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Abstract. This study investigates the relationship between key
director characteristics, board composition, and audit quality in the
context of Vietnamese listed firms on the Ho Chi Minh City Stock
Exchange over the period 2015 to 2020. Based on the study of
Mustafa et al (2017), we employ a comprehensive dataset
comprising 415 firms, we utilize a random effects estimation model
to analyze the nuances of these associations. Our findings reveal a
noteworthy positive relationship between directors aged 36-55 and
46-55 years old and audit quality, suggesting that the experience
and expertise of directors within these age brackets contribute
positively to the enhancement of audit processes. Furthermore, our
study identifies a significant positive impact on audit quality
associated with interlocking directorships, emphasizing the
importance of interconnected networks within corporate
governance structures. In addition, our results highlight the
influential role of boards populated by members holding Master's
degrees, indicating a positive correlation between educational
qualifications and clients' demand for high audit quality. This
insight underscores the significance of academic prowess and
specialized knowledge in fostering a climate conducive to rigorous
audit practices.
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Introduction. In the dynamic landscape of corporate governance, the quest for
transparency and accountability has become increasingly paramount. Within this
context, the role of directors and the composition of corporate boards emerge as critical
determinants influencing the quality of audit processes. This study delves into the
intricate relationships between director characteristics, board composition, and audit
quality within the framework of Vietnamese listed firms, drawing upon a
comprehensive dataset spanning the years 2015 to 2020. Against the backdrop of the
Ho Chi Minh City Stock Exchange, a burgeoning hub for economic activities in
Vietnam, we explore the nuanced dynamics that underlie the performance of 415 listed
firms. Employing a rigorous random effects estimation model, our analysis seeks to
unravel the multifaceted impact of directors' age, interlocking directorships, and the
educational qualifications of board members on the pursuit of high audit quality.

Our investigation unfolds against a backdrop of evolving corporate governance
norms and burgeoning demands for financial transparency. The age of directors,
specifically within the brackets of 36-55 and 46-55 years old, takes center stage in our
examination, as we discern a positive correlation with enhanced audit quality. This
prompts a deeper exploration into the experiential contributions of directors within
these age ranges. Additionally, our study scrutinizes the phenomenon of interlocking
directorships, revealing a significant positive impact on audit quality. We contend that
the interconnectedness of boards serves as a conduit for knowledge exchange and
collaborative governance, fostering an environment conducive to rigorous audit
practices. Furthermore, we direct our focus towards the educational qualifications of
board members, particularly those holding Master's degrees. Our findings suggest a
compelling association between higher educational attainment and clients' heightened
demand for elevated audit quality, signaling the importance of academic prowess in
shaping governance structures that prioritize financial scrutiny.

As Vietnam's capital market continues to evolve, our research not only contributes
to the academic discourse but also offers practical insights for corporate practitioners,
policymakers, and stakeholders. By comprehensively understanding the intricate
interplay between director characteristics, board composition, and audit quality, this
study aims to provide a foundation for informed decision-making in the pursuit of
robust corporate governance within the Vietnamese context.

The primary focus of this research revolves around the issue of board diversity
and its impact on enhancing the effectiveness of board monitoring, ultimately leading
to improved financial reporting quality and reduced information asymmetry. While
existing literature, including a limited number of studies such as those conducted by
Nguyen (2022c) in Vietnam, has explored gender and generation diversity in relation
to firm performance, our study uniquely addresses the influence of interlocking
directorship as a form of board cognitive diversity on the heightened demand for
superior audit quality in the Vietnamese context. Management theories have
consistently underscored the pivotal role of top management in organizational
outcomes. The findings of this research make a noteworthy contribution to the
accounting literature by establishing a connection between resource dependency theory
and the selection of auditors. Specifically, our study delves into the ways in which the

58



Issue 1 (17), 2024 Economics, Finance and Management Review

demographic and cognitive diversity within boards of directors impact accounting
outcomes, with a particular emphasis on the selection of auditors.

Literature review. The corporate board plays a pivotal role in shaping the
organizational culture by instilling their management values, thereby influencing the
implementation of accounting and financial policies. Prior research in management and
population ecology posits that corporate outcomes, such as firm performance, are
closely tied to environmental selection and bureaucratic rules (Adams et al., 2010;
AlAbbad et al., 2019; Battaglia & Gallo, 2017; Berger et al., 2014). Building upon this,
(Bennouri et al., 2018; Bhagat & Black, 1999; Cheng et al., 2008) advance the upper
echelons theory, asserting that the board of directors holds a distinctive perspective that
significantly impacts corporate outcomes. A review of existing literature on the upper
echelons theory highlights gender (Almustafa et al., 2023; Dang et al., 2020; Zhou et
al., 2018; Zubeltzu-Jaka et al., 2020), tenure, and age (Abbott et al., 2000; Chowdhury
& Fink, 2017; Zardkoohi et al., 2018) as prevalent management demographic factors
with a critical influence on corporate outcomes.

