The coefficient on InDi is -0.009, with a signifiuze level of 5%. The negative relationship betwieenme
diversity and bank profitability indicates that hay income diversity, lower bank profitability, vehi goes
against our expectation and previous studies (litegtedl., 2008; Li et al., 2021). There are soeesons for
this result. The first is due to the regulatoryuiegments of the Viethamese government, commebeaiaks
have to witness the increasing of compliance codtas bank profitability decreases. In addition,
non-interest income sources, such as fees and cmioms$, can be more volatile than the traditionedrest
income. This volatility can make it difficult foralmks to predict and manage their overall profitgbilhe
remaining variables (Size, FC, and GDPa) do no¢lzany significant effect on bank profitability whasing
NIM to measure.

4.3.2. The effect of liquidity on bank profitability

Similar to Model 1, the F test, LM test, and Hausntast are employed to identify which regression
approach is the most appropriate for Model 2. Assented in Table 6, the null hypothesis is rejeateall
three tests. Therefore, FEM is best regression hfodanalyzing the effect of liquidity on threegxies of
bank profitability (ROE, ROA, and NIM).

For the Fixed-Effect Model (FEM) of ROE, the coeifint on Liquid is positive but not statistically
significant. Although the sign is consistent witlygethesis 2, it does not support Hypothesis 2 duiné
lack of statistical significance.

The results for the correlation coefficients betw®¥OE and Aqua as well as Inf are the same as ROE i
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Model 1. Aqua and Inf have statistically signifitaifects on bank profitability and the directioofsthese
effects are aligned with the expectation. Meanwtite coefficient on Cade is -0.514 with a sigrifice
level of 1%. The negative relationship is contraith the expectation and previous studies. Theomrdsr
this finding can be the stricter capital regulasiasf Viethamese commercial banks. Moreover, a highe
capital to assets ratio often implies lower levetaghich can limit a bank's ability to generateures
(Kopecky & Van Hoose, 2004). The remaining conttaiables (Size, Depo, Eff, InDi, FC, and GDPa) do
not have statistically significant effects on bam&fitability when it is measured by ROE.

Table 6: Regression result for Model 2

ROE ROA NIM
Variables Pooled OLS FEM REM Pooled OLS FEM REM Pooled OLS FEM REM
Constant 0.033 -0.382 0.002 0.005 -0.030 0.004 0.010 -0.037 0.015
(0.243) (0.383) (0.239) (0.022 (0.036) (0.022 (0.038) (0.046) (0.039)
Liquid -0.050 0.188 -0.000 -0.014* 0.018%* -0.011 -0.072%%% -0.010 -0.021
(0.086) 0.115) (0.094) (0.008) (0.011) (0.008) (0.013) 0.0149) (0.013)
Size -0.007 0.013 -0.004 -0.001% 0.000 -0.001* 0.001 0.003 0.00] #+*
(0.006) 0.019) (0.007) (0.001) (0.002) (0.001) (0.001) (0.002) (0.001)
Cade 0.088 -0.514%*% 0,087 0.123 %+ 0.057%%* 0.113%%# 0.199%+ 0.110%* 0.142%%
(0.139) (0.193) (0.148) (0.013) (0.018) (0.013) (0.022 (0.023) (0.021)
Depo 0.019 0.004 0.023 0.002 -0.001 0.002 0.022%% 0.014%+* 0.016%*
(0.039) (0.033) (0.032 (0.003) (0.003) (0.003) (0.005) (0.004) (0.004)
Aqua 0.038 0.249% 0.058 -0.001 0.020%* -0.000 -0.023% 0.044%+ 0.022%%
(0.061) (0.099) (0.068) (0.006) (0.009) (0.006) (0.009) 0.012) (0.010)
Eff -0.266%** -0.217 -0.265%%* -0.025%%+ -0.019%*# -0.025%%+ -0.033%%# -0.030%** -0.032%%%
(0.037) (0.043) (0.0380 (0.003) (0.004) (0.003) (0.006) (0.005) (0.005)
InDi -0.073%%# -0.022 -0.053% -0.006%** 0.001 -0.005% -0.015%%+ -0.010%*+ -0.010
(0.020) 0.031) 0.021) (0.002) (0.003) (0.002) (0.003) (0.004) (0.003)
FC -1.719%%# -0.637 -1.191%%# -0.166%** -0.095%* -0.143%%# -0.191%%# -0.061%* -0.072
(0.341) (0.399) (0.355) (0.031) (0.038) (0.032) (0.053) (0.048) (0.047)
GDPa 0.056%+ 0.009 0.047%%+ 0.006%+* 0.002 0.006%+* 0.004 -0.007 -0.001
(0.016) (0.036) 0.017) (0.001) (0.003) (0.002) (0.003) (0.004) (0.003)
Inf 0.693 %+ 0.438%* 0.561 %+ 0.068%+* 0.054%+* 0.064 %+ 0.099%+ 0.065%+* 0.064 %+
(0.223) (0.210) (0.210) (0.020) (0.020) (0.020) (0.035) (0.025) (0.025)
BankFE No Yas No No Yes No No Yes No
YearFE No Yas No No Yes No No Yes No
BankRE No No Yes No No Yes No No Yes
YearRE No No Yes No No Yes No No Yes
AdjR-squared  0.633 0.758 0.697
F-statistic 28.11 50.17 37.14
p-value 0.000 0.000 0.000
LM Test
Chi-squared 19.02 5.22 86.63
p-value 0.000 0.011 0.000
Hausman Test
Chi-squared 29.71 3442 18.48
p-value 0.001 0.000 0.048
Number of obs 158 158 158 158 158 158 158 158 158

**% *% and * indicate statistical significance at the 0.01, 0.05, and 0.10 (2-tailed) levels, respectivel: Winsorizing at the Sthand 95thpercentilss is used for continuous variables

The parentheses survound the standard evvors.

As can be seen in the FEM results of ROA, the adefit on Liquid is 0.018 and statistically signdint at
the 5% level. This positive coefficient indicatbésitt the more liquidity, the higher bank profitatyiliwhich

is aligned with Hypothesis 2 and the conclusionprelvious studies such as Pasiouras & Kosmidou7(200
and Thinh et al. (2021). They find that higher ldjty helps banks meet short-term obligations, dwmstly
distress, and exploit profitable opportunities. Blorer, it supports bank operations and contribote t
long-term profitability.

For the inefficiency, the FEM regression resultggast that the Eff variable has a significantly ateg
effect on ROA, with a coefficient of -0.019 andtisically significant at the 1% level. This sugtethat
higher inefficiency leads to a decrease in banKitatality. The result validates the expectatioroabthe
impact of inefficiency on bank profitability. Thiesult also coincides with the findings of Atharglsa et
al. (2008) and Berger & Mester (1997).
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For the funding cost (FC), the coefficient is -GGfhd statistically significant at the 5% levelishegative
relationship is consistent with the expectation gmdvious studies (Saunders & Schumacher, 2000;
Demirgiig-Kunt et al., 2010). It indicates that wHanding costs increase, the bank profitability rdeses.
The effects of Aqua and Inf on ROA in the FEM resgien are similar to those with ROE proxy. Briefly,
Aqua and Inf have positive and statistically sigraiht effects on bank profitability. In additiomrfthe Cade
variable, the coefficient is 0.057 and statisticadlgnificant at the 1% level, which is aligned hvithe
expectation and previous studies (Berger & Bouwn2899). The remaining variables (Size, Depo, InDi,
and GDPa) do not have statistically significantaois on bank profitability when it is measured AR

In the Fixed-Effect Model (FEM) of NIM, the coeffamt on Liquid is negative but not statistically
significant. The result does not support Hypoth8sisd suggests that Liquidity does not signifisaatfect
bank profitability when it is measured by NIM.

For the deposit growth (Depo), the coefficient i81@ and statistically significant at the 1% levEhis
positive relationship is consistent with the expéon and previous studies (Athanasoglou et aD8R0It
indicates that an increase in deposit growth |léads increase in bank profitability. The coeffidi®n InDi

is -0.010, with a significance level of 1%. The atge relationship between income diversity andkban
profitability indicates that higher income diveysitlower bank profitability, which goes against our
expectation and findings in previous studies (Legtal., 2008; Li et al., 2021). The reasonstfas result
are similar to those of Model 1 and discussed ttiGe 4.3.1.