In alignment with the resource dependency theory, human resources are
recognized as essential intangible assets for corporate operations (Dang & Nguyen,
2021a, 2021b; Hermalin & Weisbach, 2001; Patro et al., 2003). Both the upper
echelons theory and resource dependency theory posit that human capital is integral to
enhancing corporate performance. Correspondingly, Al Farooque et al. (2019)
discovers that directors' attributes, such as title and education, are significant elements
of the social capital of the upper echelons, positively affecting firms' performance.
Additionally, research by Budiyono and Sabilla (2021) reveals that board demographic
diversity, encompassing gender, age, education, and nationality, exerts a significant
influence on the performance of Turkish firms.

Examining the role of external auditors, they serve as external representatives
tasked with conducting corporate governance responsibilities (Dang & Nguyen, 2022;
Dang et al., 2022; Ho et al., 2023; Vafeas, 1999). Past studies unequivocally establish
the impact of audit quality and auditor selection on corporations (Brickley & James,
1987; Khai, 2022). The literature in accounting and audit underscores a robust
relationship between audit quality and corporate governance mechanisms (Nguyen &
Dang, 2020; Nguyen, 2020, 2021; Younas et al., 2019). One interpretation regarding
the demand for high-quality audits suggests that external auditors can mitigate Type 11
Agency problems that may arise between majority shareholders and minority
shareholders. According to this proposition, high-quality audits foster a confidential
environment that attracts investors.

Aims. Hypotheses development:

1. Female director. Management research indicates that the gender and age
composition of a board of directors correlates with their proclivity for embracing
change and tolerance for risk. According to the principles of resource dependency
theory, the selection of auditors is contingent upon the varied perspectives of the board
of directors. Female directors contribute to enhancing the efficacy of board monitoring
functions, creating a predisposition to engage high-quality auditors to safeguard their
reputations. This preference arises because audit firms with established brand names,
such as Big-4 audit firms, possess robust capabilities in delivering high-quality audit
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services. Consequently, high-quality auditors fortify internal control systems, thereby
mitigating information asymmetry and positively influencing the reliability of
accounting information (Abdullah & Said, 2019; Nguyen, 2022b; Yeung & Lento,
2018). A similar viewpoint is endorsed by Kouaib and Jarboui (2014), suggesting a
positive association between female directors and audit quality.

Conversely, older directors tend to exhibit a more conservative and risk-averse
stance compared to their younger counterparts (Barclay et al., 2012; Nguyen, 2022a,
2023c). In this study, gender and age are employed as demographic characteristics in
the model, positing that female and older directors are inclined toward greater
conservatism relative to male and younger directors. Drawing from insights in
accounting literature, both conservatism and prudent behavior exert an equivalent
Impact on the auditing process, culminating in a more secure audit opinion and
outcome for audit firms. Therefore, it is postulated that older directors, possessing
heightened experience, would lean toward conservatism and consequently opt for Big-
4 auditors. Consequently, the study posits a positive correlation between board
demographic diversity and audit quality.

On this basis, the following hypotheses are formulated: Hla: There is a positive

relationship between female directors and audit quality.
2. Director age. Within the realm of management literature, it is posited that the age
of directors is intricately linked to their inclination to embrace risk and navigate
changes. Malm et al. (2021) contends that, in comparison to their younger counterparts,
older directors exhibit a greater proclivity for conservatism and risk aversion, leading
to more effective management of firms. This study considers the age of directors and
advances the notion that older directors, owing to their accumulated experience, tend
to adopt a more conservative stance compared to their less experienced and younger
counterparts. In the specific domain of accounting, and particularly in the context of
auditing, conservatism aligns with the prudent behavior of auditors. Consequently, this
conservative approach contributes to a more secure audit opinion and outcome. It is
therefore reasonable to hypothesize that older and more experienced directors are
inherently more prudent. This, in turn, heightens the likelihood of directors advocating
for high-quality audits by selecting robust external auditors. Hence, the proposition is
put forth that board demographic diversity, represented by directors' age, is positively
correlated with audit quality.

Therefore, this study posits the following hypothesis: H1b: There exists a positive
relationship between the age of directors and audit quality.