The effects of Cade, Aqua, Eff, FC, and Inf on NilMthe FEM regression results are similar to thogh
ROA. Briefly, Cade, Aqua, Eff, FC, and Inf havetisgcally significant effects on bank profitabyjliand the
directions of these effects are the same as witlh.Re remaining variables — Size and GDPa — do not
have statistically significant effects on bank geddility when it is measured by NIM.

4.3.3. The effect of bank stability on bank profitability

Similar to two previous models, the F test, LM temtd Hausman test are employed to identify which
regression model is the most appropriate for M@dlable 7 shows that the Fixed-Effect Model (FEM)
the best to analyze the effect of bank stability & bank profitability which is measured by ROEDR
and NIM.

As can be seen from Table 7, for the Fixed-Effectd®l (FEM) of ROE, the bank stability (Z) negativel
affects bank profitability which is measured by R®#&h a coefficient of -0.010 and statisticallgsificant

at the 5% level. The negative correlation betweankbstability and bank profitability is contrary to
Hypothesis 3 and the findings of previous studiBenfirgiic-Kunt and Huizinga, 1999; Pasiouras &
Kosmidou, 2007). There are some possible explamatior the result. The first reason is that in Naet,
where credit growth and economic development arenlyc, some banks may prioritize short-term profits
over long-term sustainability in which banks mighke on riskier loans or investments to achievééig
returns. As a result, banks can get high profigbivithout maintaining the high bank stability. &udition,
with the strict regulatory requirements of the 8tBank of Vietham, commercial banks need to maintai
higher liquidity ratios and provisions for potemtiean losses (high bank stability) that increaperational
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costs and reduce profits.

For the control variables, the coefficient on C&leD.472 and statistically significant at the 58%dl. This
negative correlation between ROE and Cade goegsstghe expectation and previous findings as dssuis
in Section 4.3.2 for Model 2. Aqua, Eff, and Infalhave statistically significant effects on RO &ne
directions of these effects are consistent with ékpectations and the findings in previous studidse
results are the same as Model 1 in Section 4.3&.r&@maining variables (Size, Depo, InDi, FC, amPa@)
do not significantly affect bank profitability whids measured by ROE.

As the FEM results of ROA present, the coefficientZ is negative (-0.001) and statistically sigrafit at

the 5% level, suggesting that bank stability negdyi affects bank profitability (ROA). However, the
magnitude of the impact is small. This result isikr to the case when using ROE to measure bank
profitability, opposite to our expectation and poess findings, and does not support Hypothesis & T
explanations have been discussed above for ROE.

The effects of Eff and Inf on ROA under the FEMre=ssion are also similar to those with ROE. Brielif
has a negative effect whereas Inf has a positiy@ainon bank profitability. Meanwhile, the Cadeiahle
in this model has a positive coefficient of 0.06Bieh is significant at the 1% level, suggestingt tivaen
capital to assets ratio increases, the bank pbiftiaincreases. The result validates the expemtaand is
consistent with previous studies (Berger & Bouwn#00Q9).

For the funding cost (FC), the coefficient is -0 Gfhd statistically significant at the 1% levelishegative
relationship is consistent with the expectation gmdvious studies (Saunders & Schumacher, 2000;
Demirgiig-Kunt et al., 2010). It indicates that wHanding costs increase, the bank profitability rdeses.
The remaining variables (Size, Depo, Aqua, InDid @DPa) do not have any significant effect on bank
profitability when ROA is used to measure.

As shown in the FEM results of NIM, the coefficiemt Z is negative and very small (close to 0) boit n
statistically significant. This result does not papg Hypothesis 3 due to the lack of statisticgh#icance,
suggesting that when using NIM to measure profitgbbank stability does not significantly impasank
profitability.

The coefficient on Depo is 0.012, with a significarevel of 1%. The positive relationship betweankb
profitability and deposit growth indicates that tigher deposit growth, the higher bank profitaiilivhich

is consistent with our expectation and the findin§grevious studies (Athanasoglou et al., 2008). the
InDi variable, the coefficient is -0.010 and statislly significant at the 1% level. The resulcisntrary with
the expectation and previous studies and has beeusded in Section 4.3.1 for Model 1 with bank
profitability also measured by NIM.
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GDPa 0.055%%% 0.021 0.052%%% 0.006%** 0.003 0.005%%* 0.001 -0.006 -0.001
0.016) (0.035) (0.016) (0.001) (0.003) (0.001) (0.003) (0.004) (0.003)

Inf 0.568%%* 0.471% 0.527%%% 0.05]1 %% 0.059%%* 0.050%%* 0.037 0.056%** 0.047%
(0.207) (0.199) (0.202) (0.019) (0.019) (0.019) (0.036) (0.024) (0.024)

BankFE No Yas No No Yas No No Yes No

YearFE No Yes No No Yes No No Yes No

BankRE No No Yes No No Yes No No Yes

Year RE No No Yes No No Yas No No Yes

AdjR-squared  0.679 0.762 0.665

F-statistic 31.03 51.36 29.13

p-value 0.000 0.000 0.000

LM Test

Chi-squared 18.59 6.95 145.87

p-value 0.000 0.004 0.000

Hausman Test

Chi-squared 39.06 37.07 19.74

p-value 0.001 0.000 0.032

Number of obs 158 158 158 158 158 158 158 158 158

&% *% and * indicate statistical significance at the 0.01, 0.05, and 0.10 (2-tailed) levels, respectivel: Winsorizing at the Sthand 95thpercentilss is used for continuous variable

The parentheses surround the standard evvors.

The results of Cade, Eff, and Inf variables untlerREM regression are similar to those when usiog\ o
measure bank profitability. Briefly, Cade, Eff, ahd have statistically significant effects on Ni&hd the
directions of these effects are the same as thaheROQA. In addition, Aqua has a positive and statally
significant effect on NIM, which is the same as thsult when using ROE to measure bank profitgbilit
The remaining three variables (Size, FC, and GDd&te)found to have no significant effect on bank
profitability which is measured by NIM.

5. Conclusions

This study explores the effects of credit riskuidity, and bank stability on bank profitability ¥fetnamese
listed commercial banks from 2010 to 2023. The Itesshow that credit risk has a negative effecttun
bank profitability when it is measured by ROE, hhe results are not statistically significant when
measuring profitability by ROA and NIM. In additiplquidity is found to have a positive relationgtwith
bank profitability which is measured by ROA. Howgvior ROE and NIM proxies, the effects are not
statistically significant. The findings also suggtmt there is a negative correlation between I=akility
and bank profitability. Specifically, bank stahjlihas a negative effect on bank profitability whierns
measured by ROE and ROA, but the magnitude of fieeteis small and there is no significant effe€t o
bank stability on bank profitability measured byM\IThe reason for our findings could be due todtret
regulatory requirements of the State Bank of Viethaommercial banks need to maintain higher ligyidi
ratios and provisions for potential loan losseglfthank stability) that increase operational casits$ reduce
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profits. Moreover, in Vietham, credit growth andoromic development are dynamic, some banks may
prioritize short-term profits over long-term sustbility in which banks might take on riskier loaos
investments to achieve higher returns. As a rebaltks can get high profitability without maintaigithe
high bank stability.

For the control factors that might have the cotr@awith bank profitability, the majority of vatddes have

a significant effect on bank profitability in aliree models. For example, Inefficiency has a sicpmitly
negative impact, whereas Inflation rate has a fagmitly positive effect on bank profitability in@st cases

of ROE, ROA, and NIM proxies. In all three modeGapital to assets ratio negatively affects ROE but
positively affects ROA and NIM. As expected, Depasowth and Income diversity only have a significa
effect on bank profitability measured by NIM. Indiibn, while Asset quality has an expected positiv
correlation with bank profitability measured by RG@HEd NIM, Funding cost only has a significantly
negative relationship with profitability when itimseasured by ROA. Finally, there is no significaffiect of
Bank size and GDP per capita on bank profitabititgll models.

This study aims to fill the gap in the literaturencerning how banks with different characterispesform

and respond to bank risks and economic fluctuatitmgrevious studies, the researchers only foaqus o
credit risks and liquidity. In our research, onerenéactor is analyzed for Viethamese banks, thaaisk
stability. As a result, the findings of this resgaprovide some insights on the operational stgbédnd
profitability of commercial banks in Vietham. In dition, bank manages and policy makers can use the
results of our study to make concise and apprapdatisions to improve bank profitability.

The most significant limitation of our study is thmall sample size. This limitation exists becahsee are

not many Viethamese commercial banks listed onstbek market. Future studies can expand the sample
size if there are more Vietnamese banks listecherstock market in the future. Moreover, futureeegsh

can employ the methods and findings of this studlyconduct research for other emerging markets.
Consequently, they can compare the results withr@ggrarch to have the general conclusion for deugjo
countries. Furthermore, future research can expapthnatory variables such as market risk, exchaaige
risk, and interest rate risk to find the insightbidtures of how other risk factors affect bankfpadbility.
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Abstract

In all types of organizations, all the membersgspective of their job positions in the hierarchg a
required to be well-versed in terms of ways of fi@icing organization ethics. They need to put into
operation the methods and strategies to up-gragenmation ethics. The members cannot carry out job
duties in seclusion. It is of utmost significancebe well-equipped in terms of the factor that poting
teamwork and working in collaboration and integratwill contribute in up-grading organization ethic
The human resources need to put emphasis on hohithgir educational qualifications, competencied a
abilities to do well in their jobs, achieve orgatipnal goals and carry out the overall functionofgthe
organization in an efficacious manner. Furthermapegradation of organization ethics will take gaghe
important factors that need to be taken into actawm making provision of equal rights and oppuittas
to all; not discriminating against others; treatinthers with respect and courtesy; forming positive
viewpoints in terms of various aspects of the oizmtions; making wise and productive decisions and
augmenting knowledge, skills and abilities. Theseidrs need to be reinforced throughout the joedudf
the individuals. Therefore, it is well-understoodp-grading organization ethics is indispensable in
promoting well-being of human resources and orgdiuns. The main concepts that are taken into atcou
in this research paper are, understanding the mganrid significance of organization ethics, striatedor
leading to up-gradation of organization ethics bhedefits of organization ethics.
Keywords: Functioning, Job Duties, Job Satisfaction, Methddigyanization Ethics, Strategies, Well-being

In all types of organizations, production, manufisicty, services, educational institutions, training
centres, financial institutions and so forth, itnecessary for all the members, irrespective oir tjod
positions in the hierarchy to be well-equippedamts of organization ethics. Organization ethiangases
of the ways in accordance to which the individuadaduct themselves and respond to the externatlstim
(Todd, 2019). The overall functioning of the orgaation takes place in accordance to the factotsimthe
internal and external environment. The individualéeadership positions are vested with the auty@mnd
responsibility of formulating laws and rules. Theged to provide equal rights and opportunitiesIto a
individuals and ensure, there is not any discritmmaon the basis of any factors. The individuals a
different from each other on the basis of numbemrofors, i.e. caste, creed, race, religion, ettypigender,
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age, cultures and socio-economic backgrounds. dibealjities are given to the individuals on the basis
their educational qualifications, competencies ahilities. But they need to be treated equally.réfare,
providing equal rights and opportunities to all iinduals is one of the crucial strategies for |eadio
up-gradation of organization ethics.

The members of the organization need to treat ettedr with respect and courtesy. Whether they are
superiors or subordinates or colleagues, they teedmmunicate with each other in a respectful reann
When they are communicating with each other, tregdrto make use of polite language and decent words
The information imparted should be factual and nregal. When they are overwhelmed by any problems
or difficulties, they should make provision of hedpd assistance (Epley & Kumar, 2019). The members
should focus upon the implementation of job dutiéth honesty and truthfulness. When they are dalibtf
or are unaware in terms of the methods or procsdtiney need to ensure, they clear their doubtsirtgoof
interactive abilities will enable the members t@ment their knowledge, competencies and abiliflde
members need to form positive viewpoints and dgveiotivation towards the implementation of job dati
Therefore, treating each other with respect andtesy and depicting honesty and truthfulness agarced
as indispensable strategies for leading to up-gi@daf organization ethics.

The individuals need to inculcate the traits digénce, resourcefulness and conscientiousnesse Som
job duties are manageable, whereas, in case ofspttiere are occurrence of complications. Some job
duties are less time consuming, whereas, othensiare time consuming. But the inculcation of theaés
will enable the members to do well in their jobsepe with problems and generate the desired outcomes
When the individuals are required to make use ofleno, scientific and innovative methods, they may
experience difficulties. Hence, these traits wilbble them to overcome the difficulties in a wellanized
manner. Furthermore, the individuals will incur tteeling of job satisfaction. The individuals netedbe
well-equipped in terms of traits of helpfulness awndoperation. The members need to work in co-djmera
with each other to do well in their job duties, i@sfe organizational goals and lead to up-gradatiothe
overall structure of the organizations. Therefdarés well-understood, inculcation of the traitsdifigence,
resourcefulness and conscientiousness and depittngraits of helpfulness and co-operation aralviet
strategies for leading to up-gradation of orgamizaéthics.

Understanding the Meaning and Significance of Orgazation Ethics

Human resources are regarded as the assets ofrgheization. They need to make use of their
educational qualifications, competencies and cdiiabiin a satisfactory manner to do well in thgbs,
achieve organizational goals and lead to up-gradatf the overall structure of the organizationise heads
and supervisors need to implement the measuresmdores the employees feel comfortable within the
workplace. When they will feel comfortable, onleththey will be able to concentrate on their jobetuin
a well-organized manner. Furthermore, the workfoxie overcome the feelings of apprehensiveness and
vulnerability. The working environmental conditionsed to be created in such a manner that the gegso
are able to concentrate on their job duties apptgly. The employees need to form positive viewpin
terms of various factors and develop motivationamg the implementation of job duties. Therefohe, t
members are able to understand the meaning anficagice of organization ethics, when they prové¢o
favourable in doing well in one’s job duties andyemerating the desired outcomes.
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In all types of organizations, there are organmatl goals, i.e. being well-equipped in terms df jo
duties and responsibilities; being informative ennts of methods and approaches; leading to anasera
productivity and profitability; making use of moder scientific and innovative methods in the
implementation of job duties; organizing seminansl avorkshops; leading to enrichment of training and
development programs; satisfying customer requirgspepromoting employee well-being; coping with
problems and challenges in a well-organized manimaulcating the traits of morality, diligence,
resourcefulness and conscientiousness; formingatadd amiable terms and relationships with eablero
and leading to up-gradation of the overall struetaf the organizations. The up-gradation of orgation
ethics will render an important contribution inriang the conduct of the workforce in such a marthat
they will put in efforts to their best abilities sxhieve all the organizational goals. Therefdne,members
are able to understand the meaning and significafoarganization ethics, when they contribute in an
efficient manner in achieving organizational goals.

It is apparently understood that within the couskemplementation of job duties, there are ocaucee
of issues. These are related to various fact@sjab duties, responsibilities, goals, objectieag period,
resources, materials, technologies and so forth.jdlh duties, responsibilities, goals, and objestineed to
be well-understood by the members. When they agtlg, there should be availability of sufficiemhaunt
of time. Furthermore, there should be availabiityesources, materials, and technologies in anoppiate
manner. The employees need to be well-equippedrinst of job duties and responsibilities and methods
and approaches to put them into operation. Furtbexmemployees need to put emphasis on honing of
analytical, critical thinking, and problem-solvisgills. The up-gradation of organization ethicsl wénder
an important contribution in enabling the workfolicesuch a manner that they will put in effortstheir
best abilities to cope with various types of issi&fien the issues are experienced in a major faray,
may give rise to impediments within the course oftipg into operation various job duties. Therefore
throughout their jobs, the workforce understandnii@aning and significance of organization ethics.
Strategies for Leading to Up-gradation of Organizaibn Ethics

When recruitment and selection of the individualses place, there are various factors that neéeé to
taken into account, i.e. educational qualificatioskills, abilities, personality traits, job expamce and
demographic factors. This is comprehensively urtdedsthat all the members of the organization need
be informative in terms of methods and approachat dre required to do well in their job duties dod
generate the desired outcomes. Apart from thesg, ieed to be informative regarding the stratetpes
leading to up-gradation of organization ethics. Huossession of adequate information in terms of the
strategies will enable the individuals to retaieithjobs (Ethics in Business, n.d.). The individuah
leadership positions are vested with the authariy responsibility of imparting information amorftgt
workforce in terms of these strategies. After tliywe acquired efficient information in terms of sbe
strategies, they need to form constructive viewgsoiRurthermore, they need to put in efforts tarthest
abilities to do well in their jobs and generate desired outcomes. Strategies for leading to udagran of
organization ethics are stated as follows:

Providing Equal Rights and Opportunities to all Individuals
The individuals in leadership positions are vestéth the authority and responsibility of formuladin
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laws and rules. Laws and rules need to be formdileitdead to overall functioning of the organizatio a
well-organized and disciplined manner. One of thpartant law is, heads, directors and superviseesl o
provide equal rights and opportunities to all indials. Furthermore, they need to ensure, then@tiny
discrimination on the basis of any factors. Theiimilals are different from each other on the badis
number of factors. The members need to accept tiiseences and form positive viewpoints in terafs
all other individuals. They need to understand thairder to enhance their career prospects, tleey o
form cordial relationships with others and tredtess equally. The job duties and responsibilitiesgiven
to the individuals on the basis of their educatianalifications, competencies and abilities. Byt need
to be treated equally. Therefore, providing equgthts and opportunities to all individuals is onetloe
significant strategies for leading to up-gradatdmrganization ethics.
Formulation of Anti-Discriminatory Laws

The individuals in leadership positions need taubon formulation of anti-discriminatory laws. The
individuals are different from each other on thsib®f number of factors. Their personality tragisltures,
educational qualifications, competencies, abilitesl natures are different from each other. The lpeesn
need to accept these differences and form positexgpoints in terms of all other individuals. Batien and
women should be given equal pay for the same joiesiperformed. The job duties and responsibilities
given to the individuals on the basis of their eatimnal qualifications, competencies and abilitist they
need to be provided with equal treatment. When ghsuare to be brought about in any aspects anel éner
organization of discussion meetings, in such casesgds to be ensured all the members are prowidld
the opportunities to have a say. These laws welbé the individuals to develop motivation towatts
implementation of their job duties and respondib#i. Therefore, formulation of anti-discriminatdaws is
an indispensable strategy for leading to up-gradatf organization ethics.
Treating each other with Respect and Courtesy

The members of the organization need to treat etigdr with respect and courtesy. Whether they are
superiors or subordinates or colleagues, they teedmmunicate with each other in a respectful reann
All the members are overwhelmed with number of gloities and responsibilities. When they are occupied
with busy schedules and their colleagues or subatéds ask for any assistance, they should be
communicated with in a respectful manner. On tiemohand, when superiors assign additional joledub
their subordinates, they should not feel frustratien they are communicating with each other, thesyd
to make use of polite language and decent word® ifformation imparted should be factual and
meaningful. When individuals are overwhelmed by prgblems or difficulties, they should make prowisi
of help and assistance to each other. Furthermibee,individuals need to exercise control on the
psychological problems of anger, stress, anxiety famstration. Therefore, treating each other wéhpect
and courtesy is an important strategy for leadingg-gradation of organization ethics.
Depicting Honesty and Truthfulness

The members should focus upon the implementatigoluties with honesty and truthfulness. The
job duties and responsibilities are of differentdy, i.e. working on projects and assignments, goiegp
reports, getting engaged in production and manuifieg processes, dealing with clients and so fdmce,
in putting into operation all types of job dutiéee members need to ensure, they strengthen hoaedty
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truthfulness. These traits need to be reinforceoutihout the job duties of members. When individwak
doubtful or are unaware in terms of the methodgrocedures, they need to ensure, they clear tbeiotd.
Furthermore, they need to ensure, there are nair@we of any impediments within the course of
implementation of job duties and responsibilitidening of interactive abilities and conducting r@sd on
regular basis will enable the members to augmest #mowledge, competencies and abilities. In aoldljt
all the members need to form positive viewpointd davelop motivation towards the implementatiofobf
duties. Therefore, depicting honesty and truthfssnés a vital strategy for leading to up-gradatidn
organization ethics.
Inculcation of the Traits of Diligence, Resourcefuless and Conscientiousness

The individuals need to inculcate the traits ofigdihce, resourcefulness and conscientiousness
throughout their jobs. The major benefits of thésats is, they will enable the members to acquaire
efficient understanding in terms of methods anatsgies. Furthermore, they will cope with variogsets of
problems in a well-organized manner. Some job dudire manageable, whereas, in case of others,dlere
occurrence of complications. Some job duties ase tene consuming, whereas, other tasks and aesivit
require more amount of time. But the inculcatiorthadse traits will enable the members to do wethiir
jobs, cope with problems and generate the deswgmbmes. When the individuals are required to madee
of modern, scientific and innovative methods, tmesty experience difficulties. Hence, these traitf wi
enable them to overcome the difficulties in a veeftanized manner. Furthermore, the individuals dall
well in their jobs and incur the feeling of jobiséction. Therefore, inculcation of the traitsdifigence,
resourcefulness and conscientiousness is a ceicaegy for leading to up-gradation of organizagbhics.
Depicting the Traits of Helpfulness and Co-operatin

The individuals need to be well-equipped in termiaits of helpfulness and co-operation. Thesalnee
to be depicted throughout their job duties. It pparent that within the course of implementationjadf
duties, there are occurrence of problems. Thesebeasplved on one’s own as well as through obtginin
support from others. Hence, all the members, igetige of their job positions need to reinforce titagts of
helpfulness and co-operation. They should be athetwhen they will be overwhelmed by problemsythe
will have to approach others. On the other harfterstmay also approach them for help. Furthermbes,
need to understand that these traits will enablemthio acquire appreciation and reverence. As a
consequence, the individuals will incur the feelwfgjob satisfaction and retain their jobs. The rbens
need to work in co-operation with each other toagdl in their job duties, achieve organizationabtpand
lead to up-gradation of the overall structure oé tbrganizations. Therefore, depicting the traits of
helpfulness and co-operation is a noteworthy sisater leading to up-gradation of organization eshi
Promoting Teamwork

The job duties and responsibilities can be put ageration on an individual basis as well as imga
The research studies have indicated that supesvisod employers form the viewpoint that promoting
teamwork is enriching and favourable to the ovefatictioning of the organizations. When the members
work in collaboration and integration with eacheththey are able to render an important contrilsutn
reinforcing organization ethics. Promoting teamwaril lead to up-gradation of organization ethiasda
overall functioning of the organization in an efiege manner. When the workforce is working in antea
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they will generate information in terms of varicaspects, provide solutions to various problemsaindin
assistance from each other in doing well in thely fluties and achieving organizational goals. Tdie |
duties gets divided among individuals in accordatacéheir educational qualifications, competenaesl
abilities. As a consequence, the members develdjvation towards putting into operation job duteasd
responsibilities. Therefore, it can be stated, mimg teamwork is a favourable strategy for leadiog
up-gradation of organization ethics.
Leading to Enrichment of Training and Development Pograms

When the employees get recruited within organizatiohey are required to get enrolled in trainind a
development programs. The duration of these prograray be from one week to six months. There is
recruitment of well-qualified and proficient transein order to lead to enrichment of these programs
these programs, information is imparted to thenerms of various aspects of the organizationshistory,
personnel, departments, goals, mission, job dutesgponsibilities, methods, approaches, stratetpess,
rules, amenities, facilities, technologies, matsrénd the overall structure of the organizatiamitrermore,
the individuals also acquire an efficient underdiag in terms of strategies for leading to up-gtamaof
organization ethics (Curated Resources, 2021). élémplementing ways to lead to enrichment of frajn
and development programs is regarded as an enst@tegy for leading to up-gradation of organizatio
ethics. Within the course of implementation of phitties, the members need to be informative in tesfns
pioneering methods. Hence, they get enrolled irsehprograms. Therefore, leading to enrichment of
training and development programs is a promineratesyy for leading to up-gradation of organization
ethics.
Putting Emphasis on Employee Well-Being

Employees are regarded as the assets of the catjanizThey need to make use of their educational
gualifications, skills and abilities in an effickemanner to do well in their jobs and lead to uaeation of
the overall structure of the organizations. Thedseand supervisors need to implement the measares t
promote employee well-being. The various factoes tieed to be taken into account to carry outttsk in
a suitable manner are, formulating laws and rufeaking wise and productive decisions; providing
amenities, facilities, technologies, and materidégding to enrichment of training and development
programs; implementing grievance redresser proesg@nsuring employees are not overloaded with work
providing meaningful solutions to their problemspyding equal rights and opportunities to all the
employees; giving rewards and incentives and ergaséin amiable environment within the workplace.
Furthermore, these factors will facilitate the updation of organization ethics in a satisfactorgnmer.
Therefore, putting emphasis on employee well-b&raystrategy for leading to up-gradation of orgation
ethics, which has been acknowledged in all typesrgdinizations.
Focusing on Enhancement of Safety Measures