3. Interlocking directorship. Based on resource dependency theory assumption
interlocking directorship generates a strong link for corporation with the external
environment. Consequently, this improves corporate competency to overcome
environmental contingences (Liang et al., 2013; Nguyen, 2022d; Paniagua et al., 2018).
Board of directors who occupy more than one directorship have a concrete motivation
to involve with Big4 auditor, to protect their reputation. Previous studies by (Berger et
al., 2014) documented a positive relationship between interlocking directorship and
auditor selection. This is because directors involve with more than one directorship are
less likely to spend enough time to monitor management activities. As a result, they
are more likely to hire high quality auditor in order to maintain their reputation. On the
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other side, some studies by (Nguyen, 2023a, 2023b; Tai et al., 2018) reports that
interlocking directorship possess negative influence on clients’ demand for high audit
quality. This indicates that interlock directorship improves the relationship between the
audited and auditor. Therefore, interlock organizations are more likely to hire the same
auditor for longer time.

Thus, this study proposes that cognitive diversity proxy by interlocking

directorship is related to audit quality and it propose the following hypothesis: H2a:
There is a relationship between interlocking directorship and audit quality.
4. Education. Drawing from the resource dependency theory, the premise suggests that
directors with qualifications in accounting and finance exhibit a pronounced inclination
to enlist the services of Big4 auditors, thereby effectively enhancing the board's
monitoring functions Linck et al. (2008). This assertion finds support in the assertion
by Bonn (2004) that the educational attainment of the board of directors positively
influences the organization's capacity to demand high-quality audits. Boards equipped
with robust accounting and financial qualifications are deemed capable of
comprehending intricate financial reporting issues, prompting them to seek further
validation through collaboration with high-quality auditors. Past research corroborates
this, indicating a positive correlation between the level of education of directors and
audit quality (Cohen et al., 2014; Krishnan & Lee, 2009; Nguyen & Dang, 20223,
2022b, 2023a, 2023b). However, a counter perspective also exists in the literature, with
certain studies noting a negative relationship between the level of education and the
clients’ demand for high audit quality. This is attributed to the notion that educated
directors may exhibit less conservatism in strategic decision-making, potentially
increasing the likelihood of succumbing to manipulative practices by high-level
management.

Given the divergent findings in previous studies, the study formulates the
hypothesis: H2b: A relationship exists between the board's level of education and audit
quality.

Methodology. The study leveraged a dataset encompassing information from 415
Vietnamese listed firms traded on the Ho Chi Minh City Stock Exchange. The data
spanned the comprehensive period from 2015 to 2020, capturing a substantial
timeframe for analysis. To conduct the regression analysis, the study opted for a
random effects model, a choice made subsequent to the inadequacy of pooled ordinary
least squares (OLS) to meet the necessary standards.

Model specification and variables definition. To address the research objective of
this study, the model of the study investigates the relationship between board
demographic and cognitive diversity and other control variables (board of directors’
size, board independent and board meeting and firm size) with audit quality. This study’s
hypotheses outlines are examined using the following model:

AUDiIt = B0 + pIBFEM it + B2DIRAIt + B3INTDit+ p4DEDUit+

p5BOSit+p6BOlit+ pC7TBOAMIt+ B8 FIRS it+ ¢t 1)
where, for each firm (i) and each year (t); AUD - Audit quality; BFEM - Board female director;
DIRA - Directors age (AGE1, AGE2, AGE3, AGE4 and AGES5); INTD - Interlocking directorship; DEDU -
Directors level of education; BOS - Board size; BOI - Board Independency; BOAM - Board of directors
meeting; FIRS - Firm size; ¢ it - Error term supposed to be normally scattered with constant differences.
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Results and discussions. The study employed various panel data regression
models, including pooled ordinary least squares (OLS), random effect, and fixed effect
models, to explore the correlation between the dependent variable (audit quality) and
independent variables (female directors, directors’ age, interlocking directorship, and
level of education). The results and variance in the determination coefficient (R-
Squared), signs, and their level of significance are presented in Table 1. Initially, OLS
estimation failed to meet the required standard assumptions. Subsequently, fixed effect
and random effect models were estimated using the Hausman test, which suggested
reporting the results of the random effect model over the fixed effect model.
Furthermore, the Lagrange Multiplier (LM) test by Breush and Pagan was conducted
to confirm the appropriateness of the random effect model compared to pooled OLS.
The findings substantiate the suitability of the random effects model.