The health of the workforce is important. They neednsure they put into operation the measurds tha
would promote good health, physically as well agcpslogically. The job duties in various industreesd
factories are hazardous. These are diamond pdlisgem cutting, silk weaving, beedi rolling, plaidas,
coal mines, lock industries and so forth. Whenwiekforce are putting into operation their job @stithey
need to take safety measures. The workforce needilipe safety gear and apparatus and the working
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environmental conditions need to be safe. It isjtieduty of the supervisors to promote safety me=s
When the workforce is required to make use of tomlachines, chemicals and other materials, whichh ma
have unfavourable effects upon their health coma#i they are required to take safety measures.
Furthermore, there should be formulation of lawaiast crime and violence. The communication proegss
need to take place in an effective manner and ithdials should treat each other with respect andtesy
Therefore, focusing on enhancement of safety measig a strategy for leading to up-gradation of
organization ethics, which has contributed in prongp good health and well-being physically and
psychologically.
Benefits of Organization Ethics

All the members of the organization, throughoutirtheb duties need to be well-versed in terms of
meaning and significance of organization ethicgédizational Ethics and Management, 2014). The huma
resources are required to make use of their eduatiqualifications, skills and abilities in an ieiént
manner to do well in their jobs, achieve organaadi goals and carry out the overall functioningtlod
organizations in an appropriate manner. These ke facilitated, when they are well-versecemmis of
organization ethics. The individuals need to ackedge organization ethics in the implementatioralbf
types of job duties and activities. The importaspect that needs to be taken into account is, nvitne
course of implementation of job duties individualey in groups, organization ethics need to be
acknowledged. Benefits of organization ethics a@@ng well in one’s job duties; forming cordial and
sociable terms and relationships with each othergrading usefulness and effectiveness; developing
motivation towards the implementation of job dutiprpomoting well-being and goodwill and carryingtou
the overall functioning of the organization in @gisfactory manner. These are stated as follows:
Doing well in one’s Job Duties

In order to do well in one’s job duties, the indivals not only need to be informative in terms of
methods and approaches, but they need to reintogamization ethics. The reinforcement of orgamirat
ethics is regarded as one of the key factors tavelb in one’s jobs. The individuals need to make a$
their educational qualifications, competencies ahilities in an efficient manner to do well in thgapbs.
Furthermore, they need to be professional in tbeirduct. When the individuals are overwhelmed by an
problems and difficulties, they are required tovie solutions to them in an effective manner. Thegd to
be prevented from giving rise to impediments witthie course of implementation of tasks and acésiti
Therefore, doing well in one’s job duties is regatdas one of the indispensable benefits of orgaaiza
ethics.
Forming Cordial and Sociable Terms and Relationship with each other

It is apparently understood that within the couwst@anplementation of job duties, there are occureen
of situations, which require working in collabomatiand integration with each other. The employes=in
form cordial and sociable terms and relationshifib ®ach other. These are regarded as essental well
in one’s job duties, achieve organizational goedsry out job duties in accordance to the expemriatof the
supervisors and lead to enhancement of the ovemltture of the organization. The up-gradation of
organization ethics will render an important cdmition in enabling the workforce in such a maniat t
they will put in efforts to their best abilities tdevelop mutual understanding with each other. As a
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consequence, they will be able to generate theetksiutcomes. Therefore, forming cordial and sdeiab
terms and relationships with each other is ond@fignificant benefits of organization ethics.
Up-grading Usefulness and Effectiveness

In putting into operation all types of job dutitse members need to ensure, they up-grade usefulnes
and effectiveness. These traits need to be strength throughout the job duties of members. When
individuals are unsure or are uninformed in terrhthe techniques or measures, they need to enthay,
augment their knowledge and understanding. Furtbexnthey need to ensure, there are not occurreince
any impediments within the course of implementatibany types of job duties and responsibilitiesnttg
of interactive abilities and conducting researchregular basis will enable the members to augnteit t
knowledge, competencies and abilities. Furthernmtbiey; will be able to carry out their job dutiesaiuseful
and effective manner. This is facilitated througikreowledging organization ethics. Therefore, it d¢Bn
stated, up-grading usefulness and effectivenessnsaningful benefit of organization ethics.
Developing Motivation towards the implementation ofJob Duties

The individuals in leadership positions are vesteth the authority and responsibility of puttingan
operation the strategies in such a manner thatdvenéble the workforce to develop motivation tovgaite
implementation of job duties. The various aspeduts tievelop motivation among the workforce areingjv
of rewards and incentives; providing promotionapounities; appreciating and conveying information
terms of pioneering methods; providing solutionshieir problems; possessing an approachable nahde
an amiable attitude; making use of modern, scieraifid innovative methods in the implementatiorjobf
duties; organizing seminars and workshops; leatbngnrichment of training and development programs;
creating an amiable environment and leading to raglation of the overall structure of the organizati
Understanding organization ethics will enable tigividuals to develop motivation. Therefore, depéhg
motivation towards the implementation of job duiiies vital benefit of organization ethics.
Promoting Well-Being and Goodwiill

The acquisition of knowledge in terms of orgariatethics will contribute in promoting well-being
and goodwill. The members of the organization aimptomote well-being and goodwill of the overall
structure of the organization. These factors aresidered meaningful in terms of the employees dkage
the organization as a whole. Hence, all the memmees to recognise the meaning and significantkesie
factors. The human resources will put into operaéith the measures that will enable them to impleinjeb
duties in accordance to the expectations of thepessisors; achieve organizational goals and lead t
up-gradation of the overall structure of the orgation. When the human resources are successfoinwit
the course of implementation of these tasks, thélycantribute significantly in promoting well-begnand
goodwill. The members need to focus upon promotitgge traits throughout the implementation of their
job duties. Therefore, promoting well-being anddwil is a fundamental benefit of organization ethi
Carrying out the overall Functioning of the Organization in a Satisfactory Manner

In carrying out the overall functioning of the onggation in a satisfactory manner, there are nurober
aspects that need to be taken into account by #abers. These are, formulating laws and rules;gbein
well-equipped in terms of job duties and respoiisds; being informative in terms of methods and
approaches; augmenting analytical, critical thigkeind problem-solving skills; making use of modern,
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scientific and innovative methods in the implemé&otaof job duties; implementing time managemeinitsk
coping with problems and challenges in a well-oigeah manner; inculcating the traits of moralityljgénce,
resourcefulness and conscientiousness; formingadiadd amiable terms and relationships with eablro
possessing the abilities to work under stress amdiucting research on regular basis. The acquisiio
knowledge in terms of organization ethics will admite efficiently in the implementation of all e
factors. Therefore, carrying out the overall fuooing of the organization in a satisfactory manisea
central benefit of organization ethics.
Conclusion

Organization ethics comprises of the ways in acmoed to which the individuals conduct themselves
and responds to the external motivations. Strasefgie leading to up-gradation of organization ethéce,
providing equal rights and opportunities to allilnduals, formulation of anti-discriminatory lawsgeating
each other with respect and courtesy, depictingéiyrand truthfulness, inculcation of the traitsldijence,
resourcefulness and conscientiousness, depictiagtrits of helpfulness and co-operation, promoting
teamwork, leading to enrichment of training and elegment programs, putting emphasis on employee
well-being and focusing on enhancement of safetsgsmees. Benefits of organization ethics are, doiath
in one’s job duties; forming cordial and sociab&ns and relationships with each other; up-grading
usefulness and effectiveness; developing motivatiovards the implementation of job duties; promgtin
well-being and goodwill and carrying out the ovefahctioning of the organization in a satisfactomanner.
Finally, it can be stated, up-gradation of orgatiiraethics will prove to be favourable to the memshand
the organization as a whole.
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Abstract

The aim of the study is to explore the key drivefCorporate Social Responsibility (CSR) practiges
Bangladeshi manufacturing SMEs and examines thgdact on sustainable business performance (SBP).
Using a qualitative approach grounded in critiogdlism, the research identifies six CSR dimensions:
philanthropic, environmental, social, ethical, legand economic. Data were collected through 20
semi-structured interviews with SME leaders, retprjaofficials, and NGO executives, and analyzeithgis
NVivo 11 to uncover key themes and sub-themes. fiffiéngs reveal that CSR practices are primarily
driven by stakeholder engagement, regulatory canpé, and sustainability goals. CSR adoption pesvid
SMEs with competitive advantages such as enhargmatation, customer loyalty, and financial growth.
However, barriers like profit-driven mindsets andeak regulatory enforcement limit broader
implementation. By integrating the Stakeholder-&&bsource-Based View (SRBV) framework, the study
addresses gaps in existing CSR literature and soffetionable recommendations for policymakers and
business leaders to promote sustainable practisdssaengthen stakeholder relationships in emerging
economies.

Keywords: Corporate Social Responsibility (CSR), Qualitatid@proach, Small and Medium-sized
Enterprise (SMEs), Sustainable Business Perform&Be).

1. Introduction
Corporate Social Responsibility (CSR) has gaingumhiBcant attention for its role in driving sustalvie
business practices and societal impact (Oduro .et2@P4; Al-Omoush, 2024). Businesses engage with
various stakeholders, including employees, custemgovernments, and communities, forming a social
contract that obligates them to meet societal egieas (Constantinescu & Kaptein, 2020). Effect8R
practices improve organizational performance amdyHerm sustainability (Bhutto, 2024; Ahsan, 2024).
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However, existing research often focuses on CSRoowts rather than the underlying drivers, partityla
at the decision-making level (Wirba, 2024). Expigrithese drivers can provide a deeper understarading
how CSR aligns with business strategies. Despaeigig recognition of CSR as a sustainability frareky
there remains a gap between awareness and implkioentThe United Nations Industrial Development
Organization (UNIDO) highlighted CSR’s role in addsing economic, social, and environmental
challenges critical to achieving the Sustainabledl@pment Goals (SDGs) (Canton, 2021). Researclwsho
that CSR contributes to competitive advantage amdntial performance (Xuetong et al., 2024,
Giannopoulos et al., 2024). However, the mechanlsshénd these benefits are not well understood If@oe
et al.,, 2023). Business leaders must thereforgyiate CSR into their strategies to achieve longiter
sustainability (Sattar et al., 2024; Agu et al.22)

Accordingly, effective decision-making requires dating profitability with social and environmental
responsibilities (Xuetong et al., 2024). Businessgsend on the communities they serve and museasldr
societal expectations through CSR initiatives (Adiyw2024; Aldalaty & Piranej, 2024). Although many
leaders recognize CSR’s importance, few implemerstagnable leadership strategies for competitive
advantage (Ganesh & Venugopal, 2024; Fosu & Asi24). Reluctance to adopt CSR-driven skills,
particularly in profit-focused industries, remamm®barrier (Awad & Martin-Rojas, 2024). Bridging ghaap

is essential to achieving sustainable growth amegiating CSR into core business operations. M@gov
CSR drivers—philanthropic, environmental, sociathieal, legal, and economic—are critical for
understanding how businesses engage with socidtpemeve sustainable performance. These drivées of
insights into the factors motivating companiesdog CSR practices, balancing ethical responsgslivith
financial success. However, many Bangladeshi orgdions face challenges in implementing sustaiitgbil
initiatives due to limited CSR knowledge and competes (Ali et al., 2024; Khan et al., 2023). Adaiag
this gap requires a comprehensive understandi@éf drivers and their integration into businesatstries

to promote sustainable growth.

This study contributes to the literature by expigrihe relationship between CSR and sustainablimdrss
performance (SBP), particularly in Bangladeshi SMHEEst, it addresses the uncertainty surroundiBiR€
impact on SBP, offering practical insights for messes to enhance employee engagement and
organizational performance. Second, it investigakey CSR drivers and motivations, identifying
sector-specific challenges and opportunities. Gdednin Stakeholder-and-Resource-Based View (SRBV)
theories, the study demonstrates how businessestizdagically leverage stakeholder resources fwone
outcomes. The findings offer valuable recommendatio foster socially responsible, sustainable nass
environments in Bangladesh. The study is organizex distinct sections. The following section expi&a
theoretical foundation associated with proposititwe, research methodology and presents the findiFfus
final section highlights the study’s limitationschsuggests future research directions.

2. Theoretical Foundations Associated with Proposin

Corporate Social Responsibility (CSR) has been ceedl across disciplines like international politica
economy and management, each offering unique itssigldhile international political economy examines
corporate influence on global governance, it ofiearlooks firm-level dynamics (Fatima & Elbanna230
Frynas & Stephens, 2015). In contrast, managentadies focus on CSR’s link to financial performance
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(Mehedi & Jalaludin, 2020). However, both perspedifail to fully capture how firms engage stakeleos
and adapt to evolving environments. Recent resdaigiilights internal and external drivers of CSRthw
external pressures including regulatory compliancestomer demands, and societal expectations
(Dartey-Baah & Amoako, 2021), while internal drigeinvolve cost reduction, risk management, and
reputation building (Vitolla et al., 2016). Institbnal theories emphasize external influences (Weaingl.,
2024) whereas the Resource-Based View (RBV) focusesewardging internal resources (Ferreira &
Ferreira, 2024). To bridge these gaps, scholaggos®an integrated framework combining Stakehaider
Grounded Theories, forming the Stakeholder-and-®eseBased View (SRBV). The SRBV underscores
balancing internal resource optimization with staldder management to achieve sustainable competitiv
advantage. This theoretical framework provides distio approach to understanding CSR, linking
organizational strategies with broader social andrenmental responsibilities for long-term susédiity.
Furthermore, Freeman et al. (2021) stakeholderryherpanded traditional shareholder perspectives by
asserting that companies have economic, envirorahearid social responsibilities toward all indivédsi
and groups affected by their actions (Dit®@wnonsen & Wenstgp, 2013). Stakeholders, actirggasts of
social change, influence businesses to addresal semiles within their operations (Uttam et al24)0 Both
internal and external stakeholders can pressumesfio minimize negative impacts and promote pasitiv
outcomes, driving improvements in sustainabilitd éinancial performance (Nguyen et al., 2023; Qiale
2020). Meeting stakeholder expectations enhancesnapany's legitimacy, reputation, and long-term
success (Pfajfar et al., 2022; Stahl et al., 20BDparallel, the Resource-Based View (RBV) potitst
firms achieve sustainable competitive advantagemagaging valuable, rare, inimitable, and well-snued
resources, such as knowledge and human capital néReégstillo et al., 2023). The
Stakeholder-and-Resource-Based View (SRBYV) integrahese theories, emphasizing those internal
resources and stakeholder relationships collegtidelve value creation (Harjoto et al., 2022; Mauial.,
2020). Managing stakeholders as strategic assetsgdtens a firm’s competitive position (Nayak et a
2023).

Moreover, this study adopts SRBV to explore how C$Rctices influence sustainable business
performance (SBP), particularly within SMEs in egieg economies. The research began by reviewing the
historical evolution of CSR, highlighting its gravg significance. Theoretical models and CSR framks/o
were introduced to support the study, emphasiziaghusinesses must strategically align their C8IRips
with stakeholder expectations. This alignment gftieens stakeholder relationships and enhancestény-
sustainability. Two key research propositions waeeeloped within this framework to address the main
research question effectively.

Proposition: The proposition claiming that all thederlying drivers and motivating factors behing tASR
practices are necessary or sufficient to affecttanable business performance of RMG manufacturing
SMEs in Bangladesh.

3. Methodology of the Study

This study employed a qualitative research appragohnded in the critical realism paradigm to explo
CSR adoption in Bangladesh’s manufacturing SMEs fbalitative design was chosen to capture the
experiences and perspectives of business leadensding deeper insights that quantitative methodsy

12¢
ISSN 2076-9202



International Journal of Information, Business dahagement, Vol. 17, No.2, 2025

overlook (Lim, 2024). The study adhered to CORE@igjlines to ensure methodological rigor (Tong et al
2007). This approach allowed the research to unckeg themes influencing CSR adoption, providing
valuable insights into the mindset of SME leaderd ¢heir strategic alignment with sustainabilityatgp
(Karunarathna et al., 2024). Data collection inedlvin-depth interviews, researchers' journaling an
literature review. In-depth interviews were priméd to understand participants' motivations arehtidy
patterns in their CSR practices (Scanlan, 2020).