Table 2 indicates that the reported R2 using the random effect model is 0.27,
signifying that approximately 27% of the deviation in the dependent variable (audit
quality) is explained by the independent variables (female director, directors’ age,
interlocking directorship, and level of education). About 75% of the deviation is
attributed to variables not controlled in the study's model. The results from the random
effects model reveal that there is no discernible relationship between female directors
and audit quality, suggesting a lack of influence in the boardroom concerning auditor
selection. This contradicts the alternative hypothesis (H1b) and aligns with the study
by [32], which associates an increase in female directors with heightened earnings
management, indicating a limited role in the external auditor selection process.

Analysis of different age categories indicates that young directors (24-35 years
old) do not significantly impact clients’ demand for high audit quality. However, a
positive influence is observed among directors aged 36-45 and 46-55 on clients’
demand for high audit quality. Conversely, no relationship is found between directors
aged 56-65 and those older than 65 and clients' demand for high audit quality. This
contradicts the alternative hypothesis (H1b) and challenges the resource dependency
theory's proposition that older directors are more conservative and risk-averse. The
findings align with [30], indicating a negative impact of directors' age on board
effectiveness in terms of attendance at board meetings.

The logistic regression results suggest that interlocking directorship positively
influences audit quality, supporting the results of Minton et al. (2014), indicating that
interlocking firms are more likely to engage high-quality auditors. The observed
positive influence of interlocking directorship on audit quality in Vietnamese listed
firms reflects a nuanced interplay within the corporate governance landscape.
Interlocking directorships, where individuals serve on the boards of multiple
companies, seem to be associated with an enhanced commitment to audit quality. This
finding aligns with the notion that directors involved in multiple corporate settings
create interconnected networks that facilitate information exchange and collaborative
governance. Such interconnectivity can foster a more robust control environment,
encouraging a conscientious approach to auditing processes. The positive influence of
interlocking directorship on audit quality is likely driven by the directors' shared
experiences, diverse perspectives, and a collective commitment to upholding rigorous
financial scrutiny. This result contradicts some prior studies but resonates with others,
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emphasizing the context-specific nature of corporate governance dynamics. The
positive impact of interlocking directorship on audit quality not only underscores the
intricate relationships between boards of directors but also emphasizes the potential
benefits of a networked governance structure in the Vietnamese context. As companies
seek to fortify their commitment to transparency and financial accountability,
understanding the role of interlocking directorship becomes increasingly crucial for
both practitioners and policymakers in fostering effective corporate governance
practices within the Vietnamese listed firms.

Regarding directors' education levels, high school, undergraduate, and PhD
degrees do not significantly influence clients' ability to demand high audit quality.
Conversely, directors with a Master's degree are more likely to engage with high audit
quality. The observation that directors' education levels, including high school,
undergraduate, and PhD degrees, do not significantly influence clients' ability to
demand high audit quality in Vietnamese listed firms unveils an intriguing facet of the
relationship between educational qualifications and corporate governance practices.
Contrary to conventional expectations, the absence of a discernible impact suggests
that clients' demands for superior audit quality may not be contingent on the formal
education levels of directors within the Vietnamese business context. This finding
prompts a reevaluation of the presumed link between educational credentials and the
ability to demand high audit quality. It suggests that factors beyond formal education,
such as practical experience, industry expertise, and contextual understanding, may
play pivotal roles in shaping directors' attitudes towards audit quality. The Vietnamese
business landscape, with its unique challenges and intricacies, may require a more
nuanced approach to evaluating the qualifications that contribute to effective
governance. This result challenges the conventional wisdom that higher educational
attainment directly translates into an increased demand for robust audit processes. As
Vietnamese listed firms navigate the complexities of corporate governance, this insight
underscores the need for a comprehensive understanding of the factors influencing
audit quality, moving beyond traditional markers of education to embrace a holistic
perspective that considers the specific dynamics of the Vietnamese business
environment.

Control variables, including board size, independence, and audit quality, did not
show a significant influence. However, there is a negative relationship between board
meetings and audit quality and a positive relationship between firm size and audit
quality. The non-significant influence of board size, independence, and audit quality
in Vietnamese listed firms introduces a nuanced perspective on the traditional
assumptions regarding the determinants of effective corporate governance and audit
outcomes. Contrary to widespread expectations, the findings suggest that larger boards
or greater board independence may not necessarily guarantee a more rigorous and
reliable audit process in the Vietnamese business context. The lack of significance in
these variables underscores the need to revisit conventional notions and adapt
governance practices to the specific dynamics of the Vietnamese corporate landscape.
Board size, often thought to reflect diversity and collective decision-making, and board
independence, considered a cornerstone of effective oversight, may not be directly
correlated with heightened audit quality. This outcome challenges the prevailing belief
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that increasing the size of the board or enhancing its independence inherently leads to
improved governance and audit outcomes. It prompts a deeper exploration of the
intricate factors shaping corporate governance effectiveness within the Vietnamese
context, emphasizing the importance of context-specific considerations in designing
governance structures. As Vietnamese listed firms strive for transparency and
accountability, understanding the contextual nuances that shape governance dynamics
becomes paramount, guiding future research and policy decisions to foster tailored and
effective governance practices in this unique business environment. Our results are
similar with Mustafa et al (2017).