3.1 Sampling and Data Collection

This research used purposive sampling to seleermnges actively engaged in CSR practices. Comapani
were chosen based on their participation in attleas sustainability initiatives, including the @orate
Sustainability Index (CSI), and UN Global CompacetiMork. These firms demonstrated a strong
commitment to responsible business practices ardkrs@nificant contributions to Bangladesh’s ecopom
receiving public recognition or CSR awards for thefforts. The sample focused on SMEs to enable
theoretical generalization rather than statistanadlysis (Maxwell, 2021). Selected companies repies
diverse industries and ownership structures to meééheoretical diversity. Out of 25 potential SMi&she
RMG sector, 11 Global Compact signatories fromgbaethern economic region were identified. However,
three companies declined participation due to demfiality concerns. Furthermore, to validate CSR
practices, follow-up interviews were conducted withxternal stakeholders such as community
representatives, authorities, NGOs, CSR activstd,academics, providing objective insights. Pnndata
were collected through semi-structured interviewthwhree stakeholder groups: SME top management,
regulatory officials, and NGO executives. This fatrallowed participants to share their views opevityle
maintaining a structured guideline (Belina, 20ZB)e interviews were conducted in three phases: SME
owners and managers were interviewed first to wstdad corporate strategies; next, regulatory atffici
provided insights into legislative frameworks; figaNGO executives discussed their role in promgti
social and environmental practices. The 20 in-de@g#rviews conducted between July and Septemb24 20
lasted approximately 45 minutes each. All sessimse transcribed and coded for analysis, ensuring
comprehensive insights into CSR practices in Bategh’'s manufacturing SMEs.

3.2 Data Analysis Strategies

The study employed thematic analysis to identifpliex and implicit patterns within the data, folng
Attride-Stirling’s (2001) framework and Castlebeamd Nolen’s (2018) five-step process. Using NVINg
qualitative data were screened, coded, and orgamite themes and sub-themes aligned with the &udy
research questions. The analysis involved systeaigtimporting and transcribing documents, codamgl
classifying texts, and exploring data through cgeericharts, and word clouds. This structured apgproa
ensured comprehensive insights by linking emergjiregnes to the reviewed literature, facilitatingese pler
understanding of CSR drivers in Bangladesh’s SMifose

4. Results

This section presents the findings from 20 in-deggmi-structured interviews conducted to explord&RCS
drivers in Bangladeshi SMEs. Participants includgd top management representatives, six NGO
executives, and eight government regulatory officend community representatives. Thematic analysis
guided by Bernard et al. (2016), identified keyniies and sub-themes relevant to the research questio
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Using NVivo-11, open and axial coding processepédttlorganize data into meaningful categories. Adwor
frequency query further refined the themes. Saturatias achieved by the 12th interview and confarbg

the 20th, ensuring data reliability (Hagaman & Whti2017; Boddy, 2016). The study identified senwetin
CSR themes—philanthropic, environmental, socidhicel, legal, economic, and sustainability-oriented
responsibilities—along with 19 sub-themes. Thesamigs reflect diverse CSR dimensions within SMEs,
offering insights into drivers, barriers, and stgiés for promoting sustainable business practines
Bangladesh’s manufacturing sector.

4.1 Underlying Drivers and Motivation of CSR

4.1.1 Philanthropic Responsibility (Theme 1)

The analysis reveals that SMEs in Bangladesh vietlamthropic responsibility as a core element @irth
CSR practices, evolving from short-term charitatdeations to strategic, long-term community invesits.
Initially, companies focused on sponsorships andatons to support local socioeconomic stability.
However, respondents emphasized the importancastdéisable development, highlighting that busingsse
have a duty to invest in health, education, andrenmental initiatives to benefit both communitiasd
their long-term success. This shift reflects agiigon to strategic philanthropy, where companigegdrate
social values into their corporate identity, balagcethical obligations with business objectivegofmants
stressed the importance of partnerships with looeimunities and stakeholders, promoting mutual esgc
through collaborative efforts that address critm@hmunity needs. As one respondent stated:

“True responsibility involves fostering sustainaldevelopment rather than merely addressing immediat
needs.” [Respondent#2]

Overall, the findings highlight a strategic shiftmard fostering partnerships that balance corpayede/th
with societal progress. Companies recognized tigrtiag their philanthropic initiatives with busisg goals
not only strengthens their social legitimacy bsbatontributes to community stability, ethical aaet@bility,
and sustainable development.

4.1.2 Environmental Responsibility (Theme 2)

The study highlights three key drivers under theirenmental dimension of CSR in Bangladesh’s
manufacturing sector: corporate environmental pplienvironmental promotion, and stakeholder
knowledge gaps. Informants emphasized the needgdeernment-enforced environmental policies to
compel businesses to adopt responsible practispecilly in sectors like hospitality. Clear, seetpecific
policies would ensure accountability and consisteé®R efforts. Environmental promotion emerged as
crucial for raising awareness among stakeholderd) top management playing a key role in driving
engagement. Informants stressed that without agireenotion; businesses cannot influence consumer
behavior or encourage sustainable practices. Asndoenant explained:

"Environmental promotion can play a key role in siag awareness and encouraging stakeholders,
including those in the SMEs sector, to adopt soatale practices. It's essential for protecting our
environment and motivating businesses to act respbyi' [Respondent#18]

Regulatory officials stressed that greater envirental knowledge fosters sustainable resource us@na

another informant noted:
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"With sufficient environmental knowledge, peoplen dsetter understand how their actions impact the
environment and the consequences of those impdtts. awareness increases sensitivity towards
environmental issues. Unfortunately, many localrepreneurs and communities lack this essential
knowledge." [Respondent#8]

In short, the findings suggest that addressingcpa@aps, promoting environmental activities, angroving
stakeholder awareness are essential for fostermgrommentally responsible business practices in
Bangladesh.

4.1.3 Social Responsibility (Theme 3)

The analysis identifies three key social driver€8R in Bangladeshi SMEs: alliances with governnagt
community, community involvement, and lack of co@tien from authorities. Informants emphasized that
fostering strong partnerships between SMEs, locatmunities, and government agencies is crucial for
promoting social and environmental development.itResgovernment relations help businesses gain
support for CSR initiatives, while collaborationtivicommunities builds trust and enhances operdtiona
efficiency. An NGO executive emphasized the neegésitive government relations:

"l believe enterprises should maintain a good aitia with the government. Being in the governmeoisl
books is crucial for any organization. If the gowerent is aware of the contributions and organizati®
making to the community, local MPs will take natiddany enterprises are already doing significant
activities within society. Therefore, it is impantao maintain a positive relationship with the gavment,
which serves as a key driver for CSR initiativéRé€spondent#19]

Hereafter, corruption compounds these problems, Nit1 elaborating:
“SMEs frequently face bribery and extortion wherlsag government support, hindering their abilioy t
operate responsibly.” [Respondent#12]

However, a major challenge is the lack of cooperatirom government authorities, with issues like
inefficiency, corruption, and weak regulatory esfEment hindering essential services such as aliggtri
water, and waste management. Informants stressg¢dhise governance gaps disrupt SME operations and
limit their capacity to adopt sustainable CSR pcast Addressing these challenges through improved
governance and stronger stakeholder collaborasoessential for advancing CSR efforts and achieving
long-term social and economic sustainability in @adesh’s manufacturing sector.

4.1.4 Ethical Responsibility (Theme 4)

The analysis highlights that ethical responsibility Bangladeshi SMEs extends beyond regulatory
compliance, focusing on employee welfare, safe wmgrkonditions, and environmental sustainabilitg. s
informant explained:

“The company strives to be a responsible corporaten not just locally but across Vietnamese etyci
Meeting legal requirements lays the foundation, gotng beyond them strengthens our reputation.”
[Respondent#17]

Noteworthy, the informants emphasized that busesessust act in the best interests of their stakksnslby
adopting self-regulating mechanisms and adheringnteernational standards such as ISO 26000, which
surpass local legal requirements. These practar@gen by foreign client demands and internal pelc
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modeled on global best practices reflect a commitnte ethical business conduct. Similarly, NI-5,
representing an NGO executive, noted:

“The company complies not only with host-countnywdabut also with the stricter standards set by itpre
clients. For instance, we manage environmentaleissaccording to both Bangladesh’s regulations and o
customers’ requirements.” [Respondent#12]

In sum, it noted that such self-regulation fillgpgan local regulatory frameworks and fosters dural of
accountability and transparency, crucial in indestiwith weak governance. Companies not only rmegsil|
obligations but also establish voluntary codes ariduct founded on principles of integrity, fairneasd
transparency, ensuring responsible operations aidirg trust with stakeholders. This proactive aggch
strengthens their reputation as responsible copaitzens and enhances long-term sustainab@iwerall,
these initiatives demonstrate how ethical respditgilintegrates into business practices, reinfogcboth
practical and moral obligations to society andeghgironment while driving sustainable business ghow
4.1.5 Legal Responsibility (Theme 5)

The analysis highlights legal compliance as a eesponsibility for SMEs, encompassing adherence to
international, national, and local regulations, luding enterprise, labor, and environmental laws.
Companies recognized that operating within indakt@ones requires stricter compliance and regular
reporting. However, informants noted that poor ezément of environmental laws in Bangladesh hampers
sustainable practices. Weak regulatory oversigbtfficient resources, corruption, and politicaknfierence
contribute to ineffective monitoring. Informants ghasized that strengthening governance, improving
inter-agency coordination, and building regulatoapacity are critical for enforcing environmentalk and
promoting sustainable business practices in theufaaturing sector. Similarly, NGO executives highlied
that lack regulatory oversight discourages envirental compliance in the manufacturing sector.

“There’'s a tendency to bypass rules. Lack of plagniminimal regulatory oversight, and government
inaction lead to disorderly development. This latkntervention hampers sustainable business prastf
[Respondent#10]

4.1.6 Economic Responsibility (Theme 6)

The analysis identifies competitive advantage, rfaia incentives, and profit maximization as key
economic factors influencing CSR adoption in Badgkhi SMEs. Competitive advantage drives CSR by
enhancing reputation, customer loyalty, and revetiweugh socially and environmentally responsible
practices. Informants highlighted that communitgdfsed CSR initiatives, such as education and health
programs, strengthen brand image and provide a@ edgr competitors. Financial incentives, includiag
rebates, low-interest loans, and subsidies, playiteal role in encouraging CSR adoption. Governine
policies like tax breaks for eco-friendly projeeisd simplified licensing processes motivate busieggo
engage in sustainable practices. However, profkimiaation remains a significant barrier. Suppagtihis
view, informants HI-3 and HP-1 stated:

“Profit maximization is a critical issue. In a céplist system, making money often becomes thef@uis.
When this mindset dominates, it can be disastou€$8R. Such companies care little for the welhbenf
employees, customers, or the community. This fefitric approach is a major barrier to CSR in tBBIEs
industry.” [Respondent#8]
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Moreover, informants noted that many SME ownersrfiize short-term profitability over long-term sat

and environmental commitments, viewing CSR as aume® drain rather than an investment. This
profit-driven mindset, deeply ingrained in businessture, discourages responsible practices andehnsn
sustainable development. Regulatory officials stdsthat focusing solely on profits limits compahie
ability to adopt meaningful CSR initiatives, undé@mmg community welfare and long-term business dlow
Addressing this mindset is essential to achievingalnce between economic success and responsible
corporate behavior, fostering sustainable develaopnmeBangladesh’s SME sector.

4.1.7Sustainability-oriented Responsibility (Theme 7)

The analysis reveals that SMEs prioritize sustaiitalas a core component of their business stiateg
focusing on balancing economic growth, environmleptatection, and social responsibility through a
"triple bottom-line" approach. Informants emphadizkat sustainability drives both corporate suc@ass
community well-being, with long-term initiativesnagd at social development rather than short-teranityh
Regulatory official RI-4 emphasized this approach:

“The commitment to sustainability extends to protecthe environment, fostering social developmant]
generating economic benefits for our colleagues sundounding communities.” [Respondent#12]

Similarly, informants highlighted the importancelong-term, community-focused initiatives:
“The corporate sustainability initiatives are comnity-focused. We prioritize social development gctg
rather than charity, aiming for long-term impacf{Respondent#15]

Finally, the findings, based on insights from 2fbrmants and thematic analysis using NVivo 11, idied
seven CSR themes and 19 sub-themes. These theghdightii both drivers and barriers to CSR adoption,
showcasing how SMEs integrate CSR across econofegal, ethical, philanthropic, social, and
environmental dimensions to enhance business peaftce and stakeholder satisfaction.

5. Discussions and Implications

5.1 Discussions

The study highlights that SMEs in Bangladesh plimgi CSR across six key dimensions: philanthropic,
environmental, social, ethical, legal, and econoralt contributing to sustainable business prastiaad
community development. Philanthropic CSR focuseslamg-term initiatives in health, education, and
environmental improvement, signaling a shift fromo-term charity to integrating social values into
business strategies. The environmental dimensimssds the importance of clear policies, stakeholde
awareness, and education to reduce industrial itepéicough weak enforcement and knowledge gaps
remain challenges. Social CSR efforts foster pastips with government and communities to promote
trust and sustainable development, but regulatweificiencies and corruption hinder progress. Ethand
legal CSR goes beyond compliance by promoting éasn accountability, and employee welfare, with
companies adopting global standards like ISO 26086wever, weak regulatory enforcement and
governance challenges limit the effectiveness gdilleompliance. The economic dimension shows tisR C
enhances competitiveness, reputation, and finapeidbrmance, supported by government incentives li
tax rebates and loans. Despite barriers such &is-griwen mindsets, the findings emphasize thaipohg a
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"triple bottom-line" approach—balancing economicowth, environmental responsibility, and social
welfare—helps SMEs achieve long-term success whifgering community progress and sustainable
development.

5.2 Implications

This study provides valuable theoretical insightemploying Stakeholder Theory, and Grounded Thémry
explore CSR adoption in Bangladesh’s manufactuiMEs. From the Stakeholder Theory perspective, the
findings highlight the importance of fostering stgopartnerships with communities, government agesci
and regulators to enhance trust and collabora@&R initiatives across philanthropic, environmengaktial,
ethical, legal, and economic dimensions contribotgustainable business practices while alignirgaate
strategies with stakeholder priorities like comntyirdevelopment and environmental protection. Tiuelyst
presents practical implications for policymakersgistal stakeholders, and SMEs by positioning CSR a
strategic tool for long-term development and comityuwell-being. Governments must establish clear
regulatory frameworks, fiscal incentives, and ecdéonent mechanisms to encourage broader CSR adoption
Managers in the SME sector should embed CSR inte strategies, shifting from reactive charity to
structured, sustainability-driven initiatives trerthance their corporate responsibility identitynafly, the
study’s qualitative methodology, grounded in cdticealism and following COREQ guidelines, further
strengthens its contributions by ensuring reliabdejti-stakeholder insights that reflect the comp@SR
dynamics within the Bangladeshi manufacturing secto

6. Conclusion, limitations, and future research diection

The study concludes by highlighting key drivers amativations behind Corporate Social Responsibility
(CSR) practices in Bangladesh's manufacturing SNd&sed on twenty in-depth interviews analyzed using
NVivo-11. Six CSR dimensions emerged: philanthroff@HI-CSR), environmental (ENV-CSR), social
(SOC-CSR), ethical (ETH-CSR), legal (LEG-CSR), awdnomic (ECO-CSR). Key motivations for CSR
adoption included enhancing reputation, improviteksholder relationships, reducing costs, miningzin
regulatory risks, and seizing new business oppititsn The findings suggest that CSR engagemeptoff
SMEs competitive advantages such as improved reputancreased visibility, customer satisfactiamd
financial benefits. Research supports this conaedty Saeidi et al. (2015), and Awang and JusdiD2
shows that CSR positively impacts firm performaneehances competitive positioning, and strengthens
long-term business success. Thus, CSR adoptiors @agritical role in promoting sustainable business
performance in Bangladesh's manufacturing sector.

This study makes valuable theoretical and mandgewiatributions but also highlights several limiteis
that open avenues for future research. First, #apke is limited to three stakeholder groups—top
management, regulatory authorities, and NGO exessti Including other key stakeholders such as
customers, creditors, investors, media, and sugptieuld offer a more holistic view of CSR pracsiée the
manufacturing sector. Second, the study’s crossesed design, based on qualitative interviews carteld

at a single point in time, may not fully capture #wolving nature of CSR practices. A longitudiagproach
could provide deeper insights into how CSR strategidapt to Bangladesh’s changing socio-econontic an
regulatory environment. Lastly, the use of grounttebry addresses the research objectives effégtivat
future studies could apply alternative frameworke Isocial identity theory, agency theory, or sigma
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theory to broaden the understanding of CSR in SMigklitionally, future research should explore how
SMEs can optimize limited resources to meet stakieihcexpectations through effective CSR strategies,
enhancing CSR dynamics across diverse contexts.
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