Table 1. Correlation Matrix Results

Big4 |BFEM|AGEL|AGE2 | AGE3|AGE4|AGES [INTERD| HIGHGS [UNDERGMASTER| PhD | BOS | BOI [BOAM|INTASS
Big4 1.0000
BFEM 0.1244|1.0000
AGE1L -0.1648(0.1644|1.0000
IAGE2 0.0643 |-0.0660-0.12801.0000
AGE3  |.0.0416[-0.1930}-0.3181}-0.1464] 1.0000
IAGE4  |.0.0028|0.0686 -0.13431-0.4349/-0.3482/ 1.0000
IAGES 0.16100.0432-0.16101-0.1464/-0.3994-0.0668] 1.0000
INTERD | 0.2400|0.2402 |-0.0346-0.0301/-0.0682(0.0662| 0.1331| 1.0000
HIGHGS |.0.2866-0.1368|0.0666|0.0246|0.0114|-0.0860/0.0149| -0.2231 | 1.0000
UNDERG |.0.2641-0.1294/0.0662|0.1634|0.0680|-0.0642-0.1608| -0.0911 | 0.0011 | 1.0000
MASTER |0 4202 [0.1384|-0.0613-0.0640/-0.0104{0.0481|0.0419| 0.2489 | -0.3916 | -0.6929 | 1.0000
PhD 0.1044 0.1964|-0.0666[-0.2424}-0.0613/0.1622|0.1893| -0.0229 | -0.1204 | -0.9060 | 0.0812 |1.0000
BOS 0.4114 0.0669|-0.2643-0.1901}-0.0031/0.12440.2314| 0.1612 | -0.1446 | -0.2344 | 0.2638 [0.1619|1.0000
BOI -0.1401|-0.06601-0.0636|0.1198 -0.0266-0.0229)-0.0304 -0.1642 | 0.0333 | 0.0610 | 0.0049 |0.0626 |-0.0464|1.0000
BOAM  1.0.1832/0.0699 -0.01631-0.0824|0.06280.1180|-0.0900| 0.1046 | 0.1263 | 0.0200 | 0.0440 |-0.0391}-0.1433(0.0962|1.0000
LNTASS | 04286 |-.0243 |0.2464/-0.1366/-0.0928|0.1636 | 0.2641| 0.2226 | -0.2348 | -0.2063 | 0.2449 |0.1826|0.9492|-0.0146(-0.0830| 1.0000
Table 2. Regression Results
Variable Coeff. T-Value Probability
BFEM -.24252 -1.28* 0.088
AGE1 15844 0.58 0.592
AGE2 .98558 2.27%** 0.001
AGE2 91245 .2785055*** 0.002
AGE4 28907 15 0.119
AGES 27504 1.655%** 0.029
INTERD 28714 2.52%** 0.005
HIGHSG -.08142 -0.14 0.885
UNDERG 42425 1.19 0.249
MASTER 82725 2.20%** 0.008
PhD 22810 0.52 0.255
BOS 01821 1.05 0.211
BOI -12414 -0.58 0.228
BOAM -.00559 -2.12%** 0.001
LnTASS .052815 2.45 0.014

Note: significant at 1% level of significance
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Conclusion. The discussion addressed above has revealed that demographic
diversity (directors age) and cognitive diversity (interlocking directorship and level of
education) possess positive influence on clients’ ability to demand high audit quality
of Turkish listed firms. A part from integrated capability of independent variables
which impacts on clients’ ability to demand high audit quality, individually directors
age of 36-45, 46-55, interlocking directorship and Master degree directors can enhance
clients’ ability to demand high quality audit services. This is because diverse attributes
of' board of directors’ influence not only on directors’ incentive to monitor, but also their
abilities to do so. Thus, the study infers that demographic and cognitive diversity of
board of directors has significant impacts on clients’ incentive and ability to demand
high audit quality. The research, therefore, recommends that policy makers enforce
listed firms to create their boards with different attitudes of directors. The study also
recommends further studies that will include more data, inclusion of other attitudes of
board of directors both before and after the regulatory changes of 2012 for comparison
of clients’ demand before and the amendments.
